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PART 1 - NOTIFICATION

Item 1. Significant Parties

o
(a) Directors. The directors of Albina Community Bancorp (“the Issuer”) are listed below.
Name Residential Address Business Address
® James R. Bradshaw 2540 Kilkenny Court, West Linn, OR 2002 NE Martin Luther King, Jr.
97068 Blvd., Portland, Oregon 97212
John W. Dixon 2000 SW Zivney Lane, Lake 2002 NE Martin Luther King, Jr.
Oswego, OR 97034 Blvd., Portland, Oregon 97212
Py Valencia R. Tobert-Fisker 15409 NE Fargo Place, Portland, OR 2002 NE Martin Luther King, Jr.
97230 Blvd., Portland, Oregon 97212
Bernard V. Foster 3125 N. Willamette #1035, Portland, 2002 NE Martin Luther King, Jr.
OR 97216 Blvd., Portland, Oregon 97212
PY Ted K. Gilbert 4745 SW Humphrey Park Rd., 2002 NE Martin Luther King, Jr.
Portland, OR 97221 Blvd., Portland, Oregon 97212
Mike Henderson 738 NW Westover Square, Portland, 2002 NE Martin Luther King, Jr.
OR 97210 Blvd., Portland, Oregon 97212
P Sheila D. Holden 2524 NE 16th Ave., Portland, OR 2002 NE Martin Luther King, Jr.
97212 Blvd., Portland, Oregon 97212
Robert L. McKean P.O. Box 12028, Portland, OR 97212 2002 NE Martin Luther King, Jr.
Blvd., Portland, Oregon 97212
Jeana M. Woolley 5006 NE Mallory Ave, Portland, OR 2002 NE Martin Luther King, Jr.
® 97211 Blvd.,, Portland, Oregon 97212
(b) Executive Officers. The executive officers of Albina Community Bancorp and its
® subsidiary, Albina Community Bank, are listed below.
Name Residential Address Business Address
Robert L. McKean, P.O. Box 12028, Portland, OR 2002 NE Martin Luther King, Jr.
President, CEO 97212 Blvd., Portland, Oregon 97212
o
James J. Schlotfeldt, CFO 14997 SW Telluride Terrace, 2002 NE Martin Luther King, Jr.
Beaverton, OR 97007 Blvd., Portland, Oregon 97212
Cheryl Cebula, COO 11735 SE Broyles Ct., Clackamas, 2002 NE Martin Luther King, Jr.
OR 97015 Blvd., Portland, Oregon 97212
o
@
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Greg Froman, CCO
97004

Mark Yee, CLO
OR 97217

3143 N. Willamette Blvd. Portland,

21509 S. Levi Rd., Beavercreek, OR 2002 NE Martin Luther King, Jr.

Blvd., Portland, Oregon 97212

2002 NE Martin Luther King, Jr.
Blvd., Portland, Oregon 97212

(c) Issuer’s General Partners. Not Applicable.

(d) Record Owners of 5% or More of Any Class. The full names, business and residential
addresses, as applicable, of the record owners of 5 percent or more of any class of the Issuer’s equity

securities are listed below.
Name

Series A Preferred (voting)

Northeast Portland Community
Development Trust

Series B Preferred (nonvoting)

The Oregon Community Foundation
Meyer Memorial Trust
The Collins Foundation

Bank of America, NA, Trustee, Ralph L. Smith
Foundation

Class A Common (voting)

Legacy Emanuel Hospital and Health Center

Robert McKean

Class B Common (nonvoting)

Community Development Financial
Institutions Fund :

Wells Fargo Bank, N.A.

Business or Residential Address (as

applicable)

2002 NE Martin Luther King, Jr. Blvd. Portland,
Oregon 97212

1221 SW Yamhill St., Portland, OR 97205
425 NW 10th Ave., Portland, OR 97209
1618 SW First Ave., Suite 505, Portland, OR 97201

411 N. Akard St., 5" Floor, Dallas, TX 75201

1919 NW Lovejoy, Portland, OR 97209
P.O. Box 12028, Portland, OR 97212 (residential)

2002 NE Martin Luther King, Jr. Blvd., Portland,
Oregon 97212 (business)

601 13™ St. NW, Suite 200S, Washington, DC 20005

401 B Street, Suite 304-A, San Diego, CA 92101

(e) Beneficial Owners of 5% or More of Any Class. The full names of the persons
exercising voting power or investment power with respect to the owners of 5 percent or more of any class
of the Issuer’s equity securities are listed below, as well as the business or residential address, to the
extent available. The names of the control persons were obtained from publicly available sources. Issuer
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has no relationship with any of these control persons, except Jeana Woolley and Robert McKean. Except
as provided, residential address information is not publicly available for these persons.

Name

Series A Preferred (voting)

Northeast Portland Community
Development Trust

Series B Preferred (nonvoting)

The Oregon Community Foundation

Meyer Memorial Trust

The Collins Foundation

Control Persons

Trustees

Jeana Woolley
Lolenzo Poe

President: Gregory A. Chaille

Board of Directors:

Eric B. Lindauer
Steve Corey
George Bell
Mary Wilcox
Duncan Campbell
Jon Englund
Joyce Furman
Scott Gibson

Lyn Hennion
Lynn Loacker
Linda Moore
Gretchen Pierce
Richard G. Reiten

Executive Director: Doug Stamm

Trustees:

John Emrick

Debbie Craig

Orcilia Zuniga Forbes
Warne Nunn

Gerry Pratt

President: Jerry E. Hudson

Business or Residential

Address (as applicable)

Woolley:

2002 NE Martin Luther King, Jr.
Blvd. Portland, Oregon 97212
(business)

5006 NE Mallory Ave
Portland, OR 97211 (residential)

Poe:

421 SW Oak
Portland, OR 97204-1998 (business)

1221 SW Yambill St.
Portland, OR 97205 (business)

425 NW 10th Ave.

Portland, OR 97209 (business)

1618 SW First Ave., Suite 505,
Portland, OR 97201 (business)
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Bank of America, NA, Trustee,
Ralph L. Smith Foundation

Class A Common (voting)

Legacy Emanuel Hospital and
Health Center

Robert McKean

Class B Common (nonvoting)

Community Development Financial
Institutions Fund

Trustees:

Truman W. Collins, Jr.
Maribeth W, Collins
Cherida Collins Smith
Ralph Bolliger

Lee Diane Collins Vest

Administrator: Harriet Denison

President and CEQO: Lee Domanico

Trustees:

Judith A. Andersen, R.N.

Jean D. Benedict

Robert W. Bentley, M.D., Chair
Colleen A. Cain

Lee Domanico, President & CEO
Barbara K. Ferré, M.D.

Jeffrey D. Fullman, M.D.

Jeffrey S. Gordon

P. Campbell Groner, II1, Secretary
Hollis J. Hendricks

Bishop Johncy ltty, Ph.D.

Nancy R. Locke

Duane C. McDougall

Corliss McKeever

Mark T. Metzdorff, M.D.
William M. Mooney, M.D.

Jack L. Orchard, Vice-Chair
Bishop Paul R. Swanson

Pamela S. Vukovich, Treasurer

Not Applicable

Director: Arthur C. Garcia

Division of the United States
Department of Treasury

411 N. Akard St., 5® Floor
Dallas, TX 75201 (business)

1919 NW Lovejoy
Portland, OR 97209 (business)

P.O. Box 12028, Portland, OR
97212 (residential)

2002 NE Martin Luther King, Jr.
Blvd., Portland, Oregon 97212
(business)

601 13" St. NW, Suite 2008,
Washington, DC 20005 (business)
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Wells Fargo Bank, N.A. Controlled by Wells Fargo & 401 B Street, Suite 304-A
® .Company. The only shareholder San Diego, CA 92101 (business)
owning 5% or more is Berkshire
Hathaway, Inc., which is controlled
by Warren E. Buffet.

Chief Executive Officer:

Richard Kovacevich

Board of Directors:

Lloyd H. Dean

® Susan E. Engel
Enrique Hernandez, Jr.
Robert L. Loss
Richard M. Kovacevich
Richard D. McCormick
Cynthia H. Milligan

o Nicholas G. Moore
Philip J. Quigley
Donald B. Rice
Judith M. Runstad
Stephen W. Sanger
Susan G. Swenson

® Michael W. Wright
@ Promoters of the Issuer. The persons identified below as promoters include persons,
identified by (*), who assisted with the Issuer’s organization in 1995 but have not been affiliated with the
® Issuer during the past five years. Current address information for many of those persons is not in the
corporate records of the Issuer and has not otherwise been located and is therefore indicated as
“unknown.”
Name Residential Address Business Address
o Graham C. Bryce 336 N.W. Lomita Terrace 2002 NE Martin Luther King, Jr.
Portland, OR 97210 Blvd., Portland, Oregon 97212
Howard K. Shapiro 1025 NW Couch #1513 2002 NE Martin Luther King, Jr.
Portland, OR 97209 Blvd,, Portland, Oregon 97212
® James Bradshaw 2540 Kilkenny Court 2002 NE Martin Luther King, Jr.
West Linn, OR 97068 Blvd., Portland, Oregon 97212
Jeana M. Woolley 5006 NE Mallory Ave. 2002 NE Martin Luther King, Jr.
Portland, OR 97211 Blvd., Portland, Oregon 97212
® Bernard V. Foster 3125 N. Williamette #1035 2002 NE Martin Luther King, Jr.
Portland, OR 97216 Blvd., Portland, Oregon 97212
o
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Ted K. Gilbert

Sheila Holden

Mike Henderson

Roger S. Ahlbrandt *

James May *

Avel L. Gordly *

Deborah E. Kennedy *

Gretchen Kafoury *

Lolenzo Poe *

Erik Sten *

Leon C. Smith *

Deborah Saweuyer-Parks*

4745 S.W. Humphrey Park Rd.

Portland, OR 97221

2524 NE 16™ Ave.
Portland, OR 97212

738 NW Westover Square
Portland, OR 97210

1/a - deceased

2909 NE Bryant St.
Buffalo, NY 14209-1116

6805 NE Broadway St.
Portland, OR 97213-5305

Unknown

Unknown

Unknown

Unknown

Unknown

965 SE 28" PL
Troutdale, OR 97060

2002 NE Martin Luther King, Jr.
Blvd., Portland, Oregon 97212

2002 NE Martin Luther King, Jr.
Blvd., Portland, Oregon 97212

2002 NE Martin Luther King, Jr.
Blvd., Portland, Oregon 97212

None

Unknown

Unknown

Unknown

650 Urban Center Building
Portland, Oregon 97207-0751

421 SW QOak
Portland, OR 97204-1998

1221 SW 4th Avenue, Rm. 240
Portland, OR 97204-1998

754 S. Jeftery
Chicago, IL 60649

Unknown

(g Affiliates of the Issuer. Albina Community Bank, Albina Community Statutory Trust I,
Albina Community Statutory Trust II, and Albina Development Company, LLC are wholly-owned
subsidiaries of Albina Community Bancorp. Northeast Portland Community Development Trust is a top-
tier bank holding company holding all of the outstanding shares of the Series A Preferred Stock. Albina
Opportunities Corporation is a non-profit organization that is controlled by the Issuer’s board of
directors. Albina Equity Fund I, LLC is a non-operational equity fund that, when operational, would be
managed by Albina Development Company, LLC. The business address of these affiliates is 2002 NE
Martin Luther King, Jr. Blvd., Portland, Oregon 97212.

(h) Legal Counsel. Foster Pepper Tooze LLP, 601 S.W. Second Avenue, Suite 1800,
Portland, Oregon 97204, has advised the Issuer in connection with certain banking and securities aspects

of the offering.

i) The Underwriter with Respect to Offering. D.A. Davidson & Co. will act as
placement agent on a best efforts basis with respect to the offering within the meaning of Section
2(a)(11) of the Securities Act of 1933, as it will offer or sell for the Issuer in connection with the
distribution of securities. D.A. Davidson’s business address is 8 Third Street North, Great Falls,

Montana 59401.
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)] The Underwriter’s Directors. The directors of D.A. Davidson & Co. are as follows.
The business and residential addresses of such persons are provided below.

Name

James Bradshaw

Ian Davidson

Frederic Dickson

Bradley Dugdale

William Johnstone

Thomas Nelson

Douglas Nichols

James Rice

Susan Skaar

Ronald Tschetter

Arlene Wilson

(k) The Underwriter’s Officers.

follows:

Name

William A. Johnstone

Ronald Tschetter

Thomas Nelson

Lawrence T. Martinez

Residential Address

2540 Kilkenny Ct.
West Linn, OR 97068

325 Flood Road
Great Falls, MT 59404

14180 SW 98" Court
Tigard, OR 97224

P.O. Box 747
Hayden Lake, ID 83835

219 Third Avenue North
Great Falls, MT 59404

6 Spring Ridge Drive
Great Falls, MT 59404

5126 NE 42™ Street
Seattle, WA 98105

2607 Western Avenue, #257
Seattle, WA 98121

1325 Cannon Creek Rd.
Bozeman, MT 59715

300 40™ Avenue South, #28
Great Falls, MT 59404

1-16™ Avenue South
Great Falls, MT 59405

Residential Address

219 3rd Avenue North, Great Falls,
MT 59401

300 40™ Avenue South, #28, Great
Falls, MT 59404

6 Spring Ridge Drive, Great Falls,
MT 59404

80 Gannon Drive, Great Falls, MT
59404

Business Address

Two Centerpointe Dr. Ste. 400
Lake Oswego, OR 97035

8 Third Street North
Great Falls, MT 59401

Two Centerpointe Dr. Ste. 400
Lake Oswego, OR 97035

608 Northwest Blvd., Ste. 403
Coeur d’Alene, ID 83814

8 Third Street North
Great Falls, MT 59401

8 Third Street North
Great Falls, MT 59401

701 5% Avenue, Ste. 3100
Seattle, WA 98104

701 5% Avenue, Ste. 3100
Seattle, WA 98104

529 East Main Street
Bozeman, MT 59715

8 Third Street North
Great Falls, MT 59401

8 Third Street North
Great Falls, MT 59401

The executive officers of D.A. Davidson & Co. are as

Business Address

8 Third Street North, Great Falls,
MT 59401

8 Third Street North, Great Falls,
MT 59401

8 Third Street North, Great Falls,
MT 59401

8 Third Street North, Great Falls,
MT 59401
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()] Underwriter’s general partners. Not Applicable.

(m)  Counsel to the Underwriter. Lawrence T. Martinez, Esq., General Counsel to
Davidson Companies, 8 Third Street North, Great Falls, Montana 59401, will serve as counsel to D. A.
Davidson & Co.

Item 2. Application of Rule 262

(a) None of the persons identified in the response to Item 1 is subject to the disqualification
provisions set forth in Rule 262.

(b) Not Applicable.
Item 3. Affiliate Sales
Not Applicable.
Item 4. Jurisdictions in Which Securities Are to be Offered

(a) D.A. Davidson & Co., as placement agent, will offer and sell shares on a best efforts
basis pursuant to a Placement Agent Agreement dated as of the date of this Offering Circular. D.A.
Davidson & Co. will offer and sell shares in the states of Colorado, Idaho, Oregon, Utah, Washington
and Wyoming. Issuer has filed registration statements in Idaho, Oregon, Utah, Washington, and
Wyoming and is eligible in Colorado to rely on an exemption for public offerings relying on Regulation
A. The shares will be offered through Davidson’s financial consultants through mailing of the offering
circular to, and through direct communication with, prospective subscribers.

(b) The Issuer will offer and sell shares to its employees, directors and existing shareholders
in the following states: Colorado, Idaho, Oregon, Utah, Washington, and Wyoming. Issuer has filed
registration statements in Idaho, Oregon, Utah, Washington, and Wyoming and is eligible in Colorado to
rely on an exemption for public offerings relying on Regulation A. The shares will be offered by the
Issuer’s Chief Executive Officer, Robert L. McKean, and Chief Financial Officer, James J. Schlotfeldt,
on a best-efforts basis, through mailing of the offering circular and direct communication with
prospective subscribers. Mr. McKean and Mr. Schlotfeldt will not receive any bonus, commissions or
other compensation directly or indirectly in connection with such sales.

Item 5. Unregistered Securities Issued or Sold Within One Year

(a) During the 12 months preceding the filing of this Form 1-A Offering Statement, the
Issuer, Albina Community Bancorp, sold 449 shares of Class A Common stock through its Employee
Stock Purchase Plan and issued 10,250 shares of Class A Common Stock upon the exercise of options
under its Stock Incentive Plans. Additionally, in January 2006 the Issuer issued 75 shares of Class A
Common Stock as an award to the employee of the year, Mary Edmeades. This isolated award was not
granted under any plan. These amounts reflect the 50% stock dividend as of the record date of May 3,
2006.

)] No shares of the Issuer’s common stock were sold by or for the account of any person
who at that time was a director, officer, promoter or principal security holder of the Issuer or was an
underwriter of any securities of the Issuer within the past 12 months.
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© The shares issued under the Employee Stock Purchase Plan and the Stock Incentive
Plans were issued pursuant to the Rule 701 exemption from registration under the Securities Act of 1933
(the “Act”). The Issuer was eligible to rely on this exemption because (i) the Issuer is not subject to
reporting requirement of section 13 or 15(d) of the Securities Exchange Act of 1934, (ii) the issuance was
pursuant to a written compensatory benefit plan for the participation of employees and directors, a copy
of which was provided to the participants, and (iii) the amount of securities offered in reliance on Rule
701 during any consecutive 12-month period did not exceed the limitations in Rule 701(d)(2). The
issuance to Ms. Edmeades was a discretionary award in recognition of superior performance. Therefore,
we believe that this issuance did not involve a “sale” of securities. Even if such issuance is deemed a
sale, it was an isolated transaction that is exempt from registration under Section 4(2) of the Act. The
issuance qualifies for an exemption under Section 4(2) because the issuance did not involve any public
offering or any general solicitation; the recipient has a preexisting relationship with Issuer; and the
recipient acquired the stock without a view to distribution.

Item 6. Other Present or Proposed Offerings
There are no other present or proposed offerings at the current time.
Item 7. Marketing Arrangements

There is no arrangement known to the Issuer or to any person named in response to Item 1 above
for any of the purposes set forth in Item 7, Form 1-A.

Item 8. Relationship with Issuer of Experts Named in Offering Statement

No expert named in this offering statement as having prepared or certified any part hereof was
employed for such purpose on a contingent basis or, at the time of such preparation or certification or at
any time thereafter, had a material interest in the Issuer or any of its subsidiaries or was connected with
the Issuer or any of its subsidiaries as a promoter, underwriter, voting trustee, director, officer or
employee.

Item 9. Use of a Solicitation of Interest Document

No solicitation of interest document or broadcast script has been used prior to filing this
notification.
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OFFERING CIRCULAR

ALBINA COMMUNITY BANCORP
2002 NE Martin Luther King, Jr. Blvd.
Portland, Oregon 97212
(503) 287-7537

A Maximum of $4,999,992 (416,666 Shares of Class A Common Stock at $12.00 Per Share)
(No minimum offering amount)

ALBINA COMMUNITY BANCORP is offering 416,666 shares of its Class A Common Stock to
existing shareholders and the public at $12.00 per share. Of these shares, D.A. Davidson & Co., acting as
placement agent on a best efforts basis, may sell all but 125,000 shares reserved for sale by the company
to directors, employees, and existing shareholders. If the company does not sell all of those shares within
the first two weeks of the offering period, Davidson may sell the remaining shares. Existing shareholders
do not have the right to purchase a pro-rata portion of the offering. The offering will commence as of the
date of this Offering Circular and expire 30 days later, unless we terminate it earlier or extend it, for up
to two additional 30-day periods. The minimum purchase for new shareholders is 2,000 shares
($24,000). The minimum purchase for existing shareholders and our employees is 100 shares ($1,200).

In addition to other matters discussed in this document, you should also be aware of the following:

e There is no minimum offering amount, and we may receive less than $4,999,992 in gross proceeds.
We will have immediate access to subscription funds once we have accepted a subscription.

e We are selling a portion of the offered shares directly, and a 3% commission will be paid in
connection with such sales to our placement agent; a 7% commission will be paid in connection
with sales sold through our placement agent.

e  There is a very limited trading market for our shares.

We have subjectively established the offering price of $12.00 per share based on, among other
things, recent known sales prices in the limited recent trading of our stock and advice from our
placement agent.

Our shares trade on the OTC Bulletin Board under the symbol “ACBC.”

An investment in these securities involves risk, including the possible loss of principal. See
“RISK FACTORS?” on page 3 of this Offering Circular.

Placement Agent Commission") Proceeds to
Price to Public Issuer®®®

Per Common Share $12.00 $0.70 $10.85
Maximum Offering $4,999,992 $290,000 $4,519,992

(1) D.A. Davidson & Co., acting as placement agent, will receive a 7% commission in connection with shares sold by it in the
offering and a 3% commission on all shares sold by Albina in the offering. This table reflects the assumption that D.A.
Davidson & Co. will sell 291,666 of the shares offered and agents of Albina will sell the remaining 125,000 shares. The
actual number of shares sold by D.A. Davidson cannot be accurately predicted. If Davidson sells the entire offering amount,
the maximum commission to Davidson would be $350,000 and the proceeds to Albina would be $4,459,992. See “PLAN
OF DISTRIBUTION -- Placement Agent.”

(2) Proceeds are calculated after deducting estimated expenses of the offering of approximately $190,000, including a $20,000
nonaccountable expense allowance to Davidson, as well as filing fees, legal and accounting fees, printing and other
miscellaneous expenses payable by us.

THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION DOES NOT
PASS UPON THE MERITS OR GIVE ITS APPROVAL TO ANY SECURITIES OFFERED OR
THE TERMS OF THE OFFERING, NOR DOES IT PASS UPON THE ACCURACY OR
COMPLETENESS OF ANY OFFERING CIRCULAR OR OTHER SELLING LITERATURE.
THESE SECURITIES ARE OFFERED PURSUANT TO AN EXEMPTION FROM
REGISTRATION WITH THE COMMISSION; HOWEVER, THE COMMISSION HAS NOT
MADE AN INDEPENDENT DETERMINATION THAT THE SECURITIES OFFERED
HEREUNDER ARE EXEMPT FROM REGISTRATION.

The date of this Offering Circular is , 2006.
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THE SECURITIES OFFERED HEREBY ARE NOT DEPOSITS OR SAVINGS
ACCOUNTS. THESE SECURITIES ARE NOT INSURED BY THE FEDERAL DEPOSIT
INSURANCE CORPORATION (FDIC) OR ANY OTHER AGENCY. THESE SECURITIES
HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE FDIC NOR HAS THE FDIC OR
ANY OTHER FEDERAL OR STATE AGENCY PASSED ON THE ADEQUACY OR
ACCURACY OF THIS OFFERING CIRCULAR. ANY REPRESENTATION TO THE
CONTRARY IS UNLAWFUL.

No agent or officer of Albina Community Bancorp or Albina Community Bank, or any
other person, has been authorized to give any information or to make any representations other
than those contained in this Offering Circular and, if given or made, such information and
representations should not be relied upon as having been authorized by Albina Community
Bancorp.

In deciding whether or not to invest in the securities offered, you should rely on your own
examination of Albina Community Bancorp and the terms of the offering, including the merits and
risks involved.

This Offering Circular does not constitute an offer to sell or a solicitation of an offer to buy
any of the securities offered hereby in any jurisdiction to any person to whom it is unlawful to
make such offer or solicitation in such jurisdiction. We are offering these securities only to
residents in the states of Colorado, Idaho, Oregon, Utah, Washington, and Wyoming. This
Offering Circular shall not constitute a valid offer of our securities to any other person.
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OFFERING CIRCULAR SUMMARY

The following summary explains the significant aspects of our stock offering. The summary is
qualified by the more detailed information and the financial statements appearing elsewhere in this
Offering Circular. Prospective purchasers are urged to carefully read the entire Offering Circular

before making a decision to purchase our Class A

Common Stock. Unless otherwise noted in this

Offering Circular, all references to common stock shall mean our Class A Common Stock.

The Offering
Common stock offered ........coovvvvveecvceeerevneernenccnnns
Offering price......coevevervniiiesnenesinnreienesseseienees

Common stock to be outstanding after the
OFfEring ....cveveeriieerectereeene e

Minimum SubSCrPtion .....c.c.cviuivmvvinrerinesniennens

How to subscribe from Albina Community
Bancorp. ..o viiii e e

How to subscribe from D.A. Davidson & Co.. ......

Expiration of Offering.........cccovvviinnrncniinnnnene

Use Of Proceeds.....c.cooevvivrernircniiiiisinieeieeesssesieaens
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416,666 shares
$12.00 per share

936,651 shares of Class A common stock (assuming all
shares offered are sold and no stock options are exercised)

New shareholders must subscribe for a minimum of
2,000 shares ($24,000).

Existing shareholders and employees of Albina
Community Bancorp or Albina Community Bank must
subscribe for a minimum of 100 shares ($1,200).

If you are an existing shareholder, director, or employee of
Albina Community Bank, you may purchase shares in the
offering directly through us. You must complete, date and
execute the Subscription Agreement provided with this
Offering Circular and return it, along with a check made
payable to “Albina Community Bancorp” for the full
subscription amount to us at the address listed on the front
page of the Offering Circular. Important: Payment of
the full subscription price for shares must be included
with the Subscription Agreement.

To purchase shares in the offering through D.A. Davidson
& Co., you must complete, date and execute the
Subscription Agreement provided with this Offering
Circular and return it to D.A. Davidson in the pre-
addressed envelope.

The offering will expire 30 days after the date of this
Offering Circular, unless we terminate it earlier or extend it
for up to two additional 30-day periods.

To enhance Albina Community Bank’s capital to support
higher lending limits and further asset growth. See “USE
OF PROCEEDS.”

An investment in our shares involves certain risks. See
“RISK FACTORS.”
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THE COMPANY
Albina Community Bancorp and Albina Community Bank

Albina Community Bancorp (the “company”) is a financial holding company for Albina
Community Bank (the “bank™), an Oregon state-charted bank that commenced operation in December
1995. Albina Community Bank’s main office and four branch offices are located in Portland, Oregon.
At June 30, 2006, we had consolidated total assets of approximately $124.7 million, total liabilities of
approximately $117.5 million, net loans of approximately $86.9 million, deposits of approximately
$107.3 million, and shareholders’ equity of approximately $7.2 million.

Albina Community Bank is proud to be one of only 53 commercial banks in the United States,
and the only bank in Oregon, that is certified by the U.S. Department of Treasury as a Community
Development Financial Institution (CDFI). Our primary objective is to generate profits for our
shareholders; however, a core tenet of our mission is the provision of banking services to low- and
moderate-income communities that are underserved by other financial institutions. We believe we are
able to serve these underserved markets without compromising our profit strategy due to our eligibility as
a CDFI to receive federal and state grants. Moreover, through our credentials as a CDFI and our
reputation in the community as a partner for community development, we hope to attract customers who
not only value our broad range of competitive products and high level of customer service, but also desire
the opportunity to contribute to the bank’s social impact mission through their banking business.

Although the bank’s performance suffered from low growth and nonperforming loans during our
initial years, from 1997 to 1999, and more recently, from 2003 through 2004, since 2004 we have
significantly developed the bank’s physical and human resource infrastructure and expanded our marketing
focus to better position the company to generate profits for its shareholders and to act as a community leader
for development throughout the Portland area. Our senior management team has extensive experience in
the banking industry and our directors have significant business experience and extensive involvement in
the Portland community.

Our strategic objective is to continue to expand our presence throughout the Portland area,
leveraging our unique commitment as a community development bank to attract customers among
Portland’s large socially progressive demographic group. We also intend to broaden our reputation as a
bank with significant financial expertise and a broad range of banking products and services offered at
competitive rates.

The proceeds of this offering will be used to enhance the bank’s capital to increase legal lending
limits and to support further asset growth. In accordance with bank regulatory capital adequacy
guidelines, the bank is permitted to leverage the additional capital to increase earning assets by
approximately 12 % times the amount of the additional capital at the bank. There is no guarantee that the
bank will in fact be successful in fully leveraging the new capital.

The company maintains a web site at hitp://www.albinabank.com that contains information
regarding the company, including press releases and financial reports, as well as information about the
bank, its products and services, and access for bank customers to conduct internet banking transactions.
Information contained on or that can be accessed through our website does not constitute a part of this
Offering Circular.

See “BUSINESS” for a more complete description of our business.
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RISK FACTORS

An investment in our shares involves certain risks. In addition to the other information
contained in this Offering Circular, anyone considering investing in our shares should read and
carefully consider the following list of material risks:

Risks Associated with the Offering

We have subjectively set the offering price, and the price may not reflect the actual value of the
shares.

We have established the offering price of $12.00 per share based primarily on the advice
received from D.A. Davidson & Co., our placement agent, based on its consideration of various factors as
discussed in “TERMS OF THE OFFERING - The Offering Price.” There can be no assurance that the
offering price represents the actual market value of the stock, or that shareholders will be able to sell
their shares at or above the offering price.

There is no minimum offering amount, and we may raise substantially less than the maximum
amount being offered.

We have not set a minimum number of shares that must be sold in order for the offering to close.
No escrow arrangements have been made with respect to the offering. Thus, subject to the acceptance of
subscriptions, funds will be immediately available to us regardless of the number of shares sold in the
offering to date or in the completed offering. See “TERMS OF THE OFFERING - Company
Discretion.” There can be no assurance that the maximum number of shares will be sold, or that any
minimum amount of proceeds will be raised in the offering. To the extent we receive less than the
maximum proceeds from this offering, we will contribute less capital to the bank to support its growth.

There will be an immediate dilutive effect to new shareholders.

Net tangible book value per share at June 30, 2006 was $7.85. Assuming that this offering is
fully sold with Davidson selling 70% of the shares sold, the pro forma net tangible book value per share
would be $9.07. This represents an immediate increase in net book value to present Class A and Class B
Common Stock shareholders of $1.22 per share and an immediate dilution to new investors of $2.93 per
share. If Davidson sells 100% of the shares sold, the pro forma net tangible book value per share would
be $9.00. This represents an immediate increase in net book value to present Class A and Class B
Common Stock shareholders of $1.17 per share and an immediate dilution to new investors of $3.00 per
share. See “DILUTION.”

You may have difficulty selling your shares because there is currently little trading activity in the
stock.

Our shares are quoted on the OTC Bulletin Board maintained by the National Association of
Securities Dealers (the “NASD”) under the symbol “ACBC”; however, there is little trading activity in
the stock. See “MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.”
We do not know whether significant trading activity will ever occur. We cannot assure you that private
sales can be negotiated at acceptable prices. Accordingly, you should consider this as a long-term
investment and be prepared to hold the shares for an indefinite period of time.
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You will likely not receive cash dividends.

We have never paid a cash dividend and do not anticipate paying a cash dividend in the
foreseeable future. We expect to retain all earnings to provide capital for operation and expansion of the
bank. Our ability to pay dividends in the future will depend primarily upon the bank’s earnings and its
ability to pay dividends to Albina Community Bancorp. See “SUPERVISION AND REGULATION —
Federal and State Bank Regulation - Dividends.”

As a result of this offering, the number of record shareholders may equal or exceed 300, which will
subject the company to a reporting requirement under the Securities Exchange Act of 1934.

In 1996, we engaged in a registered public offering. As a result of that registration, under
Section 15(d) of the Securities Exchange Act of 1934, we became subject to a periodic reporting
obligation with the Securities and Exchange Commission. This obligation has been suspended as to any
fiscal year since 1996 in which, as of the beginning of such fiscal year, our common stock is held of
record by less than three hundred persons. If, as of January 1 of any year, the number of shareholders of
record equals or exceeds three hundred, either as a result of this offering or otherwise, we will again be
subject to the reporting requirement. The reporting obligation involves significant management
resources and may involve considerable additional expense for legal assistance in meeting the reporting
and disclosure requirements and additional expense for accounting and auditing services related to the
internal controls compliance and audit.

Risks Associated with the Business

Our business is concentrated in economically distressed communities and may involve higher credit
risks than other commercial banks.

A majority of the bank’s operations are concentrated in North/Northeast Portland, Oregon,
including the St. Johns neighborhood area. These areas have historically been economically distressed,
suffering from high unemployment and lower average household income levels than state and national
averages, all of which generally contribute to higher credit risk among potential borrowers. See
“BUSINESS -- Market Area.” The success of the company depends, among other things, on the bank’s
ability to attract creditworthy borrowers and to finance viable commercial enterprises and property
development.

Our marketing is focused on small- and medium-sized businesses, which involve special risks.

Our focus on small- and medium-sized businesses involves special risks. Smaller, less seasoned
companies may have shorter operating histories, less sophisticated internal record keeping and financial
planning capabilities, and greater debt-to-equity ratios than larger companies. These factors increase the
difficulty in accurately assessing credit risks. Such borrowers are more susceptible to economic declines;
consequently, loans to such borrowers may be riskier than loans to larger commercial borrowers.

The bank could lose money if there is insufficient collateral for defaulting loans.

In banking there is an inherent risk of losing principal and interest as a result of customers’ failure
to perform in accordance with their loan obligations. Some loans will be unsecured and repayment will
depend solely upon the revenues of the borrowers. Other loans will be secured and will have real or
personal property collateral as an additional source of recovery. However, a downturn in the local or
national economy or a rapid increase in interest rates could have an adverse effect on collateral values,
business activity and income, and employment, with a corresponding adverse effect on borrowers’ ability to

4
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repay loans and on the bank’s ability to recover losses from any collateral. The bank will experience a loss
to the extent the defaulting loans are undersecured.

Due to our high concentration of loans secured by real estate, a downturn in the real estate market
could hurt our business.

At June 30, 2006, 80.9% of the bank’s loan portfolio consisted of loans secured by real estate.
These real estate-secured loans are concentrated in the Portland, Oregon, area. A downturn in the local
economy could have a material adverse effect on a borrower’s ability to repay these loans due to either
loss of a borrower’s employment or a decline in a borrower’s business. Further, adversity in the local
economy could impair the value of the real property held as collateral securing these loans. In such case,
the bank’s ability to recover on defaulted loans by foreclosing and selling the real estate collateral would
be diminished and the bank would be more likely to suffer losses on defaulted loans.

As of the date of this Offering Circular, the real estate markets continue to reflect strong buyer
demand and increasing demand for commercial rental space in most areas of the city of Portland. Real
estate prices continue to increase. For the twelve months through May 2006, the average residential real
estate sale price was $301,300, a 17.4% increase over the prior twelve months period. Some industry
forecasters believe that demand is leveling off due to rising national interest rates and the increase in real
property prices experienced in this market over the last three to five years. We are cautious about the
sustainability of residential real estate values, especially with respect to condominium properties, in light
of the area’s significant growth in numbers of condominiums. There are also signs of increasing
softening of the national residential markets. Commercial office property values in the Portland area,
which suffered following the technology industry crash in 2001, are starting to improve. Industrial
property values have been relatively stable.

Changes in interest rates could negatively affect our profitability.

Banking is a business which operates primarily on interest rate differentials. In general, the
difference between the interest rates we pay to attract deposits, and the interest rates we earn on loans
and on securities held in our portfolio, comprises our net interest income. Net interest income plus other
income (primarily service charges) less costs of operations, including salaries, bank premises, costs and
provisions for credit losses, will determine net income, if any.

Our earnings are largely derived from net interest income, and as interest rates change, net
interest income is affected. With fixed rate assets (such as fixed rate loans) and liabilities (such as
certificates of deposit), the rate at which this change occurs depends on the maturity of the asset or
liability. The differences between the amounts of interest-sensitive assets and interest-sensitive
liabilities, measured over various time periods, are referred to as sensitivity gaps. A gap is considered
positive when the amount of interest rate sensitive assets exceeds the amount of interest rate sensitive
liabilities. A gap is considered negative when the amount of interest rate sensitive liabilities exceeds the
amount of interest rate sensitive assets. During a period of rising interest rates, a negative gap would
tend to adversely affect net interest income while a positive gap would tend to result in an increase in net
interest income. During a period of falling interest rates, a negative gap would tend to result in an
increase in net interest income while a positive gap would tend to adversely affect net interest income.
Although we strive to minimize risk through asset/liability management policies, from time to time
maturities may not be matched. During such periods, a rapid decrease or increase in interest rates could
have an adverse effect on the spreads between the interest rates earned on assets and the rates of interest
paid on liabilities, and therefore on the results of operations of the bank. At June 30, 2006 our sensitivity
gap is negative $23.6 million within 1 year. The gap in the period of years two to five is positive $30.4
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million. See “MANAGEMENT’S DISCUSSION AND ANALYSIS -- Asset and Liability
Management.”

Increasing interest rates could result in increased defaults on adjustable rate loans.

The bank has been focusing on offering adjustable rate loans, which better enable us to manage
our interest rate risk because the interest rates on our assets change more consistently with the rates on
our liabilities. Adjustable rate loans, also referred to as variable rate loans, either re-price the interest
rate at set intervals, usually every three to five years, or have floating interest rates tied to an index, such
as the prime rate. The increased percentage of adjustable rate loans in our loan portfolio may subject us
to increased risk of borrower default, if the borrower’s income does not increase at a rate sufficient to
enable the borrower to pay the higher interest payments. We mitigate this risk during the underwriting of
the loan by testing the borrower’s ability to pay in the event of an interest rate increase of three percent.
As a result, our loss experience with adjustable rate loans is not materially different than our loss
experience with fixed rate loans. At June 30, 2006, the bank’s loans which mature or re-price in less than
one year totaled $44.9 million. Loans due after one year totaled $43.5 million, of which 65.7% have
adjustable interest rates. See “MANAGEMENT’S DISCUSSION AND ANALYSIS — Loan Portfolio —
Loan Maturities & Interest Sensitivities.”

We compete with many other financial institutions that have greater resources.

Our business operates in a highly competitive banking environment, competing with a number of
banks, savings and loan associations, credit unions and other financial institutions which possess greater
financial resources than we do, some of which have offices in the immediate vicinity of the bank. By
virtue of their capital, such institutions have substantially greater lending limits than we do and perform
certain functions for their customers that we do not offer. As we expand our market area outside of the
underserved market of North/Northeast Portland, we cannot be certain that we will continue to be able to
attract and retain customers from other financial institutions, as most depositors and loan customers
currently have established banking relationships with other financial institutions. Further, many non-bank
competitors, such as credit unions, mutual funds and investment brokers, are not subject to the same
regulatory burdens as banks. Credit unions, for example, are not subject to corporate income taxation,
and are not required to comply with Community Reinvestment Act requirements, which increase the cost
of operations for banks.

The bank has experienced high rates of non-performing loans and may experience high levels in the
future.

The bank has experienced higher levels of non-performing loans and loan losses than its
traditional peer group as a result of our focus on economically distressed communities. That risk has
been managed by federal grant funds in support of that lending and a significant management focus on
improving our lending infrastructure in the last two years. However, there can be no assurances that we
will not experience elevated levels on non-performing loans in the future. As of June 30, 2006, our level
on non-performing loans was 0.11% of total loans.

The bank’s community development lending activities are partially subsidized by federal grants
that may not continue or may not continue at the same funding level.

In four out of the past six years, the bank has received Bank Enterprise Awards (“BEA”) from
the U.S. Department of Treasury based on its loans, investments, services and technical assistance
provided within distressed communities. In addition, in 2005, the bank received a Technical Assistance
award from the U.S. Department of Treasury’s CDFI Fund which was granted specifically to assist in
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technology upgrades to customer information systems and for loan consulting work. Also in 2005, the
bank received a grant from the Oregon Economic and Community Development Department (OECDD)
for the creation of a Microenterprise Loan Fund to support small, emerging, minority and women-owned
businesses. In fiscal year 2005, these awards totaled $497,000.

The Technical Assistance award and the Microenterprise Loan Fund award were one-time
awards; therefore, we do not anticipate receiving these awards in the future. We are eligible to receive
the BEA awards on an annual basis. In July 2006, we were awarded a $500,000 BEA award. The amount
of the awards varies from year to year and there is no guarantee that the bank will receive an award or
that the U.S. Treasury will continue this program. The CDFI Fund has had stable funding over the last
two years; however, its funding for 2007-2008 is currently being deliberated in the U.S. House and
Senate. As with all federally funded projects, funding is subject to shifting political priorities, and
cannot be assured in the future. We are not aware of any circumstances with respect to our operations
which would have a material impact on the amount of money that we would be eligible to receive.

These awards help to offset the additional cost incurred by the bank in making loans and
providing other services in distressed areas. The loss of these grants would be a loss of a source of
income to the bank and may impede the bank’s ability to pursue its community development mission.

If we cannot attract deposits, our growth may be inhibited.

We plan to increase significantly the level of our assets, including the bank’s loan portfolio. Our
ability to increase our assets depends in large part on the bank’s ability to attract additional deposits at
competitive rates. At June 30, 2006, the bank had a loan-to-deposit ratio of 81.1%. We intend to seek
additional deposits by offering deposit products that are competitive with those offered by other financial
institutions in our markets and by establishing personal relationships with our customers. We cannot
assure you that these efforts will be successful. An inability to attract additional deposits at competitive
rates could have a material adverse effect on our business, financial condition, results of operations and
cash flows.

As a result of our CDARSs program, we have high deposit concentration among some depositors.

Through the bank’s participation in the Certificate of Deposit Account Registry System (CDARS)
program, the bank is able to offer customers FDIC insured deposits up to $30 million. The CDARS
program, offered through the Promontory Interfinancial Network, allows banks to deposit customers’ large
deposits into other federally-insured financial institutions, in incremental amounts under $100,000, and
retain the benefit of FDIC insurance on all of the customers’ funds. In return for depositing customer funds
into the network, the bank receives equal deposits from other banks in the network. This program is
designed to attract new money into the bank from customers with FDIC insurance concerns.

As of June 30, 2006, there were 17 individual depositors participating in the CDARs program, with
total CDARs deposits of $18.9 million, of which 65% are corporate depositors, with the remaining 35%
being individuals. There are no public funds currently deposited in this account type. Due to these high
deposit concentrations, the bank is potentially vulnerable to significant deposit loss in the event that a
significant depositor chooses not to renew a certificate of deposit upon its maturity or otherwise maintain
deposits with the bank. A sudden loss of a significant amount of deposits could affect the bank’s liquidity.

We also pay higher interest rates for these larger certificates of deposit, which results in higher
interest expense and increased volatility in our liquidity position. As with most large depositors, these
depositors are highly rate sensitive, and our ability to retain these deposits will be impacted by our ability to
continue to pay a market rate for them. These deposits meet the FDIC definition of “brokered deposits,”
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however, the regulators have viewed them as core deposits because they are with local depositors who have
broader relationships with us than simply these deposits.

Our emphasis on community development may result in investments in projects to benefit the
community at the expense of shareholder returns.

Our primary objective is to generate profits for our shareholders; however, we make decisions from
time to time that are motivated by considerations other than maximizing profits for shareholders based on
the non-financial objectives of our mission statement. The company and the bank were organized for the
purpose of providing banking services to residents of an economically disadvantaged community, and to
support the redevelopment of that community. Accordingly, the evaluation of borrowers and decisions
regarding the extension of credit may be influenced by factors other than considerations of maximizing
profitability and may involve greater credit risk.

The Series A Preferred Shareholder can elect 25% of the board, or a minimum of two directors.

The genesis of the company was the settlement of a rate-payer lawsuit in 1991. As part of that
settlement, the bank and the company were formed and 16,300 shares of the company’s Series A Preferred
Stock were issued to the Northeast Portland Community Development Trust (the “Trust”). The Trust,
through its ownership of all of the shares of the company’s Series A Preferred Stock, is deemed to be an
affiliate of the company. As the holder of the Series A Preferred Stock, the Trust is entitled to elect 25% of
the directors, and in any event, not fewer than two directors. Directors elected by the Trust, in addition to
their fiduciary duties to the company and all shareholders, may be expected to attempt to influence the board
of directors in making decisions affecting the company and the bank based on considerations deemed by the
trustees to be important to the community. Such decisions may be different from or directly conflict with
other business considerations. See “SIGNIFICANT SHAREHOLDER.”
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TERMS OF THE OFFERING

General

We are offering up to 416,666 shares of Albina Community Bancorp Class A Common Stock at a
price of $12.00 per share. References to “common stock” in this document mean the Class A Common
Stock, unless the context indicates otherwise. See “DESCRIPTION OF CAPITAL STOCK.” The
offering is being conducted by subscription through D.A. Davidson & Co. (“Davidson”), a registered
broker-dealer and investment banking firm, acting as placement agent on a best efforts basis, as well as
by subscriptions directly through us. The offering will be conducted via subscription agreements, subject
to our sole discretion to accept or reject subscriptions.

The offering will commence as of the date of this Offering Circular and terminate 30 days later.
In our sole discretion, we may decide to terminate the offering earlier, or to extend it for up to two
additional periods of 30 days each.

Unless you are an existing shareholder of Albina Community Bancorp or an employee of Albina
Community Bancorp or Albina Community Bank, you must subscribe for a minimum of 2,000 shares
($24,000). Existing shareholders or employees of Albina Community Bancorp or Albina Community
Bank must subscribe for a minimum of 100 shares ($1,200).

The Offering Price

In determining the offering price of $12.00 per share, our board of directors, with advice from
Davidson, considered a number of factors, including the company’s historical earnings; the bank’s future
prospects; the book value per share of outstanding common stock following the offering; and the trading
prices of stock of other similarly situated financial institutions. The board also considered, but did not
give significant weight to, the prices at which our shares were traded in the recent, though sporadic,
transactions of which we are aware. The board of directors did not engage an independent advisor for
the purpose of valuing the common stock.

Offering Expenses and Commissions

Davidson will receive 7% of the gross proceeds of all shares sold by it and 3% of the gross ,
proceeds of all shares sold directly by us. If Davidson sells all but the 125,000 shares sold by us directly,
it will receive a commission of $290,000. Any shares that we do not sell within the first two weeks of
the offering may be sold by Davidson. The maximum commission that Davidson could receive if it sold
the full amount of the offering is $350,000.

We estimate expenses associated with the offering at $190,000 as follows: legal - $125,000;
accounting - $38,000; non-accountable expense allowance to Davidson - $20,000; state securities filing
fees - $4,000; printing and mailing - $3,000. The actual amount of expenses could exceed these
estimates.
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How to Subscribe

A subscription constitutes a continuing offer by the subscriber to purchase the indicated shares at
the offering price until the subscription is accepted or a notice of rej ection is given by the company.

If subscribing directly with Albina Community Bancorp:

If you are an existing shareholder, director, or employee of Albina Community Bancorp or
Albina Community Bank, you may subscribe for shares offered directly by Albina Community Bancorp.
To do so, complete and sign the enclosed Albina Community Bancorp Subscription Agreement and send
it with full payment for the shares subscribed to us in the enclosed envelope that is pre-addressed to us.

We will hold subscription funds, pending acceptance, in a segregated, non interest-bearing
account at Albina Community Bank. If a subscription is rejected for any reason, subscription funds will
be promptly returned to the subscriber, without charge or deduction. Subscription funds do not earn
interest.

If subscribing through D.A. Davidson & Co.:

If you are subscribing for shares offered by Davidson, complete and sign the enclosed Davidson
Subscription Agreement and send it in the enclosed pre-addressed envelope to Davidson. Davidson will
remit subscription funds by noon on the next business day following its receipt of such funds to Albina
Community Bancorp, which will hold such funds, pending acceptance, in a segregated, non interest-
bearing account at Albina Community Bank. If a subscription is rejected for any reason, subscription
funds will be promptly returned to the subscriber, without charge or deduction. Subscription funds do not
earn interest.

Company Discretion to Accept or Reject Subscriptions

Subscribers should be aware that we are entitled to exercise broad discretion in determining
whether to sell shares to them. The timing of receipt of a subscription will not necessarily have bearing
on whether the subscription is accepted. We may, in our absolute and sole discretion, reject the
subscription of any person, whether such person is currently a shareholder or not.

In exercising our discretion, we may consider, among other things:

e Whether or not the subscriber is an Albina Community Bank customer;

e Whether or not the subscriber is a resident of our primary market area;

e Whether or not the subscriber is a resident of the State of Oregon, and if not, whether the
subscriber’s state of residence imposes any restrictions on, or costs in connection with, the
sale of securities to its residents and whether, in our sole judgment, compliance with any

such restrictions or payment of any such costs is unduly burdensome;

e Whether the number of shares for which the subscriber subscribes will subject the subscriber
to regulation under the Change in Bank Control Act, which could delay finalization of the
sale;
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e  Whether the board determines in its sole judgment that the subscriber is purchasing shares
with an intent to acquire control of the company or to influence management or policies of
the company; and

e  Whether the number of shares for which the subscriber has subscribed meets the minimum
purchase requirement. The minimum purchase requirement of 2,000 shares for new or non-
employee investors has been established, among other reasons, to avoid the administrative,
printing and related costs associated with maintaining a shareholder base consisting of
sharcholders with small individual holdings. Additionally, we desire to maintain fewer than
300 shareholders of record, so that we do not become subject to the periodic reporting and
certain other requirements of the Securities Exchange Act of 1934. As of October 1, 2006
we had 277 shareholders of record. We anticipate that most, if not all, of the new
shareholders in this offering will hold their shares in street name and therefore will not be
counted as record shareholders.

Minimum Purchase Requirement for New Shareholders

We have established the minimum purchase requirement of 2,000 shares for new shareholders
for the reasons described above under “Company Discretion to Accept or Reject Subscriptions.” The
minimum purchase requirement for existing shareholders and employees of the company or the bank is
100 shares.

Offering Expiration Date

We must receive completed and executed subscriptions, together with full payment for the shares
subscribed, at our offices not later than 5:00 p.m. on the date 30 days after the date of this Offering
Circular (as printed at the bottom of the front cover of the Offering Circular), unless the offer is
terminated earlier or extended, for up to two additional periods of 30 days each, by us in our sole
discretion.

Delivery of Stock Certificate

As soon as practicable following acceptance of a subscription, we will issue a certificate
representing the number of shares that the subscriber has purchased.

Purchase Intentions of Directors and Executive Officers

Our directors and executive officers are eligible to participate in this offering on the same terms
being offered to all other existing shareholders and employees. As of October 1, 2006, our directors and
executive officers as a group beneficially owned 152,161 shares of common stock (29.3% of the
outstanding shares of common stock). Our directors and executive officers have indicated an interest in
purchasing, in the aggregate, approximately 34,168 shares. There is no obligation for them to purchase
these shares and no commitment by us to sell these shares to them. Assuming that they purchase this
number of shares, they will own in the aggregate 19.9% of the then-outstanding shares (assuming full
subscription of this offering and not including shares that such persons could purchase upon the exercise
of stock options). See “STOCK OWNERSHIP OF MANAGEMENT AND CERTAIN
STOCKHOLDERS.”
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PLAN OF DISTRIBUTION

Direct Sales by Albina. Our directors, existing shareholders, and employees of Albina
Community Bank may purchase shares sold directly by us, through our Chief Executive Officer, Robert
McKean, and Chief Financial Officer, James Schlotfeldt. Mr. McKean and Mr. Schlotfeldt are offering
these securities as associated persons of the issuer pursuant to Rule 3a4-1 under the Securities Exchange
Act of 1934 and are eligible to rely on this rule because (i) they are not subject to a statutory
disqualification as defined in section 3(a)(39) of the Act, (ii) they are not being additionally compensated
in connection with this offering, (iii) they are not, and within in the preceding 12 months have not, been
an associated person of a broker or dealer, (iv) they primarily perform substantial duties on our behalf
otherwise than in connection with this offering, and (v) they do not participate in selling an offering of
securities for any issuer more frequently than is permitted under Rule 3a4-1(a)(4)(ii)(C).

Placement Agent Agreement. We have entered into a Placement Agent Agreement with
Davidson with respect to the shares to be offered and sold in the offering. Davidson will offer and sell
shares to its customers and the general public on a “best efforts” basis. Davidson has the right to sell all
but 125,000 shares which we may sell to directors, employees, and existing shareholders. To the extent
we are unable to sell shares directly within the first two weeks of the offering period, Davidson may sell
the remaining shares.

Davidson’s Fees. Davidson will receive a commission of 7% of the gross proceeds of all sales
made by or through it and a 3% commission of the gross proceeds of sales made by or through us. We
will also pay Davidson a nonaccountable expense allowance of up to $20,000. The nonaccountable
expense allowance will be reduced proportionally to the extent less than all of the shares offered are
sold. Davidson has not received a retainer. The Placement Agent Agreement also gives Davidson the
right to act as our selling agent if we offer or participate in an offering of trust preferred securities within
one year of the date of the Placement Agent Agreement. In the event of such an offering, we would pay
Davidson a commission of not more than 1% of the proceeds of such offering.

Lock Up Agreement. The Placement Agent Agreement requires us to obtain Davidson’s
permission before selling any other securities of the company (except for issuing stock or options
pursuant to our stock incentive plan or employee stock purchase plan) within 180 days after the date of
the Placement Agent Agreement.

Indemnification. We and Davidson have agreed to indemnify each other against liabilities
related to material misstatements or omissions in this Offering Circular that result from information that
we are each, respectively, providing for inclusion in this Offering Circular.

Relationship between the Company and Davidson. James R. Bradshaw, a director of the bank
since 1996 and of Albina Community Bancorp since 2003, currently serves on the board of directors of
Davidson, a wholly-owned subsidiary of Davidson Companies. Mr. Bradshaw currently owns 15,448
shares of our common stock. See “DIRECTORS AND EXECUTIVE OFFICERS” for additional
information concerning Mr. Bradshaw, including the fees he has received from serving on our board and
“STOCK OWNERSHIP OF MANAGEMENT AND CERTAIN STOCKHOLDERS?” for information
regarding his ownership of shares of company stock.

Mr. Bradshaw joined Davidson in 2000 as a Senior Research Analyst covering banks and similar
lending institutions. Mr. Bradshaw does not publish research reports on Albina Community Bancorp and
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is not expected to in the future. Mr. Bradshaw is not an executive officer of Davidson. Mr. Bradshaw is
not an executive officer or director of Davidson Companies, Davidson’s parent company.

Mr. Bradshaw recused himself from participating in our board’s decision to engage Davidson
and determination of the terms and conditions of the offering. Davidson has advised us that Mr.
Bradshaw did not participate in Davidson’s decision to accept this engagement. Mr. Bradshaw will not
receive any part of the commission or other compensation paid to Davidson in connection with this
offering. Mr. Bradshaw’s purchases of shares in this offering, if any, will be on the same terms and
® conditions of all other purchasers. See “TERMS OF THE OFFERING - Purchase Intentions of Directors
and Executive Officers.”

Davidson has received fees totaling $90,000 from us for acting as placement agent for our
issuances of trust preferred securities in March 2003 and May 2004.
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DILUTION

® Our net tangible book value at June 30, 2006 was $4.8 million, or $7.85 per share. Net tangible
book value per share is determined by dividing the shareholders’ equity available to common
shareholders (excluding goodwill, other intangible assets, and outstanding Preferred Stock) by the
number of shares of Class A and Class B Common Stock outstanding.

PY Without taking into account any changes in such net book value after June 30, 2006, other than
to give effect to the sale of 416,666 shares offered by us in this offering (assuming Davidson sells
291,666 of those shares) and receipt of the net proceeds (after deducting estimated offering expenses of
$190,000 payable by us), the pro forma net tangible book value of the outstanding common shares at
June 30, 2006 would be $9.3 million or $9.07 per share. This represents an immediate increase in net
book value to present Class A and Class B Common Stock shareholders of $1.22 per share and an
o immediate dilution to new investors of $2.93 per share. There is no dilutive effect on holders of
Preferred Stock. Assuming sale of 25% or more of the shares, based on increments disclosed in the below
tables, existing shareholders will not experience net book value dilution of their shares as a result of the
offering. Existing shareholders will experience a dilution in their respective ownership percentages of
the company to the extent that such persons do not purchase shares in the offering, and to the extent of
the sale of the company’s shares to new shareholders.

o
The following tables illustrate the dilution on a per-share basis, at an offering price of $12.00 per
share, assuming that 100%, 75%, 50%, 25%, and 10% of the offering is subscribed, assuming Davidson
sells 70% of the shares sold and the company sells 30% of the shares sold:
o Assumed Percentage of Maximum Offering Sold
100% 75% 50% 25% 10%
Number of Class A Common
Shares assumed to be sold 416,666 312,500 208,333 104,166 41,666
Gross proceeds $4,999,992 $3,750,000 $2,499,996 $1,249,992 $499,992
Expenses and commissions $480.000 $402.500 $325.000 $247.500 $201.000
® Net proceeds from the stock
offering $4,519,992 $3,347,500 $2,174,996 $1,002,492 $298,992
Net tangible book value at June 30,
2006 $4,761,565 $4,761,565 $4,761,565 $4,761,565 $4,761,565
Pro forma net tangible book value
after offering $9,281,557 $8,109,065 $6,936,561 $5,764,057 $5,060,557
®
- Class A Common Shares 519,841 519,841 519,841 519,841 519,841
Class B Common Shares 86,966 86,966 86,966 86.966 86,966
Number of shares outstanding at
June 30, 2006 606,807 606,807 606,807 606,807 606,807
Pro forma number of shares
Py outstanding after offering 1,023,473 919,307 815,140 710,973 648,473
Offering price per share $12.00 $12.00 $12.00 $12.00 $12.00
Net tangible book value per share
prior to offering $7.85 $7.85 $7.85 $7.85 $7.85
Increase (decrease) in net tangible
book value per share attributable
® to new investors $1.22 $0.97 $0.66 $0.26 (30.05)
Pro forma net tangible book value
per share after offering $9.07 $8.82 $8.51 $8.11 $7.80
Dilution per share to new investors $2.93 $3.18 $3.49 $3.89 $4.20
® 14
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® The following tables illustrate the dilution on a per-share basis, at an offering price of $12.00 per
share, assuming that 100%, 75%, 50%, 25%, and 10% of the offering is subscribed, assuming Davidson
sells 100% of the shares sold:

Assumed Percentage of Maximum Offering Sold

o 100% 75% 50% 25% 10%
Number of Class A Common
Shares assumed to be sold 416,666 312,500 208,333 104,166 41,666
Gross proceeds $4,999,992 $3,749,994 $2,499,996 $1,249,986 $499,987
Expenses and commissions $539.999 $452.500 $365.000 $277.499 $224.999
Net proceeds from the stock
offering $4,459,993 $3,297,494
e
Net tangible book value at June 30,
2006 $4,749,566 $4,749,566 $4,749,566 $4,749,566 $4,749,566
Pro forma net tangible book value
after offering $9,200,559 $8,047,060 $6,884,562 $5,722,053 $5,024,554
® Class A Common Shares 519,841 519,841 519,841 519,841 519,841
Class B Common Shares 86.966 86.966 86,966 86,966 86.966
Number of shares outstanding at
June 30, 2006 606,807 606,807 606,807 606,807 606,807
Pro forma number of shares
outstanding after offering 1,023,473 919,307 815,140 710,973 648,473
° Offering price per share $12.00 $12.00 $12.00 $12.00 $12.00

Net tangible book value per share

prior to offering $7.83 $7.83 $7.83 $7.83 $7.83
Increase (decrease) in net tangible

book value per share attributable

to new investors $1.17 $0.92 $0.62 $0.22 ($0.08)

) Pro forma net tangible book value
per share after offering $9.00 $8.75 $8.45 $8.05 $7.75
Dilution per share to new investors $3.00 $3.25 $3.55 $3.95 $4.25

The following table demonstrates dilution to new common shareholders assuming the 89,609
outstanding options were exercised at June 30, 2006 and assuming Davidson sells 70% of the shares sold
® and the company sells 30% of the shares sold:

Assumed Percentage of Maximum Offering Sold

100% 75% 50% 25% 10%
Proforma net tangible book value per share prior to
) offering $8.02 $8.02 $8.02 $8.02 $8.02
Proforma net tangible book value per share after
offering $9.08 $8.85 $8.58 $8.23 $7.97
Amount of increase in net tangible book value per
share after offering $1.06 $0.83 $0.56 $0.21 (0.05)
Dilution per share to new investors $2.92 $3.15 $3.42 $3.77 $4.03
o
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The following table demonstrates dilution to new common shareholders assuming the 89,609
outstanding options were exercised at June 30, 2006 and assuming Davidson sells 100% of the shares
sold:

Assumed Percentage of Maximum Offering Sold

100% 75% 50% 25% 10%

Proforma net tangible book value per share prior to

offering $6.82 $6.82 $6.82 $6.82 $6.82
Proforma net tangible book value per share after

offering $8.27 $7.98 $7.61 $7.15 $6.81
Amount of increase in net tangible book value per

share after offering $1.45 $1.16 $0.79 $0.33 (0.01)
Dilution per share to new investors $3.73 $4.02 $4.39 $4.85 $5.19

Prices paid by Insiders in prior three years

The following table shows purchases of the company’s common stock by or for the direct or
indirect benefit of executive officers and directors in private transactions or on the OTC Bulletin Board
since October 1, 2003 (adjusted for all subsequent stock dividends):

Adjusted Adjusted

Date Name Position Number of Shares Price Per Share
11/21/03 James Bradshaw Director 1,650 $4.68
11/21/03 Bernie Foster Director 2,722 $7.00
11/21/03 Jeana Woolley Director 82 $7.00
11/21/03 Graham Bryce Director 4,125 $7.00
1/2/04 Robert McKean CEO 4,620 $7.00
1/2/04 Michael Henderson Chairman 4,620 $7.00
3/12/04 Robert McKean CEO 1,650 $7.00
3/12/04 Robert McKean CEO 21 $7.00
7/14/04 Robert McKean CEO 144 $7.70
11/03/04 James Bradshaw Director 10,350 $8.71
11/16/04 Robert McKean CEO 43 $8.38
1/13/06 Robert McKean CEO 3,000 $12.90

The weighted average price per share paid by insiders in transaction in the last three years was
$7.96.

The company has also sold shares to employees pursuant to its Employee Stock Purchase Plan
(the “ESPP”). The purchase price under the ESPP is defined as the lesser amount of 85% of the market
price of the company’s stock at the beginning or end of the calendar quarter. Due to the low volume of
trades in the stock, the board of directors had set the purchase price based on 85% of the book value at
quarter- end rounded to the nearest $0.25. For purposes of sales on and subsequent to March 31, 2006,
the board has adopted a new policy of setting the purchase price at 100% of the average value at which
the stock has traded over the preceding twelve months.
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® The following table reflects the sale of shares pursuant to the ESPP since September 1, 2003
(adjusted for all subsequent stock dividends). Share transactions are actually completed during the fiscal
quarter following the date indicated. The sale based on the quarter ended September 30, 2006 has not
been completed as of the date of this Offering Circular.

Adjusted Number  Adjusted Price Per

o Date of Shares Share
9/30/03 95 $5.31

12/31/03 262 $5.83

3/31/04 262 $5.83

6/30/04 138 $5.70

9/30/04 171 $5.70

o 12/31/04 346 $5.70
3/31/05 211 $5.55

6/30/05 186 $5.70

9/30/05 750 $5.98

12/31/05 130 $6.26

3/31/06 175 $10.89

o 6/30/06 144 $12.84

The weighted average price paid for shares was $6.44.

Pursuant to our 2001 Stock Option Plan and 2005 Stock Incentive Plan, directors and officers

have been granted options to purchase our common stock, with the exercise price based on the most

o recent trade price prior to the date of issuance. The exercise prices at which options have been granted
over the past three years (adjusted for all subsequent stock dividends) have ranged from $6.82 to $14.67
per share. As of October 1, 2006, there are options outstanding to purchase 89,609 shares of common
stock outstanding with a weighted average exercise price of $6.38 per share. Options to purchase all but
771 of these shares are held by executive officers and directors. See “STOCK OWNERSHIP OF
MANAGEMENT AND CERTAIN STOCKHOLDERS -- Stock Options” for a list of options held by

® each director and executive officer.

o 17

Sequential Page 30




USE OF PROCEEDS

The net proceeds from the sale of shares offered by Albina Community Bancorp (assuming that
(i) all 416,666 shares offered by means of this Offering Circular are sold, and (ii) all but 125,000 shares
are sold by Davidson) are estimated to be $4,519,992 after deducting estimated commissions of $290,000
and expenses of the offering of approximately $190,000. As this offering is not conditioned on the sale
of a minimum number of shares, the net proceeds to the company will be less if the maximum number of
shares is not subscribed in this offering. As a consequence, there can be no assurance that the maximum
gross proceeds of approximately $4,999,992 million, or any other amount, will be attained. See the table
under “DILUTION” for information on the anticipated gross and net proceeds from the offering
assumning that 100%, 75%, 50%, 25%, and 10% of the offering is sold.

Of the net proceeds from this offering, $300,000 will be retained at the holding company level to
cover payments on trust preferred securities over a nine month period. See “MANAGEMENT’S
DISCUSSION & ANALYSIS — Capital.” The remainder of the net proceeds will be contributed as
capital to the bank. The bank will use the cash proceeds to fund customer loans, and during any period in
which funds are not deployed for loans, will be invested in Fed Funds Sold or investment securities, in
accordance with the bank’s investment policy. See “MANAGEMENT’S DISCUSSION & ANALYSIS -
Investment Policy.”

Assumed Percentage of Maximum Offering Sold

100% 75% 50% 25% 10%
Retained at Holding Company
Trust Preferred Servicing $300,000 $300,000 $300,000 $300,000 $300,000
Contributed to Bank’s Capital $4,219,992 $3,047,500 $1,874,996 $702,492 $0
Total $4,519,992 $3,347,500 $2,174,996 $1,002,492 $300,000

The significance of the capital infusion into the bank, beyond the actual dollar amount of the
proceeds contributed to the bank, is two-fold. In accordance with regulatory guidelines, the additional
capital will increase the bank’s legal lending limits to single borrowers and support further asset growth
by expanding the bank’s ability to leverage funds.

In general, the bank is permitted by law to make loans to a single borrower in aggregate amounts
of up to 15% of its capital. Under consolidated borrower rules, certain entities and individuals may be
considered a single borrower for purposes of the limit. The basic lending limit as of June 30, 2006 was
approximately $1.77 million; assuming the maximum amount of the offering is sold and approximately
$4.2 million is contributed to the bank, the basic lending limit would increase to approximately $2.4
million. See “BUSINESS — Lending Activities.”

The bank is also permitted under bank regulatory capital guidelines to leverage its capital up to
12.5 to 1; therefore, an increase in capital will permit the bank to increase its deposit base and thereby
increase its liquidity. For example, if the maximum number of shares is sold in the offering and
approximately $4.2 million is contributed to the bank and if the bank is able to fully leverage the new
capital, the bank could increase its total assets by over $50 million. See “SUPERVISION AND
REGULATION - Capital Adequacy.” There is no guarantee that company will contribute this amount to
the bank’s capital or that the bank could fully leverage the capital. The example represents only the
statutory maximum increase in assets. The actual growth in the bank’s assets could be substantially less
than this amount.
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MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Although shares of our common stock are quoted on the OTC Bulletin Board under the symbol
“ACBC,” trading in our stock is infrequent and sporadic. We do not anticipate that an active market will
develop in the foreseeable future.

The price information listed below is based on trade information as reported on Bloomberg
(adjusted for all subsequent stock dividends). The quotations reflect inter-dealer prices without retail
mark-up, mark-down or commission and may not reflect actual transactions in the stock. Because the bid
information reflects closing high and low bid prices, the range does not reflect all bids during the period.
In view of the sporadic trading of our shares, no assurance can be given that such prices are
representative of the actual market value of the shares.

Summary of OTC Bulletin Board Stock Transactions
(as reported by Bloomberg)

Period No. of Shares Traded Trading Price Range Closing Bid Range

2004

First Quarter 13,217 $6.21 - $7.58 $6.15 - $7.27

Second Quarter 2,475 $6.97 - $7.58 $6.97 - $7.09

Third Quarter 708 $8.33 - $8.33 $7.77-%$7.83

Fourth Quarter 2,315 $8.33-$9.33 $7.83-$9.17
2005

First Quarter 7,089 $8.50 - $9.83 $8.50 - $9.83

Second Quarter 21,252 $9.37 - $10.00 $9.37 - $9.83

Third Quarter 2,016 $10.00 - $10.73 $9.37-$10.73

Fourth Quarter 1,577 $12.00 - $13.33 $10.73 - $13.33
2006

First Quarter 6,917 $11.47 - $14.67 $11.43 -$14.67

Second Quarter 100 $17.50 - $17.50 $13.57-%17.50

Third Quarter 4,248 $17.50 - $29.00 $17.50 - $22.00

Fourth Quarter as of October 17, 2006 715 $21.00-$21.00 $21.00 - $21.00

Based on trades on the OTC Bulletin Board as reported by Bloomberg, the most recent trade in
the shares was on October 4, 2006, involving 715 shares at $21.00 per share.

Shares Outstanding and Number of Equity Holders

As of October 1, 2006, there were 519,985 shares of Class A Common Stock outstanding and
options to purchase 89,609 shares of Class A Common Stock outstanding. As of October 1, 2006, there
were 277 holders of record of Class A Common Stock.

As of October 1, 2006, there were 86,966 shares of Class B Nonvoting Common Stock
outstanding held by two shareholders of record; 16,300 shares of Series A Voting Preferred Stock
outstanding held by one shareholder of record; and 8,518 shares of Series B Nonvoting Preferred Stock
held by four shareholders of record. Series A Preferred Stock has the right to elect 25% of the Board of
Directors. Both series of outstanding preferred stock are entitled to a liquidation preference, with a
maximum liquidation value of $100 per share. See “DESCRIPTION OF CAPITAL STOCK.”

19

Sequential Page 32




Reports to Shareholders

We deliver to each shareholder of record an annual report that includes audited consolidated
financial statements for the year then ended and other periods described in such financial statements. We
are not subject to the reporting requirements of the Securities Exchange Act of 1934; therefore, we do not
file periodic reports, proxy statements or other information with the Securities and Exchange
Commission. The bank files quarterly Reports of Condition and Income, known as Call Reports, with the
FDIC that can be accessed on-line at www.fdic.gov.

Cash Dividends

We have never paid a cash dividend, and we do not anticipate paying a cash dividend in the
foreseeable future. We expect to retain all earnings to provide capital for operations and expansion.
Dividends, when and if paid, will be subject to determination and declaration by the board of directors,
which will take into account our financial condition, results of operations, tax considerations, industry
standards, economic conditions and other factors. Our ability to pay dividends in the future will depend
primarily upon the bank’s earnings and its ability to pay dividends to us. Albina Community Bank’s
ability to pay dividends is also governed by various statutes. See “SUPERVISION AND REGULATION
— Federal and State Bank Regulation — Dividends.”

Periodically we have issued stock dividends. As of a record date of December 31, 2001, we
issued a 10% stock dividend; as of May 14, 2004 we issued a 10% stock dividend; and as of May 5,
2006, we issued a 50% stock dividend.
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SELECTED FINANCIAL INFORMATION

The following table presents consolidated financial information regarding Albina Community
Bancorp as of and for the years ended December 31, 2005, 2004, and 2003 and the six month periods
® ended June 30, 2006 and 2005. This summary is qualified in its entirety by the detailed financial
information and consolidated financial statements appearing elsewhere in this Offering Circular. In the
opinion of management, all adjustments necessary for a fair presentation of the company’s financial
condition and results of operations for the periods presented have been included.

(In thousands, except per

o share data) Six months ended June 30, Years ended December 31,
2006 2005 2005 2004 2003
(unaudited) (unaudited)
INCOME STATEMENT
Interest income $4,032 $3,198 $7,123 $6,386 $6,011
Interest expense 1,680 1,062 2,502 1,719 1,736
Py Net interest income 2,352 2,136 4,621 4,667 4,275
Provision for loan losses 15 56 283 450 675
Noninterest income 660 678 1,867 1,174 1,243
Noninterest expense 2,869 2,566 5,283 5,344 3,966
Income before income
taxes 128 192 922 47 877
® Income tax provision
(benefit) 23 45 250 (26) 307
Net income $105 $147 $672 $73 $570
Earnings per share
- Basic $0.18 $0.25 $1.15 $0.13 $1.06
- Diluted $0.16 $0.24 $1.09 $0.12 $1.02
® At June 30, At December 31,
2006 2005 2005 2004 2003
(unaudited) (unaudited)
BALANCE SHEET
Cash and balances due
from banks $2,339 $2,072 $1,797 $1,058 $1,631
® Interest-bearing deposits
with other banks 904 727 446 34 587
Federal Funds sold 2,092 10 2,176 100 3,305
Time deposits with other
banks 1,498 1,498 1,498 2,748 1,898
Investment securities 20,203 12,611 19,487 14,793 12,880
Net loans 86,950 90,588 87,272 79,371 75,767
o Bank-owned life insurance 2,831 2,714 2,772 2,656 2,294
Other assets 7,907 7,149 6,725 6,944 5,248
Total assets $124,724 $110,790 $122,173 $107,984 $103,610
Total deposits $107,270 $90,588 $104,496 $90,082 $88,966
Federal Funds purchased - - - 1,000 -
FHLB borrowings 3,566 6,804 3,685 3,923 3,658
o Junior subordinated
debenture 6,186 6,186 6,186 6,186 4,000
Other liabilities 459 571 693 326 538
Total liabilities 117,481 104,149 115,060 101,517 97,162
Shareholders’ equity 7,243 6,641 7,113 6,467 6,448
Total liabilities and
® shareholders’ equity $124,724 $110,790 $122,173 $107,984 $103,610
Book value per total Class
A & Class B common
shares outstanding $7.85 $6.67 $7.89 $6.87 $7.82
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CAUTIONARY NOTE: FORWARD-LOOKING INFORMATION

The following discussion, as well as the Management’s Discussion and Analysis of Financial
Condition and Result of Operation section, include forward-looking statements that implicitly and
explicitly include information concerning our plans, expectations, possible or assumed future results of
operations, trends, financial results and business plans. Forward-looking statements involve inherent
risks and uncertainties that are subject to change based on various important factors, many of which are
beyond our control. Such factors include, but are not limited to, those discussed in the “Risk Factors”
section starting on page 3 of this Offering Circular. We caution you that a number of important factors
could cause actual results to differ materially from those contained in any forward-looking statement.
You should not place undue reliance on our forward-looking information and statements.

BUSINESS
Overview
Albina Community Bancorp

Albina Community Bancorp was incorporated in 1993 by a group of community and corporate
citizens to be a holding company for a local commercial bank whose mission would be to provide banking
services and promote community development in North and Northeast Portland, Oregon, to benefit the low-
and moderate-income residents and to support and finance private-sector redevelopment projects in the area.
Our subsidiary bank, Albina Community Bank, an Oregon state-chartered bank with FDIC insured deposits,
commenced operation in December 1995. Since 2004, we have developed the bank’s physical and human
resource infrastructure and expanded our marketing focus to better position the company to generate profits
for its shareholders and to act as a community leader for development throughout the Portland area.

Our mission statement is to “create hope and financial opportunity for the economically
underserved by building lasting banking relationships with those who care most about our community.”
This mission is uniquely aligned with the large “socially-progressive” demographic group in the Portland
market and differentiates us from our competitors. We pursue this mission with a multi-pronged approach:
(a) commercial redevelopment financing as a way to stabilize the retail, office and business sectors within
various neighborhoods; (b) small business financing to create wealth and jobs within targeted
neighborhoods; (c) affordable housing (construction, acquisition, development and permanent) financing to
offset the negative effects of gentrification; (d) traditional consumer and business banking services at a low
cost to encourage access to these products and services; and (e) marketing to socially progressive
individuals, institutions and companies within the greater metropolitan area that are interested in supporting
our mission of community development.

From 1997 to 1999, the bank struggled to balance the bank’s mission with its profit objectives.
From 2003 to 2004, as a result of weaknesses in credit management and underwriting, the bank’s non-
performing loans to total loans, rose as high as 4.32% in 2003. To re-vitalize its performance, over the past
three years, the bank has rebuilt its management and lending teams, including hiring a Chief Financial
Officer, Chief Operating Officer, Chief Lending Officer, and Chief Credit Officer. Each of our current
executive officers has significant experience having served as an executive officer at other financial
institutions. See “DIRECTORS AND EXECUTIVE OFFICERS.” The bank also rebuilt its entire loan
origination, credit administration, and loan servicing teams. During this period of rebuilding, the bank
slowed loan growth to stabilize the credit underwriting and review processes. As a result of these efforts,
non-performing loans accounted for only 0.11% of total loans as of June 30, 2006.
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We have also invested in building our physical infrastructure in anticipation of future growth. Over
the past two years we have added three branches, bringing our total number of branches to five, and
installed our first remote ATM. Among the new branches is our Social Impact Banking branch in
Portland’s Pearl District, through which we are able to generate deposits from one of Portland’s more
affluent communities. We have also upgraded our core data processing, phone, ATM, and underwriting
software systems. We have undertaken this investment in infrastructure to position the bank for growth and
expansion.

In late 2003, we hired a marketing agency to assist us to develop and implement a detailed
marketing plan and expand our marketing focus to the entire Portland area. Starting in 2004, we
implemented many new products, rebranded existing products and repriced products to better compete.

Albina Community Bank

Albina Community Bank is one of only 53 commercial banks in the United States that has been
certified by the U.S. Department of Treasury as a Community Development Financial Institution. Asa
Community Development Financial Institution, the bank is eligible to receive approximately three times
the level of Bank Enterprise Awards as compared to a traditional bank. The bank is also eligible for
Financial and Technical Assistance Awards from the CDFI Fund. The bank has received more than $3.5
million in Bank Enterprise Awards since 2000 and was granted an $84,000 Technical Assistance Award
paid in 2003 and 2004. These grants fund a greater reserve for loan losses and offset the greater costs to
source, underwrite, and service the smaller loan transactions needed by underserved markets. These
funds enable us to serve underserved markets without compromising our profit strategy. The CDFI
certification also enables us to attract deposits on a national scale from other financial institutions and
from socially progressive organizations seeking to support our mission of community development. To
maintain our certification, we must make at least 60% of our loans within designated census tracts. The
census tracts must have a median household income of 80% or less of the Portland metropolitan area’s
median household income and have a poverty rate of 20% or greater. We must have representation on
our board or advisory board from within those designated communities. The Portland metropolitan
statistical area median household income for a family of four in 2005 was $66,900. There are a total of
80 qualifying census tracts, as identified by the CDFI, in which we make loans. All of these census tracts
are located within the market areas in the near vicinity of branches, the demographic information for
which is provided on page 27 and 28.

The bank is focused on business lending, including commercial real estate (acquisition,
development, construction and permanent financing), equipment, inventory and working capital financing,
including loans guaranteed by the federal Small Business Administration. With the support of a grant from
the Oregon Economic and Community Development Department, the bank has created a $750,000 Micro-
enterprise Loan Fund to assist minority, women-owned and emerging small businesses in the Portland area.

Since 1998, the bank’s involvement with home mortgage lending has been limited to originating
and brokering mortgages to other lenders. The bank has opted to engage in real estate secured lending for
commercial and construction loans, rather than residential mortgages, because of the higher rate of return.
Also, with variable rate commercial and construction loans, as compared to fixed rate residential mortgages,
there is a decreased risk to net interest income of interest rate changes.

In addition, the bank offers a complete range of consumer lending products, including our
Scholastic Plastic Visa credit card, which channels 1% of all purchases made on the credit card to north
Portland high schools or, at the cardholder’s choice, to the Portland Schools Foundation.
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The bank’s primary deposit base encompasses customers from the neighborhoods and businesses
we serve, but also includes large time deposits by governmental entities, corporations, socially responsible
local citizens, and program-related investments by foundations. To expand our deposit base, in June 2004
the bank opened two branch offices, including the Social Impact Banking branch in the Pear] District of
Portland, a once-industrial area that has undergone significant redevelopment and is now an upscale, urban,
residential and commercial district, and one branch in the Beaumont neighborhood of Northeast Portland.
These two offices had approximately $38 million in deposits as of June 30, 2006. Additionally, on May 1,
2006 we opened our fifth office in the Rose City Park/Hollywood neighborhood of Northeast Portland.

The bank provides surcharge-free access to a national ATM network through an arrangement with a
Key Bank. The bank pays for this service on a per transaction basis. This arrangement enables our
commercial clients to make deposits at any branch of that bank. Those deposits are then swept to their
accounts at Albina Community Bank, effectively extending our branch network to thousands of locations.
In addition, we offer courier and armored car services, as needed.

As participants in the Certificate of Deposit Account Registry System (CDARS), we are able to
extend up to $30 million of FDIC insurance to purchasers of certain certificates of deposit. We offer a full
menu of sophisticated, online, cash management products to our commercial clients, as well as typical
online banking and bill-pay products for our consumer customers.

See “BUSINESS- Products and Services” for a more detailed discussion of our principal products
and services.

Non-Operational Subsidiaries

In addition to the bank, our other subsidiaries include Albina Community Statutory Trust I and
Albina Community Statutory Trust II, both Connecticut statutory business trusts, and Albina
Development Company, LLC. The statutory business trusts exist solely for the purpose of issuing
guaranteed, undivided Junior Subordinated Deferrable Interest Debentures, referred to as trust preferred
securities. The first trust was formed in March 2003 and issued $4 million in trust securities. The second
trust was formed in May 2004 and issued $2 million in trust preferred securities. We used the proceeds
from these issuances to redeem outstanding Series C Preferred stock and subordinated debentures and to
fund continued growth.

Albina Development Company, LLC was formed to manage a potential equity investment fund,
Albina Equity Fund I, LLC, through which other financial institutions could make investments that
would qualify toward the institution’s investment requirements under the Community Reinvestment Act.
These investments also would benefit from the federal New Markets Tax Credits, which is a program in
which investors receive a 39% tax credit, taken over seven years, for their investments in community
development projects in low and moderate income communities. The U.S. Treasury Department
allocates a limited amount of New Markets Tax Credits each year. This subsidiary is not currently
operational due to the failure to receive an allocation of New Market Tax Credits from the U.S.
Department of Treasury for 2006. Management will be evaluating whether to apply for tax credits to be
allocated in 2007, the last year of the program. In the event the subsidiary becomes operational, it will
identify New Market Tax Credits qualifying investments in Oregon, Washington and Idaho, recommend
those investments to the equity investment fund’s investors, and manage the investments.

24

Sequential Page 37




Employees

At June 30, 2006, the company had a total of 51 employees, of which 48 are full time. There are
no separate employees of Albina Community Bancorp. We believe our relationship with our employees
is good.

Properties

MLK Branch and Administrative Office

The bank conducts its business through its main office and four branch offices, each located in
Portland, Oregon. The main bank office and administrative office is at 2002 NE Martin Luther King, Jr.
Blvd., in space leased from an unaffiliated party. Approximately 8,900 square feet of the building was
leased pursuant to a lease which expired May 31, 2006 and was subject to an option to renew for two
successive five-year terms. We have renewed the lease for an additional five-year period with respect to
the 4,459 square foot space used for the bank’s main office. We have renewed the lease for the
remaining 4,390 square feet used for administrative offices through December 31, 2007, with an option
to extend month to month through December 31, 2008. The monthly rate for the bank space is $4,830
and for the administrative space is $4,756. The facility provides ample parking, a night depository, and
an ATM. This branch facility is supplemented by a parking lot and 2,500 square foot storage building
across the street which we own.

With the December 2007 expiration of the lease on our administrative offices, we have the
opportunity to relocate these offices to increase the visibility of the bank, attract new customers, and
enhance our ability to recruit employees. We are currently exploring various relocation opportunities,
but currently there are no definitive plans for the relocation.

St. Johns Branch

The bank has a branch office in the St. Johns area at 8040 N. Lombard St. in a building that it
owns. The office encompasses 2,500 square feet. The branch has a drive-up teller window, an ATM, and
a night depository. The bank also owns property adjacent to the branch premises, which provides
employee parking and a storage facility.

Social Impact Banking Branch — Pearl District

The bank has a branch office, referred to by the bank as its “Social Impact Banking Branch,” in
the Pearl District at 430 NW 10th Avenue, which is owned by the company and leased to the bank. The
office encompasses 10,000 square feet, of which 2,262 square feet is leased to an unaffiliated third party,
for a three-year term expiring March 1, 2007, subject to two options for three additional years each. The
lessee pays a base lease rate of $5,716 per month. This branch has an ATM and a night depository.

Beaumont Branch

The bank has a branch in the Beaumont neighborhood of North Portland at 4020 B NE Fremont
Street. The office encompasses 696 square feet, and is leased from an unaffiliated party at a monthly rate
of $1,160. The lease expires on January 15, 2009, and can be renewed for two additional five-year terms.
This branch has an ATM and a night depository.
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Rose City Branch

In May 2006, the bank opened a new branch in the Rose City section of Northeast Portland at
5636 NE Sandy Blvd in a building that it owns. The office encompasses approximately 1,780 square
feet. This branch has a drive-up island, a drive-up ATM, and a night depository.

New Columbia Project

In June 2006, the bank installed its first remote ATM at the New Columbia Project at 4610 N.
Trenton in North Portland. This ATM, installed as part of an agreement with Housing Authority of
Portland, dispenses cash and accepts deposits (from Albina Bank customers only), and will serve the
residents of New Columbia as well as those in neighborhoods from the surrounding area. The term of the
lease is ten years, with two five-year renewal options. The bank plans to work with New Columbia to
explore offering additional banking services in that area, as well as financial literacy training to
individuals living within New Columbia and in surrounding areas.

Market Area

Our target market encompasses the entire Portland area. With a population of over 540,000,
Portland is the commercial and professional services hub for Oregon and Southwest Washington. The
Portland metropolitan area is currently experiencing vibrant economic growth. The unemployment rate
within Portland in June 2006 was 5.0%, down significantly from 9.0% in 2003 and lower than Oregon’s
rate of 5.4% in June 2006. According to the Oregon Employment Department, more than 25,000 jobs
were added in the twelve months ended May 2006. Construction was the fastest growing employment
sector adding 4,500 jobs, an 8.0% increase. The growth in the construction job market can be primarily
attributed to a robust housing market. The average sale price for Portland homes was $305,700 in June
2006, an increase of more than 17.0% from the previous year. Over the last five years, home values have
appreciated approximately 32% in the Portland metro area. A tightening labor market has produced
increases in personal income. The Oregon Employment Department reported in their July 2006 analysis
that per capita personal income increased 4.8% to $33,875 in 2004. The strengthening labor market
coupled with the healthy housing sector make Portland an attractive area to conduct our business
operations. '

Our branches are currently concentrated in North/Northeast Portland, with the exception of the
Social Impact Banking Branch, located in the Pearl District. We do not have current definitive plans for
the location of additional branches. We are expanding our services throughout the Portland area through
placement of remote ATM’s, the expansion of surcharge-free ATM access, and providing access to a
large branch network for commercial depositors through agreements with other large financial
institutions. We also offer courier and armored car services for our commercial depositors.

Novrth/Northeast Portland

When the bank first opened, our primary market area was delineated as the area in the City of
Portland’s “Albina Community Plan,” which encompasses 19 square miles and 15 neighborhoods in North
and Northeast Portland. This market of North and Northeast Portland has historically been a port of entry
for newcomers to the Portland area, particularly for minorities. The area’s population is diverse and
compared to the entire Portland area is disproportionately represented by African-Americans, Native-
Americans, Hispanics, and Asian immigrants, with a substantial percentage of Portland’s African-American
population living in the area. The area experienced significant population decline during much of the
1980°s and 1990’s, resulting in the loss of business from local commercial shopping centers. The loss of
population and commercial vitality in the area undermined neighborhood stability, contributing to job
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losses, rise in crime rates, and loss in property values. Consequently, conventional financial institutions
became reluctant to invest or make loans in the area.

The area has seen strong increases in property values resulting from interest of investors and
developers. The average selling price for homes in the area as of June 2006 has risen to $319,500, greater
than the average price for the metropolitan area as a whole. Gentrification has raised the cost of living for
current residents, reducing the availability of affordable housing in North and Northeast Portland. A limited
supply of infill lots are available, resulting in a robust residential redevelopment market. By encouraging
investment among existing residents in rehabilitation projects or other entrepreneurial ventures, existing
residents have begun to realize the economic benefits of the community redevelopment taking place.

We believe that, despite the challenges facing this target market, there are significant opportunities
for investment which could benefit the residents of the area and provide a reasonable return to the company.
The area is well situated geographically with excellent public transportation available. The area enjoys
close proximity to Portland’s downtown, a nearby regional shopping mall, and several major public
facilities, including Memorial Coliseum and the Rose Garden, Portland’s sports arena and home of the
Portland Trailblazers National Basketball Association franchise.

Based on 2000 United States Census data, the most common occupations for individuals in the
North/Northeast Portland area are: management, professional and related occupations (37.1%), sales and
office occupations (26.7%), service occupations (15.9%) and production, transportation and material
moving occupations (13.9%). The most common industries are: education, health and social services
(20.2%), manufacturing (12.2%), professional, scientific, management, administrative and waste
management services (12.1%), retail trade (11.3%) and arts, entertainment, recreation, accommodation and
food services (10.2%).

The chart below provides key demographic information, as provided by the 2000 United States
Census, for each branch and their target market zip codes.

Area’ Median Home Family Average Age Education® Average Marital
Household | Ownership? | Households® Family Size | Status®
Income
MLK
Branch
97211 $40,582 66.7% 59.3% 33 83.7%/28.3% 3.14 40.5%
97212 $53,679 66.4 55.6 36.9 93.5/55.1 2.94 44.7
97214 $35,013 355 327 33.1 90.8/46.3 2.7 314
97204 $10,465 6.8 5.5 38.8 75.1/14.5 2.21 28.2
97205 $18,158 7.1 10.2 39.5 85.8/35.7 2.22 17.9
97232 $35,755 33.7 34.0 37.1 92.2/47.2 2.69 34.0
St. John’s
Branch
97203 $35,266 55.9% 63.2% 303 75.8%/15.9% 3.18 43.7%
97212 $53,679 66.4 55.6 36.9 93.5/55.1 2.94 44.7
Beaumont
Branch
97211 $40,582 66.7% 59.3% 33 83.7%/28.3% 3.14 40.5%
97212 $53,679 66.4 55.6 36.9 93.5/55.1 2.94 44.7
97213 $44,395 61.8 54.3 36.8 89.2/34.9 2.93 44.1
Rose City
Branch
97212 $53,679 66.4% 55.6% 36.9 93.5%/55.1% 2.94 44.7%
97213 $44,395 61.8 54.3 36.8 89.2/34.9 2.93 44.1
97217 $38,442 65.4 55.3 35.2 81.8/21.0 3.06 41.6
97218 $37,011 63.4 62.2 33.2 75.9/16.2 3.29 44.9
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1) Information is from the 2000 Census and may be found at the Census webpage:
® http://factfinder.census.gov/. The Census provides data according to zip code rather than general area and

the zip codes below each branch are the target market zip codes for each branch.

2) Home Ownership is the percentage of occupied housing units that are owner-occupied.

3) Family Households is the percentage of households that include married-couples and households with
children under 18. This does not include individuals living alone or unrelated persons living together.

4) The first number under education is the percentage of those individuals with a high school diploma or
higher, while the second number is the percentage of individuals with a Bachelor’s degree or higher.

o 5) Marital Status is the percentage of individuals over age 15 that are currently married and not separated.
Pearl District
® The bank’s Social Impact Banking office is located in Northwest Portland’s Pearl District. This

once-industrial area has undergone significant redevelopment and has become an upscale urban residential
and commercial district. The revitalization has brought the Pearl District national attention and was recently
named one of America’s best new developments by the Sierra Club. The Pearl District is conveniently
located to Portland’s downtown financial district and is attracting visitors from throughout the Portland
metropolitan area as the trendy area for evening and weekend shopping and dining. The prominent branch

® location in the heart of the Pearl District has given the bank general visibility and the bank intends to
leverage this visibility to expand its customer base throughout the Portland area.

The Social Impact Banking Branch serves a unique role in our strategic plan. This branch enables
the bank to better reach affluent, socially conscious customers who choose to do business with the bank to
PY support its community development mission.

Based on 2000 United States Census data, the most common industries in the Pearl District are:
professional, scientific, management, administrative and waste management services (20.6%), retail trade
(14.0%), education, health and social services (14.0%), arts, entertainment, recreation, accommodation and
food services (13.7%) and manufacturing (10.3%). The most common occupations for in this area are:
) management, professional and related occupations (48.6%), sales and office occupations (25.2%), and
service occupations (16.6%).

The following chart provides the demographic information for the Pearl District.

Area’ Median Home Family Average Age Education® Average Marital
o Household | Ownership? | Households’ Family Size | Status®
Income
Social Impact $22,185 12.8% 10.7% 35.1 86.2% / 38.0% 2.24 19.1%
Branch
97209

See footnotes to table above.
Competition

The bank is subject to substantial competition in all aspects of its business. Intense competition
for loans and deposits comes from other financial institutions in the market area. There are twenty-six
o FDIC insured financial institutions in Portland. Some of the bank’s competitors, such as credit unions,
are not subject to the same degree of regulation and restriction, and some have financial resources greater
than we have. Although the bank’s competitors often are larger, sometimes significantly larger, we
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believe our service orientation to banking customers, competitive rates of interest, and our unique
mission of community development enable us to compete favorably with traditional banks of any size.

The bank markets its commitment to community development through its “Community Impact

Scorecard,” challenging prospective bank customers to consider whether their bank is making a difference

in the community. The bank prides itself on the following measurements of community impact:

Community Impact Scorecard (4-Year Measurement)

2002-2005 2005 2004 2003 2002
Employee diversity score
1) 43% (Avg.) 37% 42% 50% 43%
Total employee volunteer
hours 13,526 3,943 3,423 3,976 2,184
Non-profit organizations as
customers 384 (Avg.) 400 393 391 356
Funds generated by
Scholastic Plastic Visa
Card (2) $21,682 $9,229 $6,493 $4,960 $1,000
New commercial loans (# / 907/ 82/ 120/ 214/ 255/
$) $117,445,608 $30,351,529 $16,022,578 $35,841,708 $35,229,793
New business micro loans 179/ 19/ 28/ 35/
B) #/9) $2,757,457 $435,005 $571,552 66 /$1,202,470 $548,430
Small Business
Administration Loans 12/ 1/
(SBA) (#/9) 62 /$4,491,000 $790,500 $100,000 18/$1,469,000 | 31/%$2,131,500
Jobs created / maintained
from loans 322/1,479 132/59%4 45/195 66 /347 7917343
Affordable housing
development loans (4) (# 188/ 42/
units/$) $9,604,242 $900,000 57/$2,217,100 | 47/$3,526,942 | 42/3$2,960,200
Affordable housing
homeowner loans (# 187/
units/$) $19,474,445 23/%$2,579,012 | 38/8$3,792,685 | 46/%4,414,840 | 80/ $8,687,908

(1) Percent of staff of a racial or ethnic minority

(2) Funds benefit neighborhood schools and the Portland Public Schools Foundation.
(3) Business loans under $50,000
(4) Rents of $920 per month or less

Growth Strategy

Our strategic objective for the next five years is to expand our presence throughout the Portland
area. We also intend to broaden our reputation as a bank with significant financial expertise and a broad
range of banking products and services offered at competitive rates. As we grow our market area, we
will continue to serve our target customers to effect economic rejuvenation of underserved communities.

Our growth strategy involves increasing the number of branches in our existing core branch

market area. We are continuously working with a commercial real estate broker to identify strategic
opportunities for leasing or buying new branch locations.
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Our strategy includes targeting small businesses by offering banking products bundled to meet
their needs with a standard of customer service based on the bank’s familiarity with the local community
and customer’s business. The bank intends to increasingly target socially progressive individuals and
institutions, including non-profits, and offer opportunity for customers to “invest in the community” by
banking with us.

The bank intends to leverage existing relationships with local developers and property owners in
order to target commercial developers, investors, contractors, and property management firms that focus
on projects in economically disadvantaged and underserved markets.

We are considering launching and managing an equity investment fund through a new subsidiary,
Albina Development Company, LLC, through which other financial institutions could make Community
Reinvestment Act qualified investments that benefit from the federal New Markets Tax Credits. The
fund would make equity investments in qualifying distressed communities in Oregon, Washington, and
Idaho. Although we applied for $100 million in New Market Tax Credits, the U.S. Department of
Treasury recently informed us that we were not allocated credits for 2006. Management will be
evaluating whether to apply for tax credits to be allocated in 2007. Tax credits are allocated on an annual
basis and there is no assurance that we would be allocated tax credits in the future. Unless we receive tax
credits, we would not launch the fund.

Products and Services

In conjunction with the growth of its asset base, the bank has introduced various products and
services to position us to compete in our highly competitive market. The bank’s customers demand not
only a wide range of financial products, but also efficient and convenient service.

The following is a list of our products and services, which are discussed more fully below:

Lending Products:

e Lines of credit — seasonal and working capital

e Letters of credit — import and standby

e Term loans — acquisition loans and equipment loans

¢ Government guaranteed loans — Small Business Administration and Oregon Economic
Development Department

e Real estate loans — construction and term loans

e Micro-enterprise loans — for small, emerging, women and minority-owned businesses

e Business credit cards

e Bridge or single-pay loans

Business Banking:

Checking accounts

Interest checking accounts (only for sole proprietors and qualifying non-profits)
Analyzed checking accounts- account fees are based on the activity in a month
Money market accounts

Business credit cards

Night depository services

Internet banking and online bill payment services

Deposit courier services
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Depository services at US Bank branches

Free cash withdrawals at Key Bank ATMs

Cash management services — online access to accounts
Merchant services — business customer credit card processing
Wire transfer services

Overdraft privilege services

CDARS program (FDIC insured deposits up to $30 million)

Consumer Banking Services:

Service charge free checking accounts

Interest checking accounts

Checking accounts with online bill pay

Savings accounts

Money market and money market plus accounts

ATM and check cards

Credit cards (Scholastic Plastic — Visa that gives back to local schools)
Time deposits and Individual Retirement Account (IRA) accounts
Charitable certificates of deposit — consumer can designate that interest be donated to a charity
CDARS Program

Wire transfers

Travelers checks/cashiers checks/ money orders

Safe deposit boxes

Online banking and bill payments services

No service fee cash withdrawals at Key Bank ATMs

Overdraft privilege services

Check safekeeping

Personal loans

Home equity lines of credit

Workplace Banking: The following suite of benefits is offered to the employees’ of business customers.

Personal interest checking account (no monthly service charge)

No fee Visa check card

One free order of checks

No fee consumer on-line banking

No fee cashier checks

No fee notary service

No service fee cash withdrawals at Albina and Key Bank ATMs

Scholastic Plastic visa card (no annual fee)

CD rate of .25% higher than current posted rate (one year or longer term, min. opening deposit
of $500, new money only)

Discount of 0.15% on all consumer loans

e Credit of $250 toward loan fees for first mortgage loans (max $250 per year)

® The bank’s lending products include typical bank products, such as real estate loans, term loans
g
for equipment financing, lines of credit, letters of credit, bridge loans, and business credit cards. The
bank also offers special loans for start-up and small businesses that are guaranteed by the United States
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Small Business Administration, the Oregon Economic and Community Development Department
(OECDD), or the Business Consortium Fund, a non-profit minority business development company. As
a result of a special one-time $250,000 grant received from the OECDD, the bank paid for expenses
associated with establishing its Microenterprise Loan Fund for small, emerging, and women- or minority-
owned businesses. These types of loans otherwise might not be made due to the higher cost to source,
underwrite, and service the smaller loan transactions needed by these borrowers. The bank’s
Microenterprise Loan Fund is a revolving fund that will continue funding new loans as loans granted
under the fund are repaid.

The bank offers its consumer customers checking accounts, savings accounts, money market
accounts, certificate of deposit and time deposit/IRA products, personal loans and lines of credit and
home equity lines of credit, as well other standard services such as ATM/Debit cards, night depository
services, wire transfers, travelers checks, cashiers checks and money orders, safe deposit boxes, online
banking and bill payments services, and overdraft privileges. The bank is also proud to offer consumer
banking customers the “Scholastic Plastic” credit card, which channels 1% of all purchases made on the
card to assist north Portland high schools or, at the cardholder’s choice, to the Portland Schools Foundation.

The bank’s business banking products include checking accounts, money market accounts,
business credit cards, overdraft privileges, internet banking and online bill payment services, deposit
courier and armored car services, bankcard merchant services, and wire transfers, as well as a suite of
consumer banking products offered at reduced rates to the business customers’ employees.

Through its alliance with Key Bank, the bank offers surcharge-free cash withdrawals at 2,200
ATMs nationwide.

Through its participation in the Certificate of Deposit Account Registry System (CDARS)
program, the bank is able to offer customers FDIC insured deposits up to $30 million. The CDARS
program, offered through the Promontory Interfinancial Network, allows banks to deposit a customer’s large
deposits into other federally-insured financial institutions, in incremental amounts under $100,000, and
retain the benefit of FDIC insurance on all of the customer’s funds. In return for depositing customer funds
into the Network, the bank receives equal deposits from other banks in the Network. This program is
designed to attract new money into the bank from customers with FDIC insurance concerns. The bank pays
a fee ranging from 0.06% for 13 weeks up to 0.18% for 2 years of holding a deposit in the CDARS system.

Lending Activities

Lending activities are conducted under a written loan policy that has been adopted by the bank’s
board of directors. Certain bank staff has been delegated specific lending authority. The lending limits
are tiered, employing a one-over-one approval process so that larger loans require increasing review
within the bank. The delegated lending authority requires that all loans aggregating $1 million or more to
a single borrower must be approved by the Loan Committee of the board of directors of the bank.

In general, the bank is permitted by law to make loans to a single borrower in aggregate amounts
of up to 15% of its capital. Capital, for purposes of determining lending limits, consists of Tier 1 and
Tier 2 capital, as defined under FDIC regulations. The legal lending limits are higher if the loan is
collateralized by property with a discernable market value, such as real estate. See “SUPERVISION
AND REGULATION.” As of June 30, 2006, the bank’s legal lending limit was approximately $1.77
million, and $2.96 million for real estate secured loans.
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The bank sells participations in loans when necessary to stay within lending limits or to
otherwise limit its exposure to potential loss. A “participation” is a portion of a loan originated by the
bank and sold to one or more other banks. This sale is on a non-recourse basis, thus limiting the bank’s
potential loan loss exposure to the amount of the loan that it retains. Loan participations are customary in
the banking industry, and the terms of the agreements between Albina Community Bank and the banks to
which it sells participations contain customary terms and conditions.

At June 30, 2006, 80.9% of the bank’s loan portfolio was primarily secured by real estate: 10.2%
secured by real estate construction or land development properties; 60.8% secured by commercial real
estate; and 9.9% secured residential property. Commercial and industrial loans, which are primarily
secured by business assets, comprised 11.3% of the bank’s loan portfolio as of June 30, 2006. Consumer
loans, which may be secured by various assets (i.e. autos, boats, etc.), represented 7.8% of the total
Joans. Unsecured loans represent 2.0% of total loans. Due to the diversity of our borrowers, the bank
does not believe the loan portfolio contains significant concentration risk, although a downturn in the
market area’s real estate or business segments could have an adverse effect on the bank and its
operations.

In the normal course of business there are various outstanding commitments to extend credit that
are not reflected in our financial statements. A “commitment” is an agreement by the bank to loan
money in the future, subject to certain conditions being met. These commitments generally require
customers to maintain certain credit standards, and have fixed expiration dates or other termination
clauses. The bank uses the same credit policies in making commitments as it does for loans. At June 30,
2006, the bank had commitments to fund loans totaling approximately $15.6 million. Of this amount,
approximately $10 million, or 66%, was secured by real estate. Management does not expect that all
such commitments will be fully utilized. On occasion the bank enters into agreements with other banks
to participate in certain of its commitments to extend credit.

Litigation

There are no material pending legal proceedings to which the company or the bank is a party or
to which any of our properties is subject; nor do we know of any material proceedings contemplated by
any governmental authority; nor do we know of any material proceedings, pending or contemplated, in
which any director, officer or affiliate of the company or the bank, or any associate of any of the
foregoing, is a party or has an interest adverse to us. The bank may, from time to time, be involved in
legal proceedings in the normal course of business, primarily relating to non-performing loans.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

o The purpose of this discussion and analysis is to provide the reader with a description of the
financial condition and changes to financial condition and results of operations for Albina Community
Bancorp and Albina Community Bank for the six months ended June 30, 2006 and June 30, 2005, and for
the years ended December 31, 2005, 2004 and 2003. The consolidated financial information for the six
months ended June 30, 2006 and 2005 was prepared by management and is unaudited. The consolidated
financial information for the years ended December 31, 2005, 2004 and 2003 was prepared by

o management for the company’s audited financial statement as of and for the year then ended.

Financial Highlights

For the Six Months

Ended June 30, For the years ended
(unaudited) % Change December 31, % Change
® Be_
2005 to 2004 to 2003 to
2006 2005 2006 2005 2004 2003 2005 2004
(Dollars in thousands)
Income Statement Data
Interest income $4,032 $3,198 26.1% $7,123 $6,386 $6,011 11.5% 6.2%
@ Interest expense 1,680 1,062 58.2% 2,502 1,719 1,736 45.6% (10.0%
Net interest income 2,352 2,136 10.1% 4,621 4,667 4,275 (1.0%) 9.29
Provision for loan losses 15 56 (73.2%) 283 450 675 (37.1%) (33.3%
Gain on sale of
investment
securities (18) - - - 153 26 (100.0%) 488.5%
Grant income 1 54 (98.2%) 497 202 576 146.0% (64.9%
Other non-interest
® Income 677 624 26.1% 1,370 819 641 67.3% 27.8%
Non-interest expense 2,869 2,566 11.8% 5,283 5,344 3,966 (1.1%) 3489
Net income before
taxes 128 192 (33.3%) 922 47 877 1861.7% (94.6%
Income tax provision
(benefit) 23 46 (48.9%) 250 (26) 307 1061.5% (108.5%
® Net income 105 $147 (28.6%) $672 $73 $570 820.6% (87.2%
Balance Sheet Data
Total loans (net) $86,950 $84,009 3.5% $87,272 $79,371 $75,767 10.0% 4.8°
Allowance for loan losses
$1,178 $1,204 (2.16%) $1,258 $1,157 $1,288 8.7% 10.2%
Allowance as a
® percentage of total
loans 1.33% 1.41% 1.42% 1.44% 1.67%
Total assets $124,724 $110,790 12.6% $122,173 $107,984 $103,610 13.1% 4.2¢
Total deposits $107,270 $90,588 18.4% $104,496 $90,082 $88,966 16.0% 1.3¢
Shareholders’ equity $7,243 $6,641 8.9% $7,113 $6,467 $6,448 10.0% 0.3¢
Ratios
. Six Months ended June 30,
(unaudited) Years Ended December 31,
2006 2005 2005 2004 2003
Retumn on average assets
(annualized)V 0.17% 0.27% 0.59% 0.07% 0.61%
Return on average equity
(annualized) (¥ 2.9% 4.5% 10.2% 1.1% 9.2%
® Dividend payout ratio n/a n/a n/a n/a n/a
Average equity™” to )
average assets(!) 5.8% 6.0% 5.8% 6.2% 6.6%
(M Averages used represent daily average balances as shown in the tables on pages 51-53.
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Executive Overview

Albina Community Bancorp (the “company”) is a financial holding company for Albina
Community Bank (the “bank”), an Oregon state-charted bank that commenced operation in December
1995. The bank’s main office and four branch offices are located in Portland, Oregon. At June 30, 2006,
we had consolidated total assets of approximately $124.7 million, total liabilities of approximately
$117.5 million, net loans of approximately $86.9 million, deposits of approximately $107.3 million, and
shareholders’ equity of approximately $7.2 million.

Over the past two years the bank’s earnings have been impacted by non-interest expense
associated with opening three new branches and developing the bank’s physical and human resource
infrastructure. Physical infrastructure improvements include updated core data processing, phone, ATM
and underwriting software systems. Human infrastructure improvements include hiring new Chief
Financial Officer, Chief Operating Officer, Chief Lending Officer and Chief Credit Officer, as well as
rebuilding the entire loan origination, credit administration and loan servicing teams. Largely as a result
of these infrastructure expenditures, non-interest expense increased by 34.8%, from $3.97 million in
2003 to $5.34 million in 2004 and only decreased by 1.1% to $5.3 million in 2005. Management
believes this investment in infrastructure has positioned the bank to pursue our strategic objective to
expand our presence throughout the Portland area. However, non-interest expense has remained at a
similar level for the first half of 2006 and may remain at this level or increase if the bank undergoes
further branch expansion. Although management is continuously seeking opportunities for branch
expansion, there are currently no definitive plan for branch expansion.

The bank’s net income is primarily a function of net interest income, the difference between
interest income and interest expense. The bank’s interest earning assets include customer loans and
investment securities. Its interest bearing liabilities include customer deposits (demand deposits, money
market, savings, and certificates of deposits), as well as short term borrowings through federal funds
purchased and long term borrowings through the Federal Home Loan Bank. Changes in interest rates can
have a significant impact on profitability. Over the past two years, we have experienced a rising interest
rate environment and in response thereto and anticipation of further increases, the bank has managed its
asset and liability portfolios to minimize the risk of substantial changes in interest rates and enhance net
interest margin during such periods of interest rate changes. As of June 30, 2006, with respect to assets
and liabilities repricing within one year, the bank’s net interest income would tend to be adversely
affected by rising interest rates, but for repricing periods greater than one year, the net interest income
would tend to increase with rising interest rates. For a more detailed discussion of interest rate risk
sensitivity, see the “Asset and Liability Management,” discussion starting on page 42.

To the extent the bank can generate non-interest income, we reduce earnings volatility caused by
changes in interest rates. Non-interest income includes income from service charges and fees and gains
on the sale of loans and investment securities, brokerage of residential real estate loans, earnings on bank
owned life insurance and grant income. In connection with our role as a Community Development
Financial Institution, we have received grant income, which comprises a significant part of our non-
interest income. Grant income has fluctuated over the past several years: $576,351 in 2003, $201,500 in
2004, and $497,000 in 2005. In July 2006, we were awarded $500,000 in grant income. Management is
cautious that the funding for the US Treasury’s CDFI Fund Bank Enterprise Awards may be reduced and
therefore does not rely upon future receipt of these awards in its planning.

A critical accounting estimate is our allowance for loan losses, which management maintains at a
level that management considers adequate to provide for estimated losses based on evaluating known and
inherent risks in the loan portfolio. A provision for loan losses is expensed if management believes the
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allowance should be increased due to changes in the size and composition of the portfolio, current
economic conditions, and actual loan loss experience. The evaluation of the allowance is inherently
subjective as it requires estimates that are susceptible to revision as more information becomes available.
See “Credit Risk Management and Allowance for Loan Losses” starting on page 57.

Although the bank’s performance suffered from low growth and nonperforming loans during our
initial years, from 1997 to 1999, and more recently, from 2003 to 2004, since 2004 our credit quality of
the loan portfolio has improved, as evidenced by reduced charge-offs and delinquencies. Whereas non-
performing loans to total loans rose to as high as 4.32% in 2003, non-performing loans accounted for
only 0.11% of total loans as of June 30, 2006. See table on page 60 for “Nonaccrual, Past Due and
Restructured Loans.” Management believes the improved credit quality is the result or rebuilding its
management and lending teams.

Customer demand for loans and deposits can create rapid fluctuation in our liquidity position.
The bank has adopted policies to maintain liquidity to enable it to respond to changes in the financial
environment and ensure sufficient funds are available to meet customers’ needs for borrowing and
deposit withdrawals. Generally, the bank’s major sources of liquidity are customer deposits, sales and
maturities of investment securities, Federal Funds purchased, Federal Home Loan Bank (FHLB)
advances, lines of credit with correspondent banks and the Federal Reserve Bank, and the net cash
provided by operating activities. See “Liquidity Management” starting on page 61.

Results of Operations

The following discussion compares the consolidated results of operations for the six months
ended June 30, 2006 to 2005, and for the years ended December 31, 2005 to 2004, and years ended
December 31, 2004 to 2003.

For the six months ended June 30, 2006 and 2005

Net Income

For the six months ended June 30, 2006, net income was $104,947, as compared to $147,538 for
the six months ended June 30, 2005. This represents a decrease of $42,591 or 28.9% and $0.08 per
diluted share. While net interest income for the first six months of 2006 improved over the same period
in 2005, operating expenses increased at a faster pace. This coupled with the reduced grant income,
lower volume of fees on brokered loans, and loss on sale of investment securities, reduced net income for
the period as compared to the first six months of 2005. Annualized returns on average assets and average
equity for the first six months of 2006 were 0.17% and 2.9%, respectively, compared to 0.27% and 4.5%,
respectively, for the first six months of 2005.

Interest Income

The bank’s primary source of income is interest-bearing assets, which include loans, investment
securities available-for-sale and dividends from the Federal Home Loan Bank. For the six months ended
June 30, 2006, interest income was $4,032,184, as compared to $3,198,152 for the same six-month
period in 2005. This was an increase of $834,032, or 26.1%. Of this increase, $502,583, or 17.1% is
attributable to increased income from loans. Loans, net of allowance for loan losses, increased $2.9
million, or 3.5%, from $84.0 million at June 30, 2005 to $86.9 million at June 30, 2006. The increased
income from loans is attributable to increases in the Prime Lending Rate and the bank’s focus on
adjustable rate loans. Overall growth in the bank’s loan portfolio also contributed to the increase,
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although to a lesser degree. See the table on page 54 for a comparison of the amount of interest income
attributable to changes in loan volume versus interest rates.

Interest income from investments constitutes a less significant part of income. The bank’s
primary purpose for holding short-term investments is to manage liquidity, not to generate income. For
the six months ended June 30, 2006, investment income was $372,697 as compared $215,405 for the
same six-month period in 2005, an increase of $157,292, or 73.0%. This increase is attributable to
growth in the investment portfolio which gave us the ability to invest at higher rates.

Interest Expense

Interest expense includes interest paid on customer deposits and other borrowings. Interest
expense for the six-month period ended June 30, 2006 was $1,680,412 compared to $1,061,797 for the
same six-month period in 2005. The increase from the first half of the prior year of $618,615, or 58.3% is
primarily attributable to increases in interest rates. For more detailed information regarding changes in
the interest expense related to volume versus interest rate changes for each category of interest expense,
see the table on page 54.

In the first six months of 2006, management also changed the bank’s mix of deposits to increase
the volume of interest-bearing money market deposits compared to consumer time deposits (certificates
of deposit). In anticipation of increasing interest rates that would be applied to time deposits upon their
renewal, management encouraged money market deposits by increasing the rates the bank paid on the
upper tiers of money market accounts.

Other interest expense from borrowings increased $26,067, or 9.4%, from $276,163 to $302,230
for the six month period in 2006 compared to the same period in 2005. Increases in interest rates
accounted for all of the increase. Included in other interest expense are interest payments on Trust
Preferred Securities.

Provision for Loan Losses

The provision for loan losses is the expense associated with increases in the allowance for loan
losses. On a monthly basis, management reviews the loan portfolio for growth and credit quality and
determines whether an additional provision is required to cover potential risks associated with the loan
portfolio. The provision may increase as a result of losses in the loan portfolio, deterioration of the credit
quality of the loan portfolio, or growth of the loan portfolio.

Provision for loan losses was $15,000 for the six months ended June 30, 2006, whereas during
the first six months of 2005, a provision of $55,753 was recorded. Management believes the allowance
for loan losses as of June 30, 2006 is sufficient to absorb anticipated losses in the portfolio.

Non-Interest Income

Non-interest income includes income from service charges and fees and gains on the sale of
loans and investment securities, brokerage of residential real estate loans, grant income and earnings on
bank owned life insurance. Income on service charges and fees includes overdraft charges, account
service charge fees, certain loan fees, and other fees and charges.

Non-interest income decreased from $678,258 to $660,101, or 2.7% comparing the first six
months of 2005 and 2006. Service charges and fees, which relate to the bank’s deposit products,
increased 38.5% comparing the first six months of 2005 to 2006, increasing from $228,714 to $316,688.
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This increase is primarily attributable to the implementation of an overdraft privilege product. Other
income increased $19,396, a 7.4% increase over the first six months of 2005, although grant income
decreased approximately $52,264 comparing 2006 to 2005. The grant income during the first quarter of
2005 was the second installment of a one-time grant for technical assistance, of which $30,500 was
received in 2004. The remaining balance of non-interest income consists of loan fees on brokered loans,
which decreased to $58,993 for the six months ended June 30, 2006 from $132,256 for the same six-
month period of 2005. The decreased brokered loan fee revenue is the result of reduced loan origination
resulting from reduction of loan origination staff during a period of staff restructuring.

Non-Interest Expense

Non-interest expense includes the bank’s operating expenses, such as employee salaries and
benefits, leases and equipment costs, data processing, advertising and other expenses. Non-interest
expense for six months ended June 30, 2006 increased by $303,536, or 11.8%, from $2,565,813 for the
six-month period in 2005 to $2,869,349 for the same six-month period in 2006. Increases in personnel
expense accounted for approximately 35.1% of the increase, increasing from $1,406,685 for the six-
month period in 2005 to $1,513,358 for the same period in 2006, primarily due to cost of living
adjustments and increased branch staffing.

Occupancy and equipment expenses increased by $51,839, or 17.8%, from $290,654 to
$342,493, comparing the six-month periods in 2005 and 2006. The increase is attributable to upgrades in
the computer network infrastructure and the opening of our fifth branch on May 1, 2006.

Data processing expenses for the six months ended June 30, 2006 were $180,056 as compared
$187,143 for the same period in 2005, a decrease of $7,087, or 3.8%. The decrease is attributable to the
one-time system conversion costs incurred in the first half of 2005.

Other expenses for the six months ended June 30, 2006 were $663,598 as compared $473,989 for
the same period in 2005, an increase of $189,609, or 40.0%. Of this change, merchant program expenses
increased by $82,716, business development expenses increased $46,015 and membership dues increased
$28,531.

Income Tax Provision

The income tax provision of $22,577 for the six months ended June 30, 2006 decreased by
$22,932 as compared to $45,509 for the same period in 2005. The change resulted from increased pre-
tax income with no significant change in the composition of tax credits or permanent book-tax
differences between the periods presented. The effective tax rates of 17.7% and 23.57% for the periods
ended June 30, 2006 and 2005, respectively, differ from statutory rates primarily due to non-taxable
income generated by increased cash surrender value of bank-owned life insurance.

For the years ended December 31, 2005 and 2004

Net Income

For the year ended December 31, 2005, net income was $672,088 compared to $73,056 for the
year ended December 31, 2004. The increase in 2005 was $599,032, or 820.0% over 2004, an increase
of $0.96 per diluted share. This increase in net income was primarily the result of increased non-interest
income, as discussed below. The company’s annualized returns on average assets and average equity for
2005 were 0.59% and 9.9%, respectively, compared to 0.07% and 1.1%, respectively, in 2004.
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Interest Income

Interest income in 2005 was $7,123,456 compared to $6,386,348 for 2004. An increase in loan
interest income accounted for essentially all of the $737,108 increase and was primarily due to an
increase in interest rates on adjustable rate loans in the portfolio. Interest income from investments
declined during 2005 by $39,226 as available liquidity was used to fund loans rather than new
investments.

Interest Expense

Interest expense in 2005 was $2,501,706 compared to $1,719,278 for 2004, an increase of
$782,428, or 45.5%. The increase was attributed to increased balances in time deposits and increased
borrowings during 2005. For detailed information on the extent to which changes in interest expense
relates to changes in volume versus changes in interest rates paid on interest bearing liabilities, please see
the table on page 54.

Provision for Loan Losses

For the year ended December 31, 2005, the provision for loan losses was $282,618 compared to
$450,000 for the previous year, a decrease of $167,382, or 37.2%. Management decreased the provision
in 2005 because of the improved credit quality of the loan portfolio. See further analysis contained
within “Credit Risk Management and Allowance for Loan Losses” beginning on page 57.

Non-Interest Income

Non-interest income in 2005 was $1,866,746 compared to $1,173,577 for 2004, an increase of
$693,169, or 59.1%. The increase is primarily attributable to the introduction of overdraft privilege fees,
increased grant income and greater residential mortgage brokerage fees. Fees from overdraft and non-
sufficient fund items increased from $245,335 to $470,496. Grant income, in the form of grants from the
U.S. Treasury Department’s CDFI fund, increased from $201,500 to $497,000 from 2004 to 2005. Grant
income is subject to variation from year to year based on the type of grant for which the bank applies and
qualifies. Mortgage fees increased from $151,601 to $213,444.

Non-Interest Expense

Non-interest expense was $5,283,511 in 2005 compared to $5,343,861 for the previous year, a
decrease of $60,350, or 1.1%. The decrease in non-interest expense from 2004 to 2005 primarily resulted
from a decrease in advertising and legal and professional services expenses. Advertising costs in 2004
were $176,019 and decreased to $77,729, a decrease of $98,290, or 55.8%. Advertisings costs were
greater in 2004 because of the opening of two new branches. Legal and professional services expenses
were $505,894 in 2004 and declined to $338,373, a decrease of $167,521, or 33.1%. The change is
attributed to additional costs incurred in 2004 in an effort to improve the quality of the loan portfolio.
Increases in a majority of non-interest expense categories resulted from a full year of operating expenses
for two new branches in 2005, compared to operation in 2004 of both offices for only six months.
Occupancy and equipment expense for 2005 was $597,243 compared to $522,531 for 2004 an increase of
$74,711 or 14.3% for the year. Data processing expense for 2005 was $354,304 compared to $261,713
for 2004, an increase of $92,591. Salaries and employee benefits for the year ended December 31, 2005
were $2,847,488 compared to $2,693,242 in 2004, an increase of $154,246, or 5.7%. In addition to
office expansion, salary and employee benefit expenses increased in 2005 due to the hiring of several
senior credit analysts. The remainder of the change in non-interest expense was comprised of numerous
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expense items that increased as a result of the growth of the bank’s business, none of which is unusual in
nature or amount.

Income Tax Provision (Benefit)

We recognized an income tax provision for the year ended December 31, 2005 of $250,279 and
recognized an income tax benefit of $26,270 for the year ended December 31, 2004, representing a
change of $276,549 between periods. This change resulted primarily from increased net income before
taxes, and to a lesser extent, from changes in statutory rates and increased tax credits from 2004 to 2005.
In 2005, we received a 3.94% tax credit from the State of Oregon Department of Treasury, resulting in a
provision that was approximately $20,000 lower than it would have been using the statutory rates
effective in 2004. Additionally, federal income tax credits totaling approximately $32,000 were
applicable to 2005 but not to the previous year. The 2004 tax benefit resulted primarily from $121,842 in
non-taxable bank-owned life insurance which was recognized for book purposes as non-interest income.

For the years ended December 31, 2004 and 2003

Net Income

For the year ended December 31, 2004, net income was $73,056 compared to $570,060 for the
year ended December 31, 2003, a decrease of $497,004. The decline in grant income of $374,851
represented 75.4% of the decrease in net income. Returns on average assets and average equity in 2004
were 0.07% and 1.1%, respectively, compared to 0.61% and 9.2%, respectively, in 2003.

Interest Income

Interest income in 2004 was $6,386,348 compared to $6,010,902 in 2003, an increase of
$375,446, or 6.2%. Loan interest income accounted for $340,507, or 90.7% of the increase, which was
attributable to increases in the loan portfolio. Comparing loans net of the allowance for loan losses at
December 31, 2003 and December 31, 2004, the loan portfolio grew by $3.6 million, or 4.8%, from
$75,766,950 to $79,371,424. The bank intentionally slowed loan growth in 2004 as it reorganized its
lending team to increase the credit quality of new loans.

Interest income from investment securities in 2004 was $482,942 compared to $356,907 in 2003,
an increase of $126,035 or 35.3%. This increase was the result of growth in the investment portfolio of
$1,912,431, or 14.9%. As of December 31, 2004, the investment portfolio was $14,792,804 compared to
$12,880,374 at December 31, 2003, as a result of the bank’s use of available liquidity to purchase
investment securities.

Interest Expense

Interest expense in 2004 was $1,719,278 compared to $1,735,768 for the previous year, a
decrease of $16,490 or 1.0%. This resulted primarily from decreased rates of interest paid on interest
bearing deposits held by the bank. Time deposit interest expense was $1,035,188 in 2004 compared to
$1,103,276 in 2003, a decrease of $68,088, attributable to time deposits held by the bank continuing to
re-price in the declining rate environment. Comparing balances at December 31, 2003 and 2004, time
deposits increased by $1,025,967, or 2.2%, from $47,539,614 to $48,565,581.
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Provision for Loan Losses

For the year ended December 31, 2004, the provision for loan losses was $450,000 compared to
$675,000 for the year ended December 31, 2003. Management decreased the amount of the provision in
2004 by $225,000, or 33.3% due to improved credit quality in the loan portfolio.

Non-Interest Income

Non-interest income was $1,173,577 in 2004, compared to $1,242,763 in 2003, a decrease of
$69,186 or 5.6%. A decrease in grant income from $576,351 in 2003 to $201,500 in 2004 contributed to
the decrease in non-interest income. Offsetting this decline, loan fees on brokered loans increased
$44.295 from $107,306 for the year ended December 31, 2003 to $151,601 for the year ended December
31, 2004.

Non-interest income attributable to gains on the sale of investment securities fluctuates over
financial periods depending on whether management sells investment securities to fund loans. In 2003
management sold investments and realized gains of $25,746. Management again sold investments in
2004 to fund loans and reposition the investment portfolio in anticipation of rising rates, which resulted
in realized gains totaling $152,970.

Non-Interest Expense

Non-interest expense was $5,343,861 in 2004, compared to $3,965,882 in 2003, an increase of
$1,377,979, or 34.7%. Salaries and employee benefits increased $607,351, or 29.1%, from $2,085,891 in
2003 to $2,693,242 in 2004. Occupancy and equipment expense increased $144,881 from $377,650 in
2003 to $522,531 in 2004. Professional Fees increased from $280,675 to $505,894 in 2004 due to hiring
of two contractors to support the restructure of our loan servicing and collections departments and legal
expenses for loan collections. Data processing increased $47,562, from $214,151 in 2003 to $261,713 in
2004. Advertising and other non-interest expenses were $176,019 and $1,184,462, respectively, in 2004
as compared to $104,820 and $902,695, respectively, in 2003. These increases of $71,199 and $281,767,
respectively, as with the other increases in this category, were primarily due to opening two new
branches in June 2004 and a data-processing conversion also in June 2004. The Beaumont branch
opened to meet the needs of small businesses and residents of Northeast Portland. The Social Impact
Banking Branch located in Northwest Portland was opened to serve the needs of the River District,
including the Pearl, Nob Hill, Old Town and Chinatown neighborhoods.

Income Tax Provision (Benefit)

We recognized an income tax benefit of $26,270 for the year ended December 31, 2004 and
recognized an income tax expense of $306,955 for the year ended December 31, 2003, representing a
change of $333,225 between periods. This change occurred primarily as a result of decreased net income
before taxes in 2004 and the recognition of nontaxable income from increases in the cash surrender value
of bank-owned life insurance of $121,842 in 2004 as compared to $47,613 in 2003.
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Financial Condition
Assets and Liabilities

At June 30, 2006, total assets were $124.7 million, an increase of $2.6 million, or 2.1%, from
December 31, 2005. Average assets for the year 2005 were $114.7 million compared to $125.4 million
for the six months ended June 30, 2006. For a discussion of earning assets, see “Eamning Assets”
beginning on page 45, with a discussion of investments beginning on page 45 and loans beginning on
page 49.

As of June 30, 2006, total liabilities were $117.5 million, an increase of $2.5 million, or 2.1%
from December 31, 2005. As of June 30, 2006, deposits accounted for 91.3%, junior subordinated
debentures accounted for 5.3%, and Federal Home Loan Bank advances (notes payable) accounted for
3.0% of total liabilities. See “Deposits” on page 55; “Capital” on page 65; and “Liquidity Management”
on page 61 for discussions of deposits, junior subordinated debentures, and Federal Home Loan Bank
advances, respectively.

Asset and Liability Management

The principal focus of asset and liability management is the identification, measurement, control
and monitoring of processes and strategies that will enhance net interest margins and capital values
during periods of changing interest rates. The absolute level and volatility of interest rates can have a
significant impact on our profitability. The objective of interest rate risk management is to identify and
manage the sensitivity of net interest income to changing interest rates to achieve our overall financial
objectives. Based on economic conditions, asset quality, and various other considerations, management
establishes tolerance ranges for interest rate sensitivity and manages within these ranges. Net interest
income and the fair value of financial instruments are greatly influenced by changes in the level of
interest rates. We manage exposure to fluctuations in interest rates through policies that are established
by the Asset/ Liability Management Committee (“ALCO”). The board of directors has adopted an
asset/liability policy that establishes a prudent interest rate risk management plan. The Asset and
Liability Management Committee is responsible for measuring, controlling and monitoring the bank’s
interest rate position.

Management uses various tools and techniques to quantify the exposure to changing interest
rates, including traditional “gap” analysis, earnings at risk, and economic value at risk models.
Management utilizes an interest rate simulation model to estimate the sensitivity of net interest income to
changes in market interest rates. Such estimates are based upon a number of assumptions for each
scenario, including the level of balance sheet growth, deposit repricing characteristics and the rate of
prepayments. Interest rate sensitivity is a function of the repricing characteristics of our interest-earning
assets and interest-bearing liabilities. These repricing characteristics are the time frames within which the
interest-bearing assets and liabilities are subject to change in interest rates either at replacement,
repricing or maturity during the life of the instruments. Interest rate sensitivity management focuses on
the maturity structure of assets and liabilities and their repricing characteristics during periods of changes
in market interest rates. Effective interest rate sensitivity management seeks to ensure that both assets
and liabilities respond to changes in interest rates within an acceptable timeframe, thereby minimizing
the impact of interest rate changes on net interest income.

The matching of assets and liabilities may be analyzed by examining the extent to which such
assets and liabilities are “interest rate sensitive” and by monitoring an institution’s interest rate sensitivity
“gap.” An asset or liability is said to be interest rate sensitive within a specific time period if it will
mature or reprice within that time period. The interest rate sensitivity gap is defined as the difference
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between the amount of interest-earning assets maturing or re-pricing within a specific time period and the
amount of interest-bearing liabilities maturing or re-pricing within that time period. A gap is considered
positive when the amount of interest rate sensitive assets exceeds the amount of interest rate sensitive
liabilities. A gap is considered negative when the amount of interest rate sensitive liabilities exceeds the
amount of interest rate sensitive assets. During a period of rising interest rates, a negative gap would
tend to adversely affect net interest income while a positive gap would tend to result in an increase in net
interest income. During a period of falling interest rates, a negative gap would tend to result in an
increase in net interest income while a positive gap would tend to adversely affect net interest income.

The following table presents the interest sensitivity gaps as of June 30, 2006. The table
represents a static point in time and does not consider other variables, such as changing spread
relationships or interest rate levels. The maturity classification is based on expected maturity. “Interest
sensitivity gap” is the difference between total earning assets and total interest-bearing liabilities re-
pricing in any given period.

Interest Sensitivity GAP Analysis

June 30, 2006
Repricing One Year to
Repricing Within One Year Five Years Repricing Over Five Years Total

(Dollars in % of % of % of % of
thousands) Total Total Total Total
Rate Sensitive Earning Earning Eamning Grand Earning
Assets: Total Assets Total Assets Total Assets Total Assets
Loan portfolio $44,922 39.5% $36,874 32.5% $6,667 5.9% $88,463 77.9%
Investment

securities

and FHLB

stock 11,093 9.8% 7,177 6.3% 2,356 2.1% 20,626 18.2%
Time deposits

owned with

other banks 1,300 1.1% 198 0.2% - 0.0% 1,498 3%
Fed Funds sold

and interest

bearing

deposits 2,996 2.6% - 0.0% - 0.0% 2,996 2.6%

Total $60,311 53.0% $44,249 39.0% $9,023 8.0% $113,583 100.0%

Repricing One Year to

Repricing Within One Year Five Years Repricing Over Five Years Total

Rate Sensitive
Liabilities:
Savings, NOW

and interest

checking $39,550 40.0% - 0.0% - 0.0% $39,550 40.0%
Time deposits 42,291 42.8% 7,183 7.3% - 0.0% 49,474 50.1%
FHLB

borrowings 69 0.1% 2,575 2.6% 921 0.9% 3,565 3.6%
Junior

subordinated

debentures 2,062 2.1% 4,124 4.2% - 0.0% 6,186 6.3%

Total $83,972 85.0% $13,882 14.1% $921 0.9% $98,775 100.0%

Interest

sensitive gap ($23,661) $30,367 $8,102 $14,808
Cumulative gap  ($23,661) $6,706 $14,808 -
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Changes in the mix of earning assets or supporting liabilities can either increase or decrease the

) net interest margin without affecting interest rate sensitivity. In addition, the interest rate spread between
an asset and its supporting liability can vary significantly, while the timing of repricing for both the asset
and the liability remains the same, thus impacting net interest income. This characteristic is referred to as
basis risk and generally relates to the possibility that the repricing characteristics of short-term assets tied
to the prime rate are different from those of short-term funding sources such as certificates of deposit.
Varying interest rate environments can create unexpected changes in prepayment levels of assets and

o liabilities that are not reflected in the interest rate sensitivity analysis. These prepayments may have a
significant impact on our net interest margin. Because of these factors, an interest sensitivity gap analysis
may not provide an accurate assessment of our exposure to changes in interest rates.

In addition to a static gap analysis of interest rate sensitivity, we also attempt to monitor interest

® rate risk from the perspective of changes in the economic value of equity, also referred to as Market
Value of Portfolio Equity (MVPE), and changes in net interest income. Changes to the MVPE and net
interest income are simulated using instant and permanent rate shocks of plus and minus 200 basis points,
in increments of 50 basis points. These results are then compared to prior periods to determine the effect
of previously implemented strategies. If estimated changes to MVPE or net interest income are not within
acceptable limits, the board may direct management to adjust its asset and liability mix to bring interest

o rate risk within acceptable limits. The MVPE calculations are based on the net present value of
discounted cash flows, using market prepayment assumptions and market rates of interest for each asset
and liability product type based on its characteristics. The theoretical projected change in MVPE and net
interest income over a 12-month period under each of the instantaneous and permanent rate shocks have
been calculated by us using computer simulation. '

Our simulation analysis forecasts net interest income and earnings given unchanged interest rates
(stable rate scenario). The model then estimates a percentage change from the stable rate scenario under
scenarios of rising and falling market interest rates over various time horizons. The simulation model
based on June 30, 2006 data estimates that if a decline of 200 basis points occurs, net interest income
could be favorably affected up to approximately 2.52%, while a similar increase in market rates would
® have a unfavorable impact of approximately 1.15%. Because of uncertainties about customer behavior,
refinance activity, absolute and relative loan and deposit pricing levels, competitor pricing and market
behavior, product volumes and mix, and other unexpected changes in economic events affecting
movements and volatility in market rates, there can be no assurance that simulation results are reliable
indicators of earnings under such conditions.

o
Interest Rate Simulation Impact on Net Interest Income
June 30, 2006 December 31, 2005 December 31, 2004
Increase
Increase (Decrease) Increase (Decrease) (Decrease) In Net
In Net Interest Income In Net Interest Interest Income
From Base Case Percentage Income From Base Percentage From Base Case Percentage

o Change in Interest Rates Scenario Change Case Scenario Change Scenario Change

Up 200 basis points ($56,634) -1.15% (5$100,698) -2.07% ($106,010) -2.28%

Up 100 basis points ($13,149) -0.27% (388,347) -1.82% ($59,305) -1.27%

Down 100 basis points $85,457 1.73% $63,396 1.31% ($63,382) -1.36%

Down 200 basis points $124,457 2.52% $111,925 2.30% $7,582 0.16%
o
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@ Interest Rate Simulation Impact on Market Value Portfolio Equity
June 30, 2006 December 31, 2005 December 31, 2004
Market Value of Portfolio Market Value of Portfolio Equity Market Value of Portfolio Equity
Change in Interest Rates Equity Projected Change Projected Change Projected Change
Up 200 basis points -16.62% -13.70% -9.45%
Up 100 basis points -8.49% -7.03% -4.87%
o Down 100 basis points 10.40% 7.65% 5.43%
Down 200 basis points 21.83% 17.92% 12.97%

Earning Assets

Management considers many criteria in managing interest-earning assets, including credit-
o worthiness, diversification and structural characteristics, maturity and interest rate sensitivity. The
following table sets forth the bank’s interest earning assets by category at June 30, 2006 and at December
31, 2005 and 2004. :

Profile of Earning Assets

Y June 30, 2006 December 31, 2005 December 31, 2004
(Dollars in % Earning % Earning % Eaming
thousands) Amount Assets Amount Assets Amount Assets

Loan portfolio

(net of
® unearned
income) $88,463 77.9% $88,530 78.7% $80,528 81.5%
Investment
securities and
FHLB stock 20,626 18.2% 19,910 17.7% 15,122 15.3%
Time deposits
owned with
@ other banks 1,498 1.3% 1,498 1.3% 2,748 2.8%
Fed Funds sold
and interest
bearing
deposits 2,996 2.6% 2,622 2.3% 414 0.4%
Total $113,583 100.0% $112,560 100.0% $98,812 100.0%
o
As noted in the table above, Fed Funds Sold increased as a result of overall strengthening of our
liquidity and as we experienced a drop in new loan production during a period of restructuring of our
lending teams. With the completion of our lending team restructuring loan originations have increased
from $16,022,578 in 2004 to $30,351,529 in 2005. As loan production increases, we would expect loans
° as a percentage of earning assets to increase relative to Federal Funds Sold.

Investment Policy

The objective of the bank’s investment policy is to invest those funds not needed to meet loan
demand to earn the maximum return for the bank, yet still maintain sufficient liquidity to meet
® fluctuations in loan demand and deposit structure. In doing so, the bank balances market and credit risks
against potential investment return; makes investments compatible with pledge requirements of deposits
of public funds; maintains compliance with regulatory investment requirements; and assists various
public entities with their financing needs. The Chief Executive Officer and the Chief Financial Officer

45

Sequential Page 58




are authorized to execute securities transactions for the investment portfolio, subject to the bank’s
investment policy and quarterly review by the board of directors.

The investment securities portfolio is managed to maximize portfolio yield over the long term in
a marnner that is consistent with liquidity needs, pledging requirements, asset and liability strategies, and
safety and soundness concerns. The fundamental elements of our risk management program include
board and executive management overview and a comprehensive risk management process that
effectively identifies, measures, monitors, and controls risk. These risks include, but are not necessarily
limited to market risk, credit risk, liquidity risk, operational risk and legal risk. Both the board and
management believe that effective management of risks associated with securities represents an essential
component of safe and sound practices.

We manage the investment portfolio to maximize income within certain parameters and limits.
Our philosophy is to use effective duration rate shock analysis, as well as total return, to analyze and
manage the investment portfolio and to determine the effect of interest rate movements on the yield and
value of the bank’s portfolio. We expect that as credit or market value risk increases, the yield should
also increase. We attempt to minimize future repricing risk and control market risk by minimizing
concentrations of securities with durations either too short (reinvestment risk) or too long (interest rate
risk). Therefore, we structure our investments, excluding Fed Funds sold, so that the effective duration
and weighted average life of the portfolio is between one and four years.

Primary to our investment strategy are securities of the U.S. government and government
agencies. Fixed rate-fixed term (bullets) and callable securities comprised between 60% and 80% of the
portfolio during the period of 2004 to 2006. Bond prices (market value) move inversely to interest rates.
Rising rates cause bond prices to fall and declining interest rates cause bond prices to rise. Mortgage
backed securities consist of fixed rate and adjustable rates pools and collateralized mortgage obligations
(CMO) and comprised between 20% and 26% of the total investment portfolio during the period 2004 to
2006. Mortgage backed securities provide monthly principal and interest payments and are subject to
prepayment or extension risk based on prepayment speed of the underlying mortgages. This prepayment
risk creates greater volatility in market value than a “bullet” security. We also invest in corporate
securities when market conditions and credit spreads provide an attractive return. Corporate securities
comprised over 12% of the portfolio at December 31, 2004, less that 3% at December 31 2005, and zero
at June 30, 2006. Corporate and agency securities are priced at a spread over US Treasury Securities
(considered risk free investment) and this spread may change over time creating greater volatility in
market value. Bonds are often purchased at a premium or discount to par value which is amortized or
accreted to interest income over the life of the security. Prepayments of mortgage backed securities and
early redemptions of callable securities affects yield recognized during the period. Ownership of Federal
Home Loan Bank (FHLB) stock is a requirement of membership and allows the bank to access FHLB
services including lines of credit. The FHLB Seattle ceased paying dividends on this stock in 2004.

We will change the portfolio composition over time based on economic conditions, loan demand,
deposit growth and the interest rate environment including the shape of the yield curve and direction of
interest rates. To optimize portfolio yield, we will often stay fully invested in loans and securities and
rely on pledging these loans and securities as collateral for lines of credit to fund short term liquidity
needs. We may also purchase investments with maturities that occur in periods of potential liquidity
demand, such as large certificate maturities. Agency securities maturing in January 2007 total $7.3
million and were purchased to match large deposit liabilities maturing in this period. In anticipation that
the Federal Open Market Committee may slow or halt the increases in federal funds rate during 2006 we
took steps to reposition some of the investment portfolio and fully invest excess liquidity. During the
first half of 2006, we sold $2 million in short term investments at a loss of $18,437 and purchased $2
million in new securities which extended the maturity and locked in higher yields. During the first
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quarter of 2006, fed funds sold (overnight investments) increased to over $10 million, as rising short term
rates provided little incentive to extend maturities. During the second quarter $4 million of this liquidity
was deployed in new investments in US Agency and mortgage backed securities. This action extended
the average life of the investment portfolio from 1.59 years at December 31, 2005 to 2.12 years at June
30, 2006.

Investment Portfolio

The bank stresses the following attributes for its investments: safety of principal, liquidity, yield,
price appreciation and pledgeability. With its implementation of Statement of Financial Accounting
Standards (SFAS) No. 115, Accounting for Certain Investments in Debt and Equity Securities, the bank
is required to classify its portfolio into three categories: Held to Maturity, Trading Securities, and
Available-for-Sale.

Held to Maturity securities include debt securities that the bank has the positive intent and ability
to hold to maturity; these securities are reported at amortized cost. At June 30, 2006, the bank had no
securities classified as Held to Maturity.

Trading Securities include debt and equity securities that are purchased and held solely for the
purpose of selling them in the short-term future for trading profits. Trading Securities are reported at fair
market value with unrealized gains and losses included in earnings. At June 30, 2006, the bank held no
securities as Trading Securities.

Available-for-Sale securities include those which may be disposed of prior to maturity. These
securities are reported at fair market value with unrealized gains and losses excluded from earnings and
reported as a separate component of shareholders’ equity, net of applicable taxes. At June 30, 2006, all
of the bank’s investment portfolio was categorized as Available-for-Sale.

The following table sets forth the composition of the bank’s investment portfolio, including
restricted equity securities, at June 30, 2006 and December 31, 2005 and 2004.

Investment Portfolio

June 30, 2006 December 31, 2005 December 31, 2004
Estimated Estimated Estimated
Amortized Fair Market Amortized Fair Market Amortized Fair Market
(Dollars in thousands) Cost Value Cost Value Cost Value
U.S. government and
agency securities $16,106 $15,936 $15,201 $15,062 $9,004 $8,924
Mortgage backed
securities 4,425 4,267 3,965 3,868 4,038 4,004
Corporate debt
securities - - 556 557 1,848 1,865
Equity securities
(includes FHLB
stock) 423 423 423 423 329 329
Total $20,954 $20,626 $20,145 $19,910 $15,219 $15,122

At June 30, 2006 and at December 31, 2005, obligations of the United States Government or its
agencies and mortgaged backed securities represented 100% and 97.2% of the investment portfolio,
respectively.
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The following tables present the maturity distribution of the estimated market value of the bank’s
investment securities at June 30, 2006 and December 31, 2005 and 2004. The weighted average yields are
presented based on anticipated maturities and are calculated on a pre-tax basis.

Investments Maturity Distribution

June 30, 2006

Due in Over one Over five
one year or less through five years through ten years Over ten years
(Dollars in Total
thousands) Amount Yield Amount Yield Amount Yield Amount  Yield Amount
U.S. government
and agency
securities $10,112 4.21% $5,824 5.15% - - - - $15,936
Mortgage-backed
securities - - 1,161 3.73% $641 4.03% $2,465 5.15%  $4,267
Corporate debt
securities - - - - - - - - -
Equity securities
(includes FHLB
stock) - - - - - - 423 - 423
Total $10,112 $6,985 $641 $2,888 $20,626
December 31, 2005
Due in Over one Over five
one year or less through five years through ten years Over ten years
(Dollars in Total
thousands) Amount Yield Amount Yield  Amount Yield Amount _Yield Amount
U.S. government
and agency
securities $3,953 2.31% $11,109 4.16% - - - - $15,062
Mortgage-backed
securities - 1,291 3.76%  $741 4.09% $1,836 4.26% 3,868
Corporate debt
securities 557 6.04% - - - - - - 557
Equity securities
(includes FHLB
stock) - - - - - - 4 - 423
Total $4,510 $12,400 $741 $2,259 $19,910
December 31, 2004
Due in Over one Over five
one_year or less through five years through ten years Over ten_years
(Dollars in Total
thousands) Amount Yield Amount Yield Amount Yield Amount Yield Amount
U.S. government
and agency
securities $1,000 1.80% $7,924 2.67% - - - - $8,924
Mortgage-backed
securities - - - - $2,664 3.711% $1,340 3.82% 4,004
Corporate debt
securities 1,286 4.12% 579 6.03% - - - - 1,865
Equity securities
(includes FHLB
Stock) - - - - - - 329 - 329
Total $2,286 $8,503 $2,664 $1,669 $15,122
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Loan Portfolio

The bank had total net loans (gross loans minus the allowance for loan losses and deferred loan
fees) of $86.9 million at June 30, 2006 reflecting a decrease of $323,000 or 0.4%, compared to total
loans for the year ended December 31, 2005. During this period the bank had several commercial real
estate projects that were completed and sold, resulting in the payoff of bank financing.

The following table sets forth the composition of the gross loan portfolio at June 30, 2006 and
December 31, 2005 and 2004.

Loan Portfolio Composition

June 30, 2006 December 31, 2005 December 31, 2004

Percent Percent Percent

of Total of Total of Total

(Dollars in thousands) Amounts Loans Amounts Loans Amounts Loans
Commercial $9,978 11.3% $ 8,796 9.9% $ 9,617 11.9%

Real estate:

Construction 8,993 10.2% 8,817 9.9% 4,750 5.9%
Commercial 53,820 60.8% 56,444 63.5% 50,478 62.5%
Residential mortgage 8,790 9.9% 11,082 12.5% 12,317 15.3%
Consumer 6,882 7.8% 3,704 4.2% 3,613 4.5%
Total $88,463 100.0% $88,843 100.0% $80,775 100.0%

Loans secured by real estate mortgages at June 30, 2006 were composed of 1-4 family residential
(9.9% of total loans), commercial real estate (60.8% of total loans) and construction loans (10.2% of total
loans). As noted in the above chart, residential mortgage loans have declined from 15.3% of the
portfolio at December 31, 2004 to 9.9% at June 30, 2006. We made a decision in 1998 to exit the
residential mortgage business as a lender, and began brokering those loans to a variety of lenders. Asa
consequence, that portfolio has gradually reduced, a process that was accelerated during the low interest
rate environment of 2003 to 2005. The decision to exit this business was driven, in part, by the desire to
reduce our interest rate sensitivity by focusing on variable and adjustable rate commercial, commercial
real estate and consumer lending, where the interest rates on our assets changed more consistently with
the rates on our liabilities. These changes should continue to positively impact our interest rate risk.

The following table sets forth the maturities and interest sensitivities of the bank’s gross loan
portfolio at June 30, 2006.

Loan Maturities & Interest Sensitivities

Due or
Repricing
within Due or Repricing after Due or Repricing
three Three after One Due or Repricing
months through Twelve Months through Five Years Over Five Years
(Dollars in . . . .
thousands) Amount Fixed Variable Fixed Variable Fixed Variable Total
Commercial $6,815 $358 $289 $1,328 $330 $858 - $9,978
Real Estate:
Construction 8,205 9 - 53 - 726 - 8,993
Commercial 8,582 2,653 10,813 1,438 27,108 3,226 - 53,820
Other 3,628 75 1,309 1,954 1,156 668 - 8,790
Consumer 996 1,190 - 3,507 - 1,189 - 6,882
Total $28,226 $4,285 $12,411 $8,280 $28,594 $6,667 - $88,463
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Loans with either fixed or variable interest rates are categorized above based upon their maturity
or repricing: less than three months; three to twelve months; one to five years; and over five years.
Variable interest rate loans include both loans subject to repricing on a fixed schedule and those with
floating interest rates tied to an index, such as prime rate. At June 30, 2006, the bank’s loans which
mature or re-price in less than one year totaled $44.9 million. Loans due after one year totaled $43.5
million of which $14.9 million have fixed interest rates and $28.6 million have variable interest rates.

The bank’s real estate loan portfolio is secured by office buildings, land for development, single
family homes and other real property located primarily in the Portland metropolitan area. Substantially
all of these loans are secured by first liens with initial loan to value ratios ranging from 50% to 90%
depending on the type of real property securing the loans.

The following table sets forth the maturities and interest sensitivities of the bank’s gross loan
portfolio at December 31, 2005.

Loan Maturities & Interest Sensitivities

Due or
Repricing
within Due or Repricing after Due or Repricing
three Three after One Due or Repricing
months through Twelve Months through Five Years Over Five Years
(Dollars in )
thousands) Amount Fixed Variable Fixed Variable Fixed Variable Total
Commercial $5,877 $423 $383 $1,025 $491 $597 - $8,796
Real Estate:
Construction 5,558 91 - 2,573 - 595 - 8,817
Commercial 10,000 173 10,676 1,356 30,509 3,730 - 56,444
Other 3,692 329 2,115 2,062 967 1,917 - 11,082
Consumer 929 1,518 - 1,257 - - - 3,704
Total $26,056 $2,534 $13,174 $8,273 $31,967 $6,839 - $88,843

Loans with either fixed or variable interest rates are categorized above based upon their maturity
or repricing: less than three months; three to twelve months; one to five years; and over five years.
Variable interest rate loans include both loans subject to repricing on a fixed schedule and those with
floating interest rates tied to an index, such as prime rate. At December 21, 2005, the bank’s loans which
mature or re-price in less than one year totaled $41.8 million. Loans due after one year totaled $47.1
million of which $15.1 million have fixed interest rates and $31.9 million have variable interest rates.

The bank’s real estate loan portfolio is secured by office buildings, land for development, single
family homes and other real property located primarily in the Portland metropolitan area. Substantially
all of these loans are secured by first liens with initial loan to value ratios ranging from 50% to 90%
depending on the type of real property securing the loans.
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Average Yields Earned and Rates Paid

The following tables show average daily balances and interest income or interest expense, with
the resulting average yield or rates by category of average earning asset or interest-bearing liability for
the periods indicated on a pre-tax basis. For the purpose of these analyses, non-accrual loans are
included in the average balance of loans.

For the Six Months Ended June 30,

2006 2005
Average Yield/ Average Yield/
(Dollars in thousands) Balance Interest Rate Balance Interest Rate
Assets:
Interest-earning assets:
Loans $86,407 $3,441 8.03% $82,509 2,939 7.18%
Investment securities 18,695 373 3.99% 14,210 214 3.01%
FHLB stock 423 - 0.00% 380 1 1%
Federal funds sold 5,960 139 4.70% 1,055 14 2.68%
Interest-bearing deposits 3,829 79 4.17% 2,519 30 2.38%
Average interest-earning
assets 115,314 4032 . 6.99% 100,673 3,198 6.35%
Allowance for possible loan
losses (1,233) (1,199)
Noninterest-bearing assets 11,289 10,493
Total average assets $125,370 $109,967
Liabilities and Shareholders’
Equity:
Interest-bearing liabilities:
Demand, savings, and
money market accounts 36,701 383 2.09% 27,446 101 0.74%
Time deposits 54,044 995 3.68% 52,418 685 2.61%
Other borrowings 9,819 302 6.15% 10,070 276 5.48%
Total interest-bearing
liabilities 100,564 1,680 3.34% 89,934 1,062 2.36%
Noninterest-bearing deposits 16,951 13,274
Other liabilities 677 205
Total shareholders' equity 7,178 6,554
Total average liabilities and
shareholders' equity $125,370 $109,967
Net interest income and net
interest margin $2,352 4.08% $2,136 4.24%
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@
o For the Year Ended December 31,
2005 2004
Average Yield/ Average Yield/
(Dollars in thousands) Balance Interest Rate Balance Interest Rate
Assets:
Interest-earning assets:
o Loans $ 86,393 $ 6,540 7.57% $ 77,290 $ 5,762 7.45%
Investment securities 13,893 444 3.19% 14,815 483 3.26%
FHLB stock . 402 1 0.34% 281 8 2.68%
Federal funds sold 1,888 65 3.46% 2,146 26 1.19%
Interest-bearing deposits 2,728 73 2.68% 2,369 107 4.50%
Average interest-earning
L assets 105,304 7,123 6.76% 96,901 6,386 6.59%
Allowance for possible loan
losses (1,235) (1,268)
Noninterest-bearing assets 10,639 9,396
Total average assets $ 114,708 $ 105,028
o

Liabilities and Shareholders’

Equity:

Interest-bearing liabilities:
Demand, savings, and

money market accounts 28,697 331 1.15% 33,343 278 0.83%
o Time deposits 54,297 1,592 2.93% 46,075 1,035 2.25%
Other borrowings 9,852 579 5.87% 5,280 406 7.69%
Total interest-bearing
liabilities 92,846 2,502 2.69% 84,698 1,719 2.03%
Noninterest-bearing deposits 14,593 11,919
Other liabilities 674 1,953
® Total shareholders' equity 6,595 6,458
Total average liabilities and
shareholders' equity $ 114,708 $ 105,028

Net interest income and net

® interest margin $ 4,621 4.39% $ 4,667 _4.82%
o

®
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L
For the Year Ended December 31,
2004 2003
o Average Yield/ Average Yield/
(Dollars in thousands) Balance Interest Rate Balance Interest Rate
Assets:
Interest-earning assets:
Loans $ 77,290 $ 5,762 7.45% $ 71,279 $5,421 7.61%
Investment securities 14,815 483 3.26% 9,152 346 3.78%
o FHLB stock 281 8 2.68% 200 11 5.50%
Federal funds sold 2,146 26 1.19% 3,840 43 1.12%
Interest-bearing deposits 2,369 107 4.50% 3,843 190 4.93%
Average interest-earning
assets 96,901 6,386 6.59% 88,314 6,011 6.81%
Allowance for possible loan
) losses (1,268) (1,100)
Noninterest-bearing assets 9,396 6,383
Total average assets $ 105,028 $ 93597
Liabilities and Shareholders'
o Equity:
Interest-bearing liabilities:
Demand, savings, and
money market accounts 33,343 278 0.83% 28,804 242 0.84%
Time deposits 46,075 1,035 2.25% 42,404 1,103 2.60%
Other borrowings 5,280 406 7.69% 6,862 391 5.70%
o Total interest-bearing
liabilities 84,698 1,719 2.03% 78,070 1,736 2.22%
Noninterest-bearing deposits 11,919 9,005
Other liabilities 1,953 307
Total shareholders' equity 6,458 6,215
Total average liabilities and
o shareholders' equity $ 105,028 $ 93,597
Net interest income and net
interest margin $ 4,667 4.82% $ 4275 4.84%
®
o
[
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The following tables show changes in interest income and expense as attributable to changes in
interest rates versus volume for the periods indicated. Changes not due solely to volume or rate, if
® applicable, are allocated proportionately between volume and rate.

For the Six Months Ended June 30,

2006 Versus 2005
Change Due to Rate Change Due to Volume Total Change
Increase (decrease) in interest
income:
Loans $362 $140 $502
Investment securities 91 68 159
FHLB stock m 0 )
Federal Funds sold 59 66 125
Interest-bearing deposits 33 16 49
Total interest income $544 $290 $834
Increase (decrease) in interest
expense:
Demand and savings
accounts $248 $34 $282
Time deposits 289 21 310
Other borrowings 33 ) 26
Total interest expense $570 $48 5618
Increase (decrease) in net
interest income $(26) $242 $216
For the Year Ended December 31,
2005 Versus 2004
Change Due to Rate Change Due to Volume Total Change
Increase (decrease) in interest
income:
Loans $99 $679 $778
Investment securities ) 30) 39
FHLB stock (10) 3 @)
Federal Funds sold 42 3) 39
Interest-bearing deposits (50) 16 (34
Total interest income $72 $665 $737
Increase (decrease) in interest
expense:
Demand and savings
accounts $92 $(39) $53
Time deposits 372 185 557
Other borrowings (179) 351 172
Total interest expense $285 $497 $782
Increase (decrease) in net
interest income $(213) $168 $(45)
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[ J
For the Year Ended December 31,
2004 Versus 2003
® Change Due to Rate Change Due to Volume Total Change
Increase (decrease) in interest
income:
Loans $(117) $458 $341
Investment securities an 214 137
FHLB stock 8 5 3)
| Federal Funds sold 2 (19) a7
Interest-bearing deposits 10) 3) (83)
Total interest income $(210) $585 $375
Increase (decrease) in interest
® expense:
Demand and savings
accounts $(2) $38 $36
Time deposits (164) 96 (68)
Other borrowings 105 (90) 15
Total interest expense $61) $44 $(17)
o
Increase (decrease) in net
interest income $(149) $541 $392
Deposits
® The bank’s primary sources of funds are interest-bearing deposits. The following table sets forth
the bank’s deposit structure at June 30, 2006 and December 31, 2005 and 2004:
Deposit Structure
June 30, 2006 December 31, 2005 December 31, 2004
o % Total % Total % Total
(Dollars in thousands) Amount Deposits Amount Deposits Amount Deposits
Noninterest-bearing
demand $18,247 17.0% $14,907 14.3% $12,058 13.4%
Interest-bearing demand 6,636 6.2% 5,011 4.8% 4,431 4.9%
® Money market 26,738 24.9% 17,942 17.2% 18,403 20.4%
Savings 6,175 5.8% 6,141 5.8% 6,624 7.4%
Certificates of deposit 49,474 46.1% 60,495 57.9% 48,566 53.9%
Total deposits $107,270 100.0% $104,496 100.0% $90,082 100.0%
o
L
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The following table presents a breakdown by category of the average amount of deposits and the
weighted average rate paid on deposits for the periods indicated:

o Average Deposits/Rate Paid
June 30, 2006 December 31, 2005 December 31, 2004
Average Avg. Rate Average Avg. Rate Average Avg. Rate
(Dollars in thousands) deposits Paid deposits Paid deposits Paid
® Noninterest-bearing
Demand $16,951 - $14,593 - $11,919 -
Interest-bearing demand 6,327 0.37% 5,247 0.19% 3,279 0.15%
Money Market 24,107 2.98% 16,781 1.75% 22,311 1.12%
Savings 6,267 0.49% 6,669 0.42% 7,753 0.30%
Certificates of deposit 54,044 3.71% 54,297 2.93% 46,075 2.25%
Total $107,696 2.58% $97,587 1.97% $91,337 1.44%
®
The following table indicates, as of the dates indicated, time certificates of deposit by the time
remaining until maturity:
(Dollars in thousands) Certificate of Deposit Maturities
® Under $100,000 June 30, 2006 December 31, 2005 December 31, 2004
Maturity in:
Three months or less $6,322 $6,609 $5,604
Over three through six months 4,924 7,255 2,791
Over six through twelve months 4,645 5,377 9,302
Over twelve months 5,026 6,699 3,960
PS Total $20,917 $25,940 $21,657
$100,000 and greater
Maturity in:
Three months or less $7,512 $11,760 $5,682
Over three through six months 14,851 7,432 6,303
Over six through twelve months 4,037 13,557 5,997
o Over twelve months 2,157 1,624 8,927
Total $28,557 $34,373 $26,909

<

The bank’s brokered deposits at June 30, 2006 totaled $19.1 million, or 17.8% of total deposits.

Of the brokered deposits, $18.9 million is attributable to the bank’s Certificate of Deposit Account
Registry System (CDARS) program, which is a program offered through the Promontory Interfinancial

e Network that allows banks to deposit customer’s large deposits into other federally-insured financial
institutions, in incremental amounts under $100,000, and retain the benefit of FDIC insurance on all of the
customer’s funds. In return for depositing customer funds into the network, the bank receives equal deposits
from other banks in the network. This program is designed to attract new money into the bank from
customers with FDIC insurance requirements.

Short-term Borrowings

Short-term borrowings are comprised of federal funds purchased. These instruments generally
mature from one to four days following the date of origination. The bank had no federal funds purchased at
June 30, 2006 or December 31, 2005, but had $1,000,000 outstanding at December 31, 2004, which carried
) an interest rate of 2.35%. During the periods ended December 31, 2005 and December 31, 2004, the
maximum balance outstanding of federal funds purchased at any month end occurring within each period
was $3,500,000, and $2,880,000, respectively. There were no federal funds purchased that were
outstanding during the six months ended June 30, 2006. The average balances outstanding during the
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periods ended December 31, 2005 and December 31, 2004 were approximately $827.000, and $142,000,
respectively, carrying weighted average interest rates of 3.46%, and 1.19%, respectively.

Credit Risk Management and Allowance for Loan Losses

Credit risk and exposure to loss are inherent parts of the banking business. Management seeks to
manage and minimize these risks through its loan and investment policies and loan review procedures.
Management establishes and continually reviews lending and investment criteria and approval
procedures that it believes reflect the risk sensitive nature of banking. Loan review procedures are set to
monitor adherence to the established criteria and to ensure that on a continuing basis such standards are
enforced and maintained.

Management’s objective in establishing lending and investment standards is to manage the risk
of loss and provide for income generation through pricing policies. To effectuate this policy, the bank
prices its loan products at a margin above the prime rate, the treasury constant maturity, and other indices
which it constantly monitors.

Management regularly reviews the loan portfolio and determines the amount of loans to be
charged off. In addition, management considers such factors as previous loan loss experience, prevailing
and anticipated economic conditions, industry concentrations and the overall quality of the loan portfolio.
Management uses available information to recognize losses on loans and real estate owned; however,
future additions to the allowances may be necessary based on changes in economic conditions. In
addition, various regulatory agencies, as an integral part of their examination process, periodically review
the allowances for losses on loans and real estate owned. Such agencies may require the bank to
recognize additions to the allowances based on their judgment about information available at the time of
their examinations. In addition, any loan or portion thereof that is classified as a “loss” by regulatory
examiners is charged-off. For the year ended December 31, 2005, the bank had net loan charge-offs of
approximately $181,000 and $95,000 through the first six months of 2006.

The allowance for loan losses is maintained at a level that management considers adequate to
provide for estimated losses based on evaluating known and inherent risks in the loan portfolio. The
allowance for loan losses is increased by charging operating expense. The allowance is reduced by loans
charged off and is increased by provisions charged to earnings and recoveries on loans previously
charged-off. The allowance is based on management’s periodic evaluation of factors underlying the
quality of the loan portfolio, including changes in the size and composition of the portfolio, actual loan
loss experience, current economic conditions, and detailed analysis of individual loans for which full
collectibility may not be assured. The evaluation is inherently subjective as it requires estimates that are
susceptible to significant revision as more information becomes available.

When information confirms that specific loans are uncollectible, these amounts are charged off
against the allowance for loan losses. The existence of some or all of the following criteria will generally
confirm that a loss has occurred: the loan is significantly delinquent 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 market value of the collateral is
significantly below the loan balance; and there is little or no near-term prospect for improvement.
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Allowance For Loan Loss Methodology

In estimating potential credit losses for individually-analyzed loans, all specific, relevant factors
affecting repayment will be analyzed. For pools of loans, potential credit losses will be based, to the
extent possible, on our historical net charge off rate on such pools or peer experience given like
conditions. While we may in part calculate our Allowance for Loan and Lease Losses (ALLL) based on
analysis of individual loans and in part based on pooled loans, the ALLL is intended to absorb all
potential credit losses and is not segregated for any particular group of loans.

We utilize three separate systems for risk identification: first, a loan grading and review system
to risk rate loans; second, a problem loan report to monitor classified loans; third, a loan review system to
serve as an audit backup to the bank’s loan management system.

At inception and on an on-going basis thereafter, management will prepare a Commercial Loan
Grading Sheet to risk rate the loans. Additionally, by following bank collection procedures, a loan’s
grade/risk rating is reassessed at 60 and 90 days delinquency, the latter requiring conversion to
nonaccrual status. All loans are graded on a scale of 1 to 8, with 1 representing “exceptional” loan
quality, 5 representing “satisfactory” quality loan, and 8 representing an “uncollectible” loan. For loans
that are pooled in each graded segment a reserve ratio is applied with higher reserve ratios required as
loan quality deteriorates.

Each month, a “watch list” report of all classified loans is prepared noting additions, deletions or
changes. This report includes a listing of all loans classified 5, 6 and 7, along with a summaries of
charged off and non-accrual loans. An additional status report of all loans over $100,000 is also
prepared.

We review the loan portfolio on a systematic basis. The purpose of the loan review is to provide
an audit backup to the bank’s loan management process by confirming grade/risk ratings; verifying that
loan officers are reporting problem loans properly; confirming that loans are being made in conformance
with bank policies, procedures and approvals; determining that there are no documentation or compliance
issues; monitoring the workout status of loans on the Problem Loan and Classified Loan Reports; and
providing reports to management and the Board Loan Committee.

Smaller loans or loans not severely criticized by the bank’s grading and loan review systems are
placed in pools with analysis and risk reserve allocation based on a percentage risk factor estimated from
statistical loss data, bank experience, and past and present conditions affecting the pools.

A loan downgraded to a 4 (Watch) risk rating or worse would indicate a higher potential credit
loss may exist for that loan. Once a loan is downgraded, the bank will evaluate the circumstances,
recognize the loss potential and establish an adequate reserve amount to cover the risk, either
individually or as part of a pool of loans. Commercial Real Estate loans with risk rating of 6
(Substandard) are individually reviewed based on the strength of the real estate collateral position with
appropriate adjustments made in the reserve amount. Any loan downgraded to a 7 (Doubtful)
classification, by its nature, contains loss exposure and is placed on non-accrual status. In calculating the
reserve, we apply a pooled percentage for these loans, which is then adjusted for individual loan
characteristics.

If the risk of loss increases, causing the loan to be re-assessed and re-graded, the pool assignment
is changed and the reserve allocation is increased. Through this process, by the time a loan has been
downgraded to a risk rating of 8 (Loss), the bank will be reserved at 100 percent of the loan amount.
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o
When the loan is charged off, the loan loss reserve will be decreased by the charge off amount and the
loan removed from the bank’s balance sheet.
o
Net charge offs for the periods ended June 30, 2006, December 31, 2005 and December 31, 2004
totaled $95,000, $181,000, and $581,000 respectively. Non performing loans at June 30, 2006,
December 31, 2005 and December 31 2004 totaled $244,000, $565,000 and $2.3 million respectively.
The improved performance of the loan portfolio, as demonstrated by reduced charge offs and nonaccrual
loan totals, enabled us to reduce the required provision for loan loss expense recognized in 2005 to
® $282,00 and $15,000 in the first six months of 2006 as compared to the $450,000 charged to expense in
2004.
The following table reflects the changes in the Allowance for Loan Losses as well as related
information regarding loans outstanding for the periods indicated.
g Summary of Credit Loss Experience and Related Information
Six months ended Year ended Year ended
(Dollars in thousands) June 30, 2006 December 31, 2005 December 31, 2004
Allowance for loan losses at beginning of period $1,258 $1,157 $1,288
®
Charge-offs:
Commercial 78 130 413
Real estate construction - - -
Real estate mortgage - - 200
Consumer 43 87 38
Total charge-offs 121 217 651
o
Recoveries:
Commercial 18 15 61
Real estate construction - - -
Real estate mortgage - 5 2
Consumer 8 16 7
Total recoveries 26 36 70
o
Net charge-offs 95 181 581
Provision charged to operations 15 282 450
Allowance for loan losses at end of period $1,178 $1,258 $1,157
L .
Loans outstanding:
End of period $88,463 $88,842 $80,775
Average during the period $86,407 $86,393 $77,290
Ratio of allowance for credit losses at end of period
to:
Loans outstanding at end of period 1.33% 1.42% 1.43%
o Average loans outstanding during the period 1.36% 1.46% 1.50%
Ratio of net charge-offs (annualized) during the
period to average loans outstanding during the 22% 0.21% 0.75%
period
L
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The allowance for loan losses is allocated as shown below based on evaluations of past history
and the composition of the loan portfolio. Since these factors are subject to change, the current
allocation of the allowance is not necessarily indicative of the breakdown of future losses.

Allocation of Allowance for Loan Losses

June 30, 2006 December 31, 2005 December 31, 2004
(Dollars in thousands)
Allocation Percentage Allocation Percentage Allocation Percentage

Commercial $130 11.0% $126 10.0% $139 12.0%
Real estate 836 71.0% 943 75.0% 890 77.0%
Construction 118 10.0% 126 10.0% 69 6.0%
Consumer 94 8.0% 63 5.0% 59 5.0%

Total $1,178 100.0% $1,258 100.0% $1,157 100.0%

Accrual of interest is discontinued when there is reasonable doubt as to the full, timely collection
of interest or principal. When a loan becomes contractually past due 90 days with respect to interest or
principal, it is reviewed and a determination is made as to whether it should be placed on nonaccrual
status. When a loan is placed on nonaccrual status, all interest previously accrued but not collected is
reversed against current period interest income. Income on such loans is then recognized only to the
extent that cash is received and where the future collection of principal is probable. Interest accruals are
resumed on such loans only when they are brought fully current with respect to principal and interest and
when, in the judgment of management, the loans are estimated to be fully collectible as to principal and
interest. Restructured loans are those loans on which concessions in terms have been granted because of
a borrower’s financial difficulty. Interest is generally accrued on such loans in accordance with the new

terms.

The following table sets forth information regarding the bank’s non-performing loans on the
dates indicated.

Nonaccrual, Past Due and Restructured Loans

June 30, 2006 December 31, 2005 December 31, 2004

(Dollars in thousands)
Loans accounted for on a nonaccrual

basis $96 $513 $2,123
Accruing loans which are contractually

past due 90 days or more 148 52 186
Restructured loans - - -

Total $244 $565 $2,309

As of June, 2006, the bank had seven loans on nonaccrual status. All seven loans are small loans
being actively worked by the bank and are all considered fully collectible. For the six months ended June
30, 2006, we recognized $7,175 in interest on these seven loans. The balance as of December 31, 2005
included one large loan making up 61% of the dollar amount outstanding of the eight loans on nonaccrual
status at that time. This loan was paid off in full on April 10, 2006. The large total amount of loans on
nonaccrual status as of December 31, 2004 was dominated by one large problem loan that was secured by
real estate. This loan was paid in full from the sale of property on November 7, 2005.
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The following table shows the amount of loans by type that were 90 days or more past due, on
nonaccrual status, restructured and lost interest at June 30, 2006, December 31, 2005 and 2004.

Past Due, Nonaccrual and Restructured by Loan Type

(Dollars in thousands)

90 Days or More
Nonaccrual Past Due Restructured Lost Interest
6/30/06 12/31/05 12/31/04  6/30/06 12/31/05 12/31/04  6/30/06 12/31/05 12/31/04 6/30/06  12/31/05  12/31/04

® Commercial $66 $219 $24 $94
Real estate 19 290 1,952 49
Consumer 11 4 147 S

Total 3—;_16 $513 $2.123 $148

$10
176

$186
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Liquidity Management

® The bank has adopted policies to maintain a relatively liquid position to enable it to respond to
changes in the financial environment and ensure sufficient funds are available to meet customers’ needs
for borrowing and deposit withdrawals. Generally, the bank’s major sources of liquidity are customer
deposits, sales and maturities of investment securities, the use of borrowings through repurchase
agreements, Federal Funds purchased, Federal Home Loan Bank (FHLB) advances, and the net cash
provided by operating activities. As of June 30, 2006, unused and available lines of credit totaled $14.9
million from FHLB’s “Advances, Security and Deposit Agreement” and $6.0 million from correspondent
banks. In July 2006, we were granted the right to expand our collateral with the FHLB to include
commercial real estate loans. This approval increased our borrowing capacity by $11.8 million, but is
not reflected at June 30, 2006. Scheduled loan repayments are a relatively stable source of funds, while
deposit inflows and unscheduled loan prepayments are not as stable because they are influenced by

o general interest rate levels, competing interest rates available on other investments, market competition,
economic conditions, and other factors. Liquid asset balances include cash, amounts due from other
banks, Federal Funds sold, and securities available-for-sale. At June 30, 2006, these liquid assets totaled
$27.0 million or 21.7% of total assets as compared to $25.4 million or 20.8% of total assets at December
31, 2005. Total liquid assets of $25.4 million as of December 31, 2005, compare to $19.0 million or
17.6% of total assets at December 31, 2004. Liquidity increased during 2005 as a result of deposit
growth from the new branches.

In periods in which deposit growth exceeds loan growth, the excess liquidity is invested in fixed
income securities and pledged as collateral for future borrowing needs. Securities may also be sold to
fund loan demand or deposit withdrawals. Recently, rising interest rates have decreased the market value

o of our investment portfolio, thus limiting our willingness to sell securities and realize losses. To the
extent of our borrowing capacity, we rely on pledged securities and loans to fund liquidity needs. At the
onset of recessions, financial institutions tend to see strong deposit growth, but as the economy improves
we compete with alternative investments such as equity securities, mutual funds and real estate
investments. The improving economy has drastically increased competition for consumer deposits over
the past three years with competition for deposits coming both locally and nationally from banks, credit

® unions, and investment advisory firms. We have the ability to attract deposits nationally through the
QwickRate network, which matches buyers and sellers of certificates of deposit. We pay no transaction
fees for QwickRate deposits and they are not considered brokered deposits for regulatory purposes, but
we may have to pay higher rates than currently offered to attract deposits.

P During the first half of 2006, we did not aggressively compete for certificates of deposits because
time deposits have been expensive relative to money market deposits. As loan demand began to out pace
deposit growth, we would attempt to attract deposits rapidly by posting aggressive rates both locally and
nationally. In anticipation that the Federal Open Market Committee would slow or halt the increases in
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the federal funds rate during 2006, we took steps to reduce the overall level of certificate of deposits and
aggressively marketed money market accounts. During the first six months of 2006, total deposits grew
by $2.8 million which is comprised of a reduction in certificates of deposit of $11.0 million and increases
in non-interest demand, interest demand and money market deposits of $3.3 million, $1.6 million and
$8.8 million, respectively. Management believes that this shift in deposit composition will better
position the bank in the event short term interest rates decline. Agency securities maturing in January
2007 total $7.3 million and were purchased to match large certificates of deposit liabilities maturing in
the same period.

The bank has $44 million of certificates of deposit maturing in the next twelve months, which
exceeds our primary and secondary liquidity of $35 million. As stated above, we have not aggressively
competed for certificate accounts during 2006, which has resulted in renewal rates averaging 65%. Some
of these non-renewals have moved in to our money market product. Retaining the certificate of deposit
at maturity is primarily a function of interest rate; therefore to that extent, we can control retaining
certificates of deposit by increasing our interest rate paid. The average cost of funds related to all
certificates of deposit held at the bank for the six month period ending June 30, 2006 was 3.71%. Our
average offering rate for six month and twelve month certificates was 4.25% and 4.80%, respectively, as
of August 15, 2006. We expect the renewal rate to be at least 65% on those certificates of deposits
maturing in the next twelve months. A runoff in existing certificates of deposit, estimated at not more
than $15.4 million, would be covered by new certificates opened in market and nationally as discussed
above and through utilization of our credit lines. Retaining maturing certificates of deposit and attracting
new deposits for six month and twelve month terms may require us to offer rates as high as 5.50%.

When liquidity is needed, we have historically raised deposits through QwickRate network at a pace of
$1 million per week. See “Yields Earned and Rates Paid” tables beginning on page 51 for further
analysis of average deposits and rates.

Analysis of liquidity includes a review of the changes that appear in the consolidated statements
of cash flows for the period ended June 30, 2006. The statement of cash flows includes operating,
investing, and financing categories. Operating activities include net income of $104,947 and net cash
outflows of $140,380 from adjustments for non-cash items and changes in cash due to changes in certain
assets and liabilities. Investing activities consist primarily of both proceeds from and purchases of
securities and the impact of the net growth in loans. Financing activities include the cash flows
associated with the change in deposit accounts, changes in long-term and other borrowings, the issuance
of trust preferred securities and various shareholder transactions.
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The following table summarizes the major sources, uses and changes in cash flows for the three
months ended June 30, 2006 and 2005 and for the years ended December 31, 2005, 2004 and 2003:

Cash Flow Analysis
For the six month period ended For the year ended
June 30, December 31,
2006 2005 2005 2004 2003

Operating activities
Net income $104,947 $147,538 $672,088 $73,056 $570,060
Non-cash adjustments to net

income 163,189 119,447 487,016 556,017 679,390
Changes in other assets and

liabilities (303,569) 93,801 241,924 76,733 (226,560}
Cash flows from operating

activities (35,433) 360,786 1,401,028 705,806 1,022,890
Investing activities
Net decrease (increase) in

investments (805,293) 3,266,563 (3,612,592) (2,994,898) (5,052,776)
Net decrease (increase) in

loans 307,514 (4,693,484) (8,183,578) (4,514,716) (13,463,278)
Net decrease (increase) in

other assets (1,280,545) (40,476) 105,445 (1,829,820) (4,682,999)
Cash flows from investing

activities (1,778,324) (1,467,397) (11,690,725} (9,339,434) (23,199,053)
Financing activities
Net increase (decrease) in

deposits 2,774,773 505,687 14,413,279 1,115,879 18,613,489
Net increase (decrease) in

borrowings (119,521) 1,880,924 (1,238,368) 3,326,963 4,660,723
Net increase (decrease) in

shareholders' equity 74,152 57,409 62,946 138,780 (356,495)
Cash flows from financing

activities 2,729,404 2,444,020 13,237,857 4,581,622 22917,717
Net changes in cash flows $915,647 $1,337,409 $2,948,160 ($4,052,006) $741,554

For the six months ended June 30, 2006, the bank utilized approximately $35,000 of cash from
its operating activities, compared to the same period in 2005, during which it generated approximately
$361,000 of cash from operations. The primary difference in operating cash flows between periods
resulted from increased cash payments for accrued tax liabilities arising from increased taxable income
for the year ended December 31, 2005 compared to the year ended December 31, 2004. For the six
months ended June 30, 2006, the bank utilized approximately $310,000 more cash for investing activities
than it used for the six months ended June 30, 2005. This increase primarily resulted from the addition
of branch facilities during the first six months of 2006. For the six months ended June 30, 2006, the bank
generated approximately $285,000 more cash from financing activities than for the same period in 2005.
This resulted principally from the acquisition of additional customer deposits net of repayments on
borrowings during 2006.

For the year ended December 31, 2005, the bank generated approximately $695,000 more cash
from operating activities than for the year ended December 31, 2004, due primarily to increased net
income in 2005 compared to 2004. The bank used approximately $2.4 million more cash for investing
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activities in 2005 compared to 2004 primarily to fund loan growth year over year. Financing activities in
2005 generated approximately $8.7 million more cash in 2005 compared to 2004 primarily due to
substantial deposit growth in 2005.

For the year ended December 31, 2004, the bank generated approximately $317,000 less cash
from operations than it did in 2003, due primarily to decreased net income in 2004 compared to 2003.
The bank used approximately $13.9 million less cash in investing activities during 2004 compared to
2003 due principally to lower loan growth year over year. Also, financing activities generated
approximately $18.3 million less cash in 2004 compared to that generated in 2003, principally due to
slower deposit growth in 2004 compared to 2003.

At June 30, 2006, the bank had outstanding unfunded lending commitments of $15.6 million.
Nearly all of these commitments represented unused portions of credit lines available to businesses.
Based on historical data, management has determined that up to 20% of the aggregate commitments are
likely to be fully drawn upon and, accordingly, the aggregate commitments do not necessarily represent
future cash requirements. Management believes the bank’s sources of liquidity are sufficient to meet
likely calls on outstanding commitments, although there can be no assurance in this regard.

The bank’s primary and secondary sources of liquidity as of June 30, 2006, are shown below:

Primary Liquidity
Cash and due from banks $2,339
AFS securities (estimated unpledged) 568

Federal funds sold and interest
bearing deposits with other

banks 2,996
Estimated cash flow from loans/securities (90 days) 9,144
Total primary liquidity 15,047

Secondary Sources of Liquidity
Available balances and lines of credit from

correspondent banks 20,416
Total secondary sources of liquidity 20,416
Total primary and secondary liquidity $35,463
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Capital
® . L o
For regulatory purposes, both the bank and holding company must maintain certain capital ratios.
As a single bank holding company, the bank’s ratios are most significant. Actual capital amounts and
ratios are presented in the following table for both the company and the bank, as well as the regulatory
requirements for minimum capital adequacy and the minimum to be considered “well capitalized.”
o Minimum Capital
Actual Adequacy Well Capitalized
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio
June 30, 2006
Total Capital
(to risk-weighted assets)
o Albina Community Bancorp ~ $14,635 14.6% $8,015 8% - N/A
Albina Community Bank $11,825 12.0% $7,092 8% $9,878 10%
Tier I Capital
(to risk-weighted assets)
Albina Community Bancorp $9,943 9.9% $4,007 4% - N/A
Albina Community Bank $10,647 10.8% $3,951 4% $5,927 6%
o Leverage (Tier 1 to avg. assets)
Albina Community Bancorp $9,943 8.0% $4,994 4% - N/A
Albina Community Bank $10,647 8.6% $4,927 4% $6,159 5%
December 31, 2005
P Total Capital
(to risk-weighted assets)
Albina Community Bancorp  $14,491 14.8% $7,844 8% - N/A
Albina Community Bank $11,669 12.0% $7,757 8% $9,697 10%
Tier I Capital
(to risk-weighted assets)
@ Albina Community Bancorp $9,687 9.2% $3,922 4% - N/A
Albina Community Bank $10,456 10.8% $3,879 4% $5,818 6%
Leverage (Tier | to avg. assets)
Albina Community Bancorp $9,687 8.4% $4,603 4% - N/A
Albina Community Bank $10,456 8.8% $4,739 4% $5,923 5%
@
December 31, 2004
Total Capital
(to risk-weighted assets)
Albina Community Bancorp ~ $13,654 15.4% $7,067 8% - N/A
® Albina Community Bank $10,706 12.5% $6,869 8% $8,587 10%
Tier I Capital
(to risk-weighted assets)
Albina Community Bancorp $8,636 9.8% $3,534 4% - N/A
Albina Community Bank $9,632 11.2% $3,435 4% $5,152 6%
PY Leverage (Tier | to avg. assets)
Albina Community Bancorp $8,636 7.9% $4,365 4% - N/A
Albina Community Bank $9,632 9.2% $4,183 4% $5,229 5%
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In March 2003, we formed a wholly-owned Connecticut statutory business trust, Albina Statutory
Trust I, which issued $4 million of guaranteed, undivided beneficial interests in floating rate Junior
Subordinated Deferrable Interest Debentures. These debentures are subject to fixed rate of 6.40%
through March 2008, after that date the rate adjusts every three months to the applicable three-month
London Interbank Offering Rate plus 3.15% These debentures may be redeemed as of March 2008 and
mature in March 2033. The proceeds were used to redeem outstanding Series C Preferred stock, to
redeem subordinated debentures, and to fund continued growth.

In May 2004, we formed Albina Statutory Trust II, which issued $2 million in trust preferred
securities. These securities are referred to as trust preferred securities. The rate on these debentures
adjusts every three months to the applicable London Interbank Offering Rate plus 2.75%, which at
December 31, 2005 was 5.23%. These debentures are redeemable after March 2010 and mature in March
2034.

The trust preferred securities qualify as Tier 1 capital under regulatory guidelines, but for
financial statement reporting purposes, trust preferred securities are reported as long term debt. For
purposes of computing return on average equity and the return on average assets, the trust preferred
securities are excluded from equity under generally accepted accounting principles while required
payments on the securities are recorded as interest expense.

Our strategic plan involves two possible capital expenditures within the next two years. The
lease on our administrative space expires December 31, 2007 and we intend to relocate our
administrative offices prior to that date. We also are continuously exploring opportunities for branch
expansion. Tenant improvements on each of these new facilities are estimated to range between
$750,000 and $1 million. There are currently no definitive plans for these capital expenditures and our
strategy may depend on the bank’s ability to attract additional deposits with which to fund these projects.
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DIRECTORS AND EXECUTIVE OFFICERS
Information about our Directors

The company’s board of directors is currently composed of nine directors who serve staggered
three-year terms on the board. Of these directors, four also serve on the bank’s board of directors, which
in total has seven directors. Directors terms expire as follows: Fisker-Tolbert, Foster and Holden in
2007; Bradshaw, Gilbert, and McKean in 2008; and Dixon, Henderson, and Woolley in 2009.

The following is information about the directors of the company and the bank:
Company Directors

James R. Bradshaw, age 47, has served as a director of the company since 2003 and a director
of Albina Community Bank since 1996. Mr. Bradshaw chairs the Audit Committee and serves on the
Joint Bank/Bancorp Executive Committee and the bank’s Board Loan Committee and Asset & Liability
Committee. He has been Vice President and Senior Research Analyst at D.A. Davidson & Co. since 2000
and has served as a director of D.A. Davidson since February 1, 2005. Prior to joining D.A. Davidson,
he was Senior Vice President at Pacific Crest Securities, Inc., a Portland based investment banking firm,
as an investment research analyst focusing on financial institutions from 1992-1999, and senior bank
examiner for the State of California Banking Department from 1984-1990.

John W. “Rocky” Dixon, age 50, was elected to the board in 2006. Mr. Dixon is Co-Founder
and Managing Partner of Endeavor Capital (2001-present), where he is responsible for originating and
making new investments, monitoring portfolio management, and recruiting and training new associates.
From 1985 to 1991 he was West Coast Director of the Earl Kinship Capital Corporation where he
worked with venture capital, real estate, gas and oil exploration and retail. He was Co-Founder of
Support Technologies (a computer test equipment company) and worked there from 1983 to 1985.
Before that time, he worked for Stanley Tools in Marketing and Sales Management from 1979 to1983.
Mr. Dixon sits on numerous boards including Bi Mart Corporation; Michaels of Oregon; Oregon Public
Broadcasting; Lewis and Clark College; Oregon Health Sciences University; and the Oregon Wildlife
Heritage Foundation. He also serves on the advisory boards of Ecotrust and Three Rivers Conservancy.

Valencia R. Tolbert-Fisker (“Lindy Fisker”), age 47, was elected to the board in 2006. Ms.
Fisker works for PGE, Federal Regulatory Affairs, Federal Energy Regulatory Commission (since 2001),
where she is responsible for all aspects of interpreting and implementing federal energy regulations,
regulatory filings, electric tariff revisions and monitors and submits written corporate comments on
proposed federal regulations. She was employed by PGE in the Utility Asset Management Department as
Contract Manager and supervisor of administrative support staff (1999-2001); in Transmission
Reliability and Services (1996-1999), where she was responsible for FERC regulatory and compliance
matters; and as PGE General Counsel from 1994 to 1996. Before her career at PGE, Ms. Fisker worked
as a Deputy City Attorney for the City of Portland from 1990 to 1994 in litigation, code enforcement, and
advisement. She has served on the Oregon Liquor Control Commission since 2000. Previous
directorship positions included: PACE Credit Union Chair (2001-2005); Understanding Racism
Foundation (1999-2000); Portland Community Reinvestment Initiative ([non-profit] 1994-1997); and
Urban League of Portland (2001-2004).

Ted K. Gilbert, age 54, has served as a director of the company since 1995. Mr. Gilbert serves

as a representative of the company on the bank’s Real Estate committee. Since 1989 he has been the
President of Baron Equities And Resources, Inc., a firm specializing in real estate acquisition and
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development, and has been actively involved in real estate investment and management since 1973. Heis
Chairman of HOST Development, Inc., a non-profit developer of affordable home ownership and
Chairman of Portland Affordable Housing Preservation Trust.

Bernard V. Foster, age 65, has served as a director of the company since 1996. Since 1975, he
has been the owner and publisher of The Skanner News Group, consisting of two newspapers, The
Portland Skanner and The Seattle Skanner, and a radio station, KEUG 105.5FM. He is also President of
The West Coast Black Publishers Association; served on Oregon’s state banking board from 1991 to
1994; a member of the State Board of Pharmacy; Chairman of the African American Alliance for
Homeownership; and involved in many community organizations and activities, including the
Thanksgiving and Christmas food drives, and the Annual Martin Luther King Jr. Prayer Breakfast.

Michael C. Henderson, age 59, has served as Chairman of the Board of the company since
1995, and has served as Chairman of the Board of Albina Community Bank since 1995. Mr. Henderson
is chair of the Joint Bank/Bancorp Executive Committee and serves on the Audit Committee, as well as
on the bank Board Loan Committee as an alternate. Mr. Henderson served as President and Chief
Executive Officer of several Pacificorp subsidiaries, including PacifiCorp Holdings, a diversified holder
of financial services, power generation and telecommunications operations, from 1995 until his
retirement in 1998. Since his retirement, he had had the following short term engagements: between
2002 and 2004, he was employed by the bank on special projects; between 2002 and 2004 he also served
as Chairman of the Board of Prolifiq Software, a digital marketing firm; 1998 until 2001, he was
President of Pinemeadow Group, a consumer products company. He holds director positions at Longview
Fibre, Inc., (2001-present), North Pacific Group, Inc., and Prolifiq Software (2001-present), and was
previously a director at Portland Family of Funds (2002-2006).

Sheila D. Holden, age 51, has served as a director of the company since 1994. She has been
employed by PacifiCorp as Pacific Power Regional Community Manager since 2002. From 1976 to 2002
Ms. Holden held several management positions within PacifiCorp including: District Manager, General
Manager and Customer Service Manager of Pacific Portland Field Operations. Ms Holden led
PacifiCorp’s local community and business development efforts for 15 years and helped form River East
Progress, Northeast Portland’s first local development corporation.

Robert L. McKean, age 54, has been President and Chief Executive Officer of the company and
of Albina Community Bank since 1999 and has also served as a director of both since 1999. Mr.
McKean serves on the Joint Bank/Bancorp Executive Committee, chairs the bank’s Real Estate
Committee, and serves on the bank’s Board Loan Committee and Asset & Liability Committee. He was
previously President and Chief Executive Officer of New Century Bank (1997-1999), a bank in
organization in Spokane, Washington; President and Chief Executive Officer of United Security Bank
(1995-1996), Spokane; Senior Vice President and Manager, Retail Banking Division, Bank One
Cleveland, NA (1993-1995); and spent 18 years with Seattle-First National Bank (1975-1993), including
5 years as Regional Vice President, Central Region. He is also the Immediate Past Chairman of the
Board for Junior Achievement-Columbia Empire, Inc.; Vice Chair and Chair-elect of the Board of the
Community Development Bankers Association; serves on the Boards of N/NE Economic Development
Alliance; Immediate Past Chairman of Metropolitan Family Service; Regional Vice-Chair of the National
Bankers Association; former director of the Oregon Bankers Association; former Chair of the Interstate
MAX Business Support Task Force; and former member of the Multnomah-Washington Counties
Regional Investment Board.

Jeana M. Woolley, age 54, has served as a director of the company since 1993, and has served
as a director of Albina Community Bank since 1997. Ms. Woolley was elected to the board by our Series
A Preferred shareholder, Northeast Portland Community Development Trust. See “SIGNIFICANT
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SHAREHOLDER.” Ms. Woolley serves on the Joint Bank/Bancorp Executive Committee and the Audit
Committee and the bank’s Board Loan Committee, Asset & Liability Committee, and Real Estate
Committee. She has been President and principal of JM Woolley & Associates, a planning and
development consulting firm since 1991; Chairperson of the Northeast Portland Development Trust, the
company’s largest shareholder and the holder of the Series A Preferred Stock; a director of N/NE
Economic Development Alliance; a director of the N/NE Workforce Center Board; a director of the
Enterprise Zone Business Community Contributions Advisory Board; and a director of the Walker
Institute.

Bank Directors

In addition to directors Bradshaw, Henderson, McKean, and Woolley who also serve on the
company’s board, the following persons are directors of the bank:

Graham C. Bryce, age 65, has served as a director of the bank since 1995. Mr. Bryce is chair of
the bank’s Board Loan Committee and of the Asset & Liability Committee and serves on the bank’s Real
Estate Committee. He has been President of QG Investment Company, a real estate investment company,
since 1986. Mr. Bryce has extensive prior experience in the banking and financial services industry,
holding positions as an officer at Mellon Bank, Wells Fargo Bank and Orbanco Financial Services from
1963 to 1986. He also served as a director of Sprouse-Reitz Stores, Inc., which was liquidated in 1994.
For 26 years he has been a Director for Milne Construction Company, which specializes in building
concrete mausoleums. Mr. Bryce holds a MBA from Northwestern University.

_ Howard M. Shapiro, age 74, has served as a director of the bank since its inception in 1994, and
is Vice Chairman of the bank’s board of directors. Mr. Shapiro serves on the Joint Bank/Bancorp
Executive Committee and on the bank’s Board Loan Committee. Mr. Shapiro has been an independent
business consultant since 1981 and serves on the boards of several charitable and community
organizations including the Housing Authority of Portland, the Portland Institution for Contemporary Art
and Camp Caldera. He also serves on the board of The Nation Magazine, the Multnomah County
Investment Council (since 1998) and Rejuvenation Lamp & Fixture Company (since 2002).

Sheryl Manning, age 47, was appointed as a director of the bank in April 2006. Ms. Manning
currently serves on the board of the Metropolitan Exposition Recreation Commission (beginning Jan.
2003), which manages regional facilities, including the Oregon Convention Center, the Portland
Exposition Center and the Portland Center for the Performing Arts; and the board of Classic Wines
Auction, Inc., a non-profit entity that raises money for children and families in the Portland
metropolitan area. Ms. Manning most recently worked as a senior manager with Arthur Anderson from
2000-2002, where she was involved with business development for key accounts. She worked for
Arthur Anderson LLP from 1987-1990, and Coopers & Lybrand LLP (now PricewaterhouseCoopers)
from 1981 to 1987 where she administered audit and special project engagements for a broad range of
clients, ranging from small start-up companies to large publicly-held companies, with strong
concentrations in technology and manufacturing companies, and financial reporting and SEC filings.

No director or executive officer of the company or the bank has a direct family relationship with
another director or executive officer of the company or the bank. The board of directors has reviewed
each board member’s relationship to the company to determine board independence, and has determined
that all directors other than Mr. McKean are independent.
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Board Committees

The company’s board has two committees: the Joint Bank/Bancorp Executive Committee and the
Audit Committee. The Executive Committee, which meets when needed throughout the year, serves as
the Compensation Committee and otherwise fulfills functions for the boards of directors of the company
or the bank when the full boards are not scheduled to meet. Members include Messrs. Henderson
(Chair), Bradshaw, McKean, Shapiro, and Ms. Woolley. The Audit Committee reviews the scope of
internal and external audit activities and the results of the company’s annual audit. The Audit Committee
meets quarterly. Audit Committee members include Messrs. Bradshaw (Chair) and Henderson, and Ms.
Woolley.

The bank’s board has four committees: the Joint Bank/Bancorp Executive Committee, the Board
Loan Committee, the Asset & Liability Committee and the Real Estate Committee. The Bank Board
Loan Committee approves loans in excess of management’s approval authority, reviews the loan
portfolio for safety and soundness, monitors concentrations in industry and loan types, and oversees the
bank’s loan policy. The Board Loan Committee meets at least monthly. Members of the Bank Board
Loan Committee include Messrs. Bryce (Chair), Bradshaw, Henderson (as alternate), McKean, and
Shapiro and Ms. Woolley. The Asset & Liability Committee monitors compliance with the board’s
established guidelines for asset and liability management and reviews and approves investments. This
committee meets quarterly. Its members include Messrs. Bryce (Chair), Bradshaw, McKean and Ms.
Woolley. The bank’s Real Estate Committee reviews potential real estate acquisitions or lease
arrangements for new branch, administrative office, or ATM locations and meets as needed. This
committee’s members include Messrs. McKean (Chair), Bryce, and Gilbert (as representative from the
company’s board of directors), and Ms. Woolley.

Information about our Executive Officers
In addition to Robert McKean, President and CEO, the bank has four other executive officers:

Cheryl L. Cebula, age 54, has served as Senior Vice President and Chief Operating Officer of
the bank since November 2003. Ms. Cebula was promoted to Executive Vice President in February
2005. Prior to joining the bank, Ms. Cebula was Senior Vice President and Manager of Operations for
Bank of the Northwest/Pacific Northwest Bank (1998-2003). She has 30 years experience in the banking
industry, including Senior Vice President role at U.S. Bank (1993-1998). Ms. Cebula serves on the board
of Young Audiences of Oregon and Southwest Washington.

Greg Froman, age 58, joined the bank as Senior Vice President and Chief Credit Officer in
March of 2005. Prior to joining the bank, Mr. Froman was Vice President and Relationship Manager
with KeyBank’s Commercial Banking Division in Portland from 2004 to 2005. Mr. Froman’s banking
experience spans more than 31 years, including 29 years with US Bank of Oregon (1975-2004). At US
Bank, Mr. Froman held a number of senior credit and lending positions. Mr. Froman serves as a member
of the board of directors of Junior Achievement — Columbia Empire, Inc.

James J. Schlotfeldt, age 43, joined the bank in April 2006 as Senior Vice President and Chief
Financial Officer. Before joining the bank, Mr. Schlotfeldt served as Chief Financial Officer of Unitus
Community Credit Union in Portland, Oregon since 1998 and was a Fiscal Affairs Manager with Unitus
from 1992 to 1998. From 1985 to 1992 Mr. Schlotfeldt was employed by Liberty Northwest Insurance
Corporation, holding various accounting positions including Assistant Controller. Mr. Schlotfeldt is a
Certified Public Accountant, licensed in the State of Washington.
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Mark Yee, age 41, joined the bank on June 14, 2006 as Senior Vice President and Chief Lending
Officer. Mr. Yee began his banking career with US Bancorp in 1982 starting as a work/college trainee.
o After stints in commercial lending and branch management, he left US Bancorp in 1999 to work for
Portland Teacher’s Credit Union as a Branch Manager. Mr. Yee returned to US Bancorp in 2001 as Vice
President and Sales Manager for Small Business Banking. He was then promoted in 2004 to Senior Vice
President and Regional Manager for Small Business Banking. Mr. Yee has over 23 years experience in
banking, including 11 years of commercial lending and five years of branch management experience.
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MANAGEMENT COMPENSATION AND TRANSACTIONS
Compensation of Directors and Officers

Directors. Each outside director of the company and of the bank receives $500 for each board
meeting attended and $200 for each committee meeting attended. In 2003, each director, including inside
directors, received options to purchase 1,649 shares of common stock at an exercise price of $5.45 per
share (adjusted for all subsequent stock dividends), all of which are fully vested. In 2004, each director,
including inside directors, received an option to purchase 1,239 shares of common stock at an exercise
price of $6.82 per share (adjusted for all subsequent stock dividends). These options grants were for a
period of 10 years, vesting over a three year period and the exercise price was set at the fair market value
at the date of grant. Directors are entitled to participate in the company’s health insurance plan.

Executive Officers. The following table sets forth the aggregate compensation paid by Albina
Community Bank to its three most highly paid executive officers during 2005 and the aggregate
estimated compensation for 2006. Executives do not receive additional compensation for their service to
the holding company.

Name Of Individual Capacities In Which 2005 Aggregate 2006 Estimated

Or Identity Of Group Remuneration Was Received Compensation  Compensation
Robert McKean President and Chief Executive Officer (1) (2) $179,231 $250,319
Cheryl Cebula EVP, Chief Operating Officer $136,692 $173,975
Greg Froman SVP, Chief Credit Officer (3) $71,981 $152,766

¢)) Serves in the same capacities for both Albina Community Bancorp and Albina Community Bank.

) Included in this amount for Mr. McKean is $8,897 for his car allowance and related taxes.

3) Mr. Froman joined the company in April 2005.

Employment Contracts

The company has entered into an employment agreement with our Chief Executive Officer,
Robert McKean, dated April 1, 2005. The agreement expires April 1, 2009, subject to the company’s
option to renew. The agreement provides that in addition to his base salary, Mr. McKean is entitled to
receive an after-tax auto allowance of $600 per month, five weeks vacation per year, life insurance, and
is entitled to participate in a performance-based bonus plan with a target bonus of 40% of his base salary
of $172,500. Either party may terminate the agreement without cause on 60 days notice. If Mr. McKean
is terminated by the company without cause he will be entitled to a lump sum severance payment equal to
his annual base salary. If he is terminated without cause within 12 months after a change in control, his
severance payment is two times his annual base salary. A change in control is defined as any person or
group acquiring 25% or more of the voting power (not including Northeast Portland Community
Development Trust); removal of a majority of the board of directors, or a plan of merger in which the
existing shareholders of the company do not continue to own a majority of the shares of the resulting
entity following the merger. If Mr. McKean resigns within 60 days following a material reduction in the
scope of his position, duties, responsibilities or authority, he will receive a severance payment equal to
two times his annual base salary. His receipt of severance payments is conditioned on his releasing all
claims against the company and the bank.

The bank entered into an employment agreement with its Chief Operating Officer, Cheryl Cebula

dated May 31, 2006, which expires May 31, 2008. Ms. Cebula is entitled to participate in a performance-
based bonus plan with a target bonus of 30% of her base salary of $130,000. If she is terminated by the
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bank without cause, she is entitled to a severance payment of 50% of her annual base salary. If she is
terminated without cause after a change in control or resigns within 60 days following a material
reduction in the scope of her position, duties, responsibilities or authority, she will receive a severance
payment equal to her annual base salary. Her receipt of severance payments is conditioned on her
releasing all claims against the company and the bank.

The bank has also entered into Salary Continuation Agreements with both Mr. McKean and Ms.
Cebula, which provide benefits following their respective retirements. If Mr. McKean retires after age
65, he is entitled to an annual benefit of $126,000 paid over 10 years. If Ms. Cebula retires after age 65,
she is entitled to an annual benefit of $69,000 paid over 10 years. The annual retirement benefits are
subject to a 3% annual increase. Both agreements provide that if the executive retires early, but after the
vesting date (which is January 1, 2007 for Mr. McKean and November 10, 2008 for Ms. Cebula), the
executive will be entitled to a benefit paid over 10 years commencing after the executive attains normal
retirement age, in an annual amount determined by calculating a 10-year fixed annuity based on the
amount the bank has accrued for the benefit as of the date of the executive’s retirement. Interest is
credited on the unpaid accrual balance at the discount rate and the benefit amount increases 3% annually.
If the executive’s employment is involuntarily terminated after the vesting date, but before the
executive’s normal retirement age, the executive will be paid a lump sum benefit within 60 days after
termination in an amount based on the date the executive is terminated. In the event of the executive’s
permanent disability, the executive will receive a lump sum benefit, the amount of which depends on the
date the executive becomes disabled and will be paid within 60 days after attaining normal retirement
age. In the event the executive is terminated within 12 months after a change in control, the benefit is
paid in lump sum within 60 days after the executive attains normal retirement age. No benefit is paid if
the executive is terminated for cause.

The company and the bank have also entered into a Special Compensation Agreement with
director Michael Henderson, dated February 17, 2005, in consideration for his services as interim Chief
Executive Officer prior to the retention of the current CEO. The agreement provides for Mr.
Henderson’s eligibility to participate in all group medical insurance programs offered by the bank
generally available to employees. His spouse and dependent children may also participate. The company
pays the full cost of premiums for he and his spouse. In the event the company terminates the policy or
Mr. Henderson becomes ineligible to participate, the company will reimburse him for premiums until
such time as he is eligible for Medicare. After age 65, he and his spouse, at the company’s expense, are
entitled to participate in a Medicare Supplemental Insurance policy for the remainder of his life. Under
the agreement, Mr. Henderson’s outstanding incentive stock options were also exchanged for
nonqualified stock options.

The bank has committed to entering into a written employment agreement with its new Chief
Lending Officer, Mr. Mark Yee, which is substantially similar in form to the other employment
agreements. Under the proposed terms, Mr. Yee would receive a beginning base salary of $120,000 and
would be eligible to participate in a performance-based bonus plan with a target bonus of 30% of his base
salary, with a minimum bonus of $20,000 for 2006. The bank has also committed to offering Mr. Yee a
supplemental executive retirement plan under which he would receive payments starting at age 65 or in
the event of a change in control, death, or early retirement, subject to a vesting schedule. Subject to the
Executive Committee’s approval, he will also receive options to purchase 5,000 shares of our common
stock which will vest over three years and expire ten years from the date of grant. The exercise price will
be based on a determination of fair market value as of the date of grant.
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Equity Compensation Plans
Employee Stock Purchase Plan

During 2003, we implemented an employee stock purchase plan (ESPP) for the benefit of
employees. The ESPP reserved 27,225 shares (as adjusted for the stock dividends) for sale to employees
pursuant to the ESPP. The ESPP allows participation of all employees over the age of eighteen who have
worked at the bank at least six months for at least twenty hours per week. Participating employees defer
compensation in amounts ranging from 1% to 10% of their eligible compensation to purchase stock on a
quarterly basis at a price determined by the board of directors subsequent to each calendar quarter-end.
The ESPP price is defined as the lesser amount of 85% of the fair market value of Albina’s stock at the
beginning or end of the calendar quarter. Due to the low volume of trading in the stock which has
limited available information on the stock’s market value, the board has consistently set the price at 85%
of the per-share book value at quarter-end rounded to the nearest $0.25. The last sale of shares under the
ESPP occurred as of March 31, 2006. Effective with the price set for the purchases on March 31, 2006,
the board adopted a revised approach for setting the price. This methodology uses 100% of the average
price of trades over the last 12 months rounded to the next highest $0.25. In total, 2,734 shares (as
adjusted for stock dividends) have been issued under the ESPP and there are 24,491 available shares
under the ESPP. The ESPP terminates on December 31, 2012.

Stock Option Plans

The company maintains two equity compensation plans: the 2001 Stock Option Plan and the
2005 Stock Incentive Plan. The purpose of these plans is to enable the company and the bank to attract
and retain the services of people with training, experience, ability and to provide additional incentive to
employees and directors by giving them an opportunity to participate in the ownership of the company.

2001 Stock Option Plan

The 2001 Stock Option Plan was approved by the company’s board of directors on March 29,
2001 and approved by the shareholders at the annual meeting in April, 2001. The plan authorized the
issuance of options covering 136,125 shares (after adjustments for stock dividends). Options to purchase
74,609 shares of common stock are currently outstanding under this plan, all of which are currently
exercisable. Of the outstanding options, 8,251 are for incentive stock options. The exercise prices for
these options range from $2.75 to $6.82. Since the adoption of the 2005 Stock Incentive Plan, no
additional shares may be issued under the 2001 Plan.

2005 Stock Incentive Plan

The 2005 Stock Incentive Plan was approved by the company’s board of directors on February
17, 2005 and approved by the shareholders at the annual meeting on April 21, 2005. The plan terminates
on February 17, 2015. The plan authorizes the issuance of awards covering 150,000 shares (after
adjustments for stock dividends). The 2005 Plan authorizes the granting of incentive stock options,
nongqualified stock options and restricted stock. Incentive stock options may be granted to any employee;
nonqualified stock options and restricted stock may be granted to any employee, director, or other
individual who has performed or will perform services for the company. In the event any outstanding
options expire without being exercised, or if a restricted stock grant is forfeited, the unexercised shares
formerly subject to that option or forfeited shares previously subjected to a restricted stock grant would
again become available for stock options and restricted stock grants. The 2005 Plan limits the number of
shares authorized for issuance as incentive stock options to 30,000. The 2005 Plan limits the number of
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shares that can be granted to an individual in any calendar year to 20,000 or 30,000 in the calendar year
in which the individual is hired or joins the board of directors.

Each award must be covered by a written agreement that sets forth the terms and conditions of
the award as determined in the sole discretion of the board of directors.

Options are designated as either “Incentive Stock Options,” as defined in Section 422 of the
Internal Revenue Code, or “Non-Qualified Stock Options™ and are exercisable at a per share price of not
less than 100% of the fair market value of the common stock on the date of the grant. Incentive Stock
Options granted to any person with beneficial ownership of 10% or more of the outstanding shares must
be exercisable at a per share price of not less than 110% of the fair market value of the common stock on
the date of the grant.

Options are exercisable for a set period of time not to exceed ten years from the date of the grant,
and may be subject to a vesting schedule under which the options become incrementally exercisable over
a period of time. Options expire ten years after the date of grant and are subject to earlier cancellation in
the event an optionee ceases to be an employee. The 2005 Plan permits, at the discretion of the board of
directors, the option holder to pay the exercise price of any options with cash or by authorizing a duly
registered and licensed broker-dealer to sell the shares to be issued upon such exercise and remit a
sufficient portion of the proceeds to pay the exercise price.

Options may be exercised only while the recipient is employed, or is serving as a director, or
within 90 days after termination of service unless the person is disabled or dies, in which case all stock
options terminate after one year from the date of the disability or death. Non-qualified stock options are
not transferable except by gift to immediate family or by will or the laws of descent and distribution.
Incentive stock options are not transferable except by will or the laws of descent and distribution.

Shares granted under restricted stock grants vest over time or upon achievement of performance-
based criteria. If a restricted stock grant is forfeited due to termination of employment or failure of a
condition for vesting, the company may repurchase unvested shares at a nominal price.

In the event the company’s stock changes due to a stock split, dividend, combination,
reclassification or similar change in capital structure effected without the receipt of consideration,
appropriate adjustments will be made in the number of shares authorized under 2005 Plan, the number of
shares of stock subject to outstanding stock options, and the exercise price of outstanding stock options.

In the event of a change of control, liquidation or dissolution, all outstanding stock options will
become immediately exercisable fifteen days prior to the event and will continue to be exercisable for 45
days after the event, unless as an express term of the transaction, adequate provision is made for the
continuation of the rights of holders of each outstanding option after the consummation of the
transaction.

There are outstanding options to purchase 15,000 shares under the 2005 Plan, 8,250 of which are
currently exercisable. The exercise prices for these options range from $9.83 to $14.67.
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P Stock Options

As of October 1, 2006 there were options to purchase 89,609 shares of our common stock
outstanding, of which options to purchase 88,838 shares of our common stock are held by directors and
executive officers, as listed below.

® Number of Shares
Covered by
Outstanding
Name of Holder Grant Date Options Exercise Price Expiration Date
Robert McKean 4/30/99 18,151 $2.75 4/1/09
® Robert McKean 6/15/01 9,076 $3.86 6/15/11
Robert McKean 1/1/03 1,649 $5.54 1/1/13
Michael Henderson 1/1/03 1,649 $5.54 1/1/13
Howard Shapiro 1/1/03 1,649 $5.54 1/1/13
Ted Gilbert 1/1/03 1,649 $5.54 1/1/13
Sheila Holden 1/1/03 1,649 $5.54 1/1/13
® Bernie Foster 1/1/03 1,649 $5.54 1/1/13
Jeana Woolley 1/1/03 1,649 $5.54 1/1/13
Graham Bryce 1/1/03 1,649 $5.54 1/1/13
Jim Bradshaw 1/1/03 1,649 $5.54 1/1/13
Cheryl Cebula 11/10/03 8,250 $6.97 11/10/13
Robert McKean 4/15/04 8,251 $6.82 4/15/14
PY Robert McKean 4/15/04 1,239 $6.82 4/15/14
Michael Henderson 4/15/04 4,124 $6.82 4/15/14
Michael Henderson 4/15/04 1,239 $6.82 4/15/14
Howard Shapiro 4/15/04 1,239 $6.82 4/15/14
Ted Gilbert 4/15/04 1,239 $6.82 4/15/14
Sheila Holden 4/15/04 1,239 $6.82 4/15/14
Py Bernie Foster 4/15/04 1,239 $6.82 4/15/14
Jeana Woolley 4/15/04 1,239 $6.82 4/15/14
Graham Bryce 4/15/04 1,239 $6.82 4/15/14
Jim Bradshaw 4/15/04 1,239 $6.82 4/15/14
Greg Froman 4/22/05 7,500 $9.83 4/22/15
James Schlotfeldt 4/27/06 7,500 $14.67 4/27/16
o

The number of shares covered or called for by the options previously issued and proposed to be
issued to the employees, directors, and other affiliates will not exceed 15% of the total number of shares
outstanding at the completion of this offering for a one-year period commencing on the effective date of
this offering.

® Transactions with Management

From time to time, some of the directors and officers of the bank and the company, members of
their immediate families, and firms and corporations whom they are associated with do business with us.
All transactions with officers, directors and shareholders holding 5% or more of our stock must be on
terms as favorable to us as those generally available from unaffiliated third parties. Business between the
o bank and its directors and officers involves ordinary banking transactions, such as borrowings and
investments in time deposits. We make these transactions in the ordinary course of business, on
substantially the same terms, including interest rates paid or charged and collateral required, as those
prevailing at the time for comparable transactions with unaffiliated persons. Loans to directors and
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executive officers do not involve more than the normal risk of collectibility or have other features that
would be disadvantageous to the bank. As of June 30, 2006, the aggregate outstanding amount of all
loans to officers and directors, or to entities with which they are affiliated, was approximately $3.47
million, of which 86.3% was secured by real estate, 0.2% was secured by a certificate of deposit, and
13.5% was unsecured. The following transactions not involving loans, have been ratified by a majority
of the independent directors who did not have an interest in the transaction and had access, at the
Company’s expense, to the Company’s or independent legal counsel.

Director Ted Gilbert acts as a real estate broker representing the bank in leasing and purchasing
of branch locations and, upon consummation of real estate transactions, is paid a commission by the
lessor or seller. Mr. Gilbert receives no commissions from the company or the bank. Over the past two
years, Mr. Gilbert has received commissions related to transactions involving Albina Community Bank
totaling approximately $70,000.

From time to time, the bank advertises in the Skanner Newspaper, which is published by director
Bernie Foster. In the past two years, the bank has paid $1,700 to the Skanner Newspaper for advertising.

Director Jim Bradshaw is a director of D.A. Davidson & Co., the placement agent for this
offering. See “PLAN OF DISTRIBUTION - Placement Agent.”

Limitation of Director Liability

Albina Community Bancorp’s Articles of Incorporation provide, among other things, for the
elimination of certain liabilities of directors for monetary damages unless precluded by Oregon law. A
director will not be personally liable to the corporation or its shareholders for monetary damages arising
out of that director’s breach of his or her fiduciary duty of care, except to the extent that Oregon law does
not permit exemption from such liabilities. A director remains potentially liable for monetary damages
for: (a) any breach of that director’s duty of loyalty to the corporation or its shareholders; (b) acts or
omissions not in good faith or which involve intentional misconduct or a knowing violation of law; (c) an
improper distribution under Oregon law; or (d) any transaction from which the director derived an
improper personal benefit.

Indemnification of Directors and Officers

Our Articles of Incorporation also provide that the corporation will indemnify any officer or
director if he or she has been successful on the merits, or otherwise, in the defense of any action, suit or
proceeding to which that person is a party by reason of the fact that he or she was a director or officer.
Additionally, the Articles of Incorporation provide that each officer of director shall be indemnified for
expenses, judgments and settlements in the case of actions other than those brought by or in the name of
the company, even though the director or officer was not successful in his defense if he or she acted in
good faith, did not engage in intentional misconduct and, with respect to a criminal action or proceeding,
did not know his or her conduct was unlawful.
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® STOCK OWNERSHIP OF MANAGEMENT AND CERTAIN STOCKHOLDERS

The following tables reflect beneficial ownership of the various classes of the Company’ stock
(Class A Common, Class B Common Stock, Series A Preferred Stock and Series B Preferred Stock) as of
October 1, 2006 by: (a) each director; (b) the executive officers; (c) all executive officers and directors
® as a group; and (d) each person who is known by the company to own beneficially 5% or more of a class
of stock. Each named beneficial owner has sole voting and investment power with respect to the shares
listed unless otherwise indicated.

The first table sets forth certain information regarding beneficial ownership of the Class A
PS Common Stock as of October 1, 2006, and as of the closing of this offering based on non-binding
indications of intent to purchase shares in this offering, assuming that the maximum amount of the
offering is sold. There is no minimum offering amount and no guarantee that the maximum amount of
shares will be sold.

CLASS A COMMON STOCK
) % of Shares
Expected to be Outstanding
Shares Owned Owned if Expected if
Before the % of Shares Maximum Maximum
Name Offering Outstanding** Offering Sold Offering Sold**
Directors & Executive Officers:
Class A Common Stock
L Robert L. McKean, President and CEO,
Director " ® 92,515 16.57% 109,182 11.20%
Michael C. Henderson, Chairman )¢ 24,419 4.63% 24,419 2.59%
James R. Bradshaw, Director 18,336 3.51% 22,503 2.40%
Bemard V. Foster, Director (" 16,805 3.21% 16,805 1.79%
Ted K. Gilbert, Director " ® 16,500 3.15% 16,500 1.76%
® Howard M. Shapiro, Bank Director " 16,500 3.15% 24,833 2.64%
Graham C. Bryce, Bank Director ¥ ® 11,138 2.13% 15,305 1.63%
John W. Dixon, Director 9,075 1.75% 9,075 *
Cheryl L. Cebula, EVP, COO"® 8,250 1.56% 8,667 *
Greg Froman, SVP, CCO" (% 5,250 1.00% 5,250 .
Jeana M. Woolley, Director V" 4,142 * 4,142 *
o Sheila D. Holden, Director 12 3,069 * 3,069 *
Valencia R. Tolbert-Fisker, Director -- -- -- *
Sheryl Manning, Director -- -- - *
James J. Schlotfeldt, CFO . - - 417 *
All Executive Officers and Directors as a 225,999 37.73% 260,167 25.62%
group (15 persons)
®
Legacy Emanual Hospital and Health
Center"” 69,574 13.38% 69,574 7.43%
L
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@
® OTHER CLASSES OF STOCK
Shares Owned
Before the % of Shares
Name Offering Outstanding**
Class B Common Stock
) Community Development Financial
Institutions Fund'® 68,542 78.81%
Wells Fargo Bank, N.A, (¥ 18,424 21.19%
Series A Preferred
Northeast Portland Community
PY Development Trust('® 16,300 100%
Series B Preferred
The Oregon Community Foundation"” 5,018 58.91%
Meyer Memorial Trust"'® 2,000 23.48%
The Collins Foundation""” 1,000 11.74%
® Bank of America, NA, Trustee, Ralph L.
Smith Foundation®” 500 5.87%
* Less than 1% of the company’s outstanding Class A Common Stock.
® ** Percentage of class is based on 519,985 shares of Class A Common Stock outstanding at October 1, 2006. For

purposes of calculating the percentages, the individual’s stock options exercisable within 60 days are included in the
denominator. The post-offering estimate assumes the issuance of 416,666 shares in this offering.

) The business address of each beneficial owner is 2002 NE Martin Luther King Blvd., Portland, OR, 97212.

2) Includes 8,263 shares held directly; 45,681 shares held in an IRA; 124 shares held by Mr. McKean for the benefit of
his three grandchildren who are minors, 81 shares held for the benefit of his two children; and 38,366 shares that could
o be acquired within 60 days by exercise of stock options.

3) Includes 4,537 shares held directly; 12,870 shares held by Mr. Henderson’s spouse; and 7,012 shares that could be
acquired within 60 days by exercise of stock options. :

0] Includes 15,448 shares held by Mr. Bradshaw or his spouse and 2,888 shares that could be acquired within 60 days by
exercise of stock options.

o ) Includes 13,917 shares held jointly in trust with Mr. Foster’s spouse and 2,888 shares that could be acquired within 60
days by exercise of stock options.

(6) Includes 13,612 shares held jointly by Mr. Gilbert and his spouse and 2,888 shares that could be acquired within 60
days by exercise of stock options.

) Includes 6,352 shares held jointly by Mr. Shapiro and his spouse; 3,630 shares held by his son; 3,630 shares held by
his daughter; and 2,888 shares that could be acquired within 60 days by exercise of stock options.

o
®) Includes 4,125 shares held directly; 4,125 shares held in an IRA for benefit of Mr. Bryce’s spouse; and 2,888 shares
that could be acquired within 60 days by exercise of stock options.
C)] Includes 8,250 shares that could be acquired within 60 days by exercise of stock options.
(10) Includes 5,250 shares that could be acquired within 60 days by exercise of stock options.
® an Includes 924 shares held directly; 330 shares held by her son; and 2,888 shares that could be acquired within 60 days
by exercise of stock options.
(12) Includes 181 shares held directly and 2,887 shares that could be acquired within 60 days by exercise of stock options.
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(13)

(14)

(15)

(16)

a7

(18)

(19)

20)

The business address of Legacy Emanuel Hospital and Health Center is 1919 NW Lovejoy, Portland, OR 97209.
President and CEO: Lee Domanico; Trustee: Judith A. Andersen, Jean D. Benedict, Robert We. Bentley, Colleen A.
Cain, Lee Domanico, Barbara K. Ferre, Jeffrey D. Fullman, Jeffrey S. Gordon, P. Campbell Groner, III, Hollis J.
Hendricks, Bishop Johncy Itty, Nancy R. Locke, Duane C. McDougall, Corliss McKeever, Markt T. Metzdorff,
William M. Mooney, Jack L. Orchard, Bishop Paul R. Swanson, and Pamela S. Vukovich.

The business address of Community Development Financial Institutions Fund is 601 13™ St. NW, Suite 2008,
Washington, DC 20005. CDFI is a division of the United Stated Department of Treasury. Director is Arthur C.
Garcia.

The business address of Wells Fargo Bank, N.A. is 401 B Street, Suite 304-A, San Diego, CA 92101. Wells Fargo
Bank, N.A. is a subsidiary of Wells Fargo & Company. The only 5% or more shareholder of Wells Fargo & Company
is Berkshire Hathaway Inc., 1440 Kiewit Plaza, Omaha, Nebraska 68131, controlled by Warren E. Buffet.

The business address of Northeast Portland Community Development Trust is 2002 NE Martin Luther King, Jr. Blvd.,
Portland, OR 97212. Trustees: Jeana Woolley and Lolenzo Poe.

The business address of The Oregon Community Foundation is 1221 SW Yamhill St., Portland, OR 97205. President:
Gregory A. Chaille; Board of Directors: Eric B. Lindaur, Steve Corey, George BellMary Wilcox, Duncan Campbell,
Jon Englund, Joyce Furman, Scott Gibson, Lyn Hennion, Lynn Loacker, Linda Moore, Gretchen Pierce, and Richard
G. Reiter.

The business address of Meyer Memorial Trust is 425 NW 10™ Ave., Portland, OR 97209. Executive Director: Doug
Stamm; Trustees: John Emrick, Debbie Craig, Orcilia Zuniga F orbes, Warne Nunn, and Gerry Pratt.

The business address of The Collins Foundations is 1618 SW First Ave., Suite 505, Portland, OR 97201. President:
Jerry E. Hudson; Trustee: Truman W. Collins, Jr., Maribeth W. Collins, Cherida Collins Smith, Ralph Bolliger, and
Lee Diane Collins Vest.

The business address of Bank of America, NA, Trustee, Ralph L. Smith Foundation is 411 N. Akard St., 5" Floor,
Dallas, TX 75201. Administrator: Harriet Denison.
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SIGNIFICANT SHAREHOLDER

The Northeast Portland Community Development Trust (the “Trust”), a non-profit, limited-life
charitable trust, was created on December 1, 1993, for the purpose of receiving the balance of the settlement
funds after payment of expenses incurred during the organization of the bank, including expenses incurred
in connection with raising the initial capital of the company. The Trustisa registered bank holding
company pursuant to the Bank Holding Company Act of 1956, as amended, as a consequence of its
ownership of all of the company’s Series A Preferred Stock, which carries special voting rights. See
“DESCRIPTION OF CAPITAL STOCK.”

The Trust is entitled to elect up to 25% of the directors of the company, and in any event, at least
two directors. Currently one of the trustees, Jeana Woolley, serves as a director of the company and the
Trust reserves the right to elect a second director. The directors elected by the Trust need not be trustees of
the Trust, but are expected to be persons who live or work in the North/Northeast Community, or otherwise
represent an interest in such area. However, no specific qualifications are imposed upon the selection of
such directors except the age limitation applicable to all directors.

The Declaration of Trust appoints four trustees who are elected at each annual meeting of the
Board of Trustees. Trustees are elected by all currently serving trustees.
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DESCRIPTION OF CAPITAL STOCK

The following description of the company’s capital stock sets forth the material aspects of each
class. This description is qualified by reference to the relevant provisions of the company’s articles of
incorporation and bylaws.

Authorized Stock

The authorized capital stock consists of 5,000,000 shares divided into 4,000,000 shares of Common
Stock and 1,000,000 shares of Preferred Stock. The board of directors is authorized to issue or sell
additional capital stock of the company, at its discretion and for fair value, and to issue future cash or stock
dividends, without shareholder approval.

Common Stock

The authorized Common Stock consists of 3,000,000 shares, without par value, of Class A Voting
Common Stock (“Common Stock”) and 1,000,000 shares, without par value, of Class B Non-Voting
Common Stock (“Class B Common Stock”). As of the date of this Offering Circular, there were 519,985
shares of Class A Common Stock outstanding, and 86,966 shares of the Class B Common Stock
outstanding. Other than as set forth below, shares of the Common Stock and Class B Common Stock each
have the same rights to the assets of the company upon liquidation, subject to any liquidation preference of
any Preferred Stock which may be outstanding. There are no preemptive rights to acquire additional
securities that the company may issue.

Each share of Common Stock is entitled to one vote on all matters presented for shareholder vote,
including the election of directors, subject to the special voting rights of the holders of the Series A
Preferred Stock. Shareholders do not have the right to accumulate votes in the election of directors.

Shares of Class B Common Stock have no voting rights other than as required by law, but are
otherwise in all respects identical to shares of Class A Common Stock. Under Oregon law, shareholders
who are not otherwise entitled to vote are nevertheless entitled to vote on any amendment to the articles of
incorporation which may adversely affect their rights as shareholders by, for example, authorizing
additional shares of the same class, altering the par value, dividend or liquidation preferences, creating a
class of shares with dividend or liquidation preferences equal or senior to shares of that class, or
reclassifying shares of that class into shares of another class.

The holders of Common Stock are entitled to receive such dividends, if any, as may be declared by
the board of directors out of funds legally available for such purpose. Rights to receive dividends on the
Common Stock are subject to the prior rights of shares of Preferred Stock then outstanding, if any.

Preferred Stock

The company is currently authorized to issue up to 1,000,000 shares of Preferred Stock, without par
value, of which 24,818 are outstanding. The board of directors has the authority to issue Preferred Stock in
one or more series, and to designate the preferences, limitations and relative rights of the shares of any such
series without any further vote or action of the shareholders. The board also has the authority to determine
the liquidation and dividend rights of any Preferred Stock that may be issued, including the priority of such
rights over the liquidation and dividend rights of holders of the Common Stock. The company will not offer
preferred stock to any directors, officers, shareholders holding 5% or more of our stock or any of their
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affiliates or associates unless the offering is on the same terms as offered to all other existing shareholders
or new shareholders, or if the transaction is ratified by a majority of the disinterested independent directors
who have access, at the company’s expense, to the company’s or independent legal counsel.

Series A 1% Preferred Stock

There are 20,000 shares of Preferred Stock designated as Series A 1% Preferred Stock (“Series A
Preferred”), of which 16,300 shares outstanding as of the date of this Offering Circular. The Series A
Preferred carries a liquidation preference of $1.00 per share, and liquidation participation rights at ten times
the amount distributable on liquidation with respect to the Common Stock up to a maximum liquidity
amount of $100.00 per share of Series A Preferred. The Series A Preferred thus participates with the
Common Stock and the Series B Preferred Stock in any loss of shareholder equity if the amount to which it
would be entitled upon liquidation is less than $100.00. The Series A Preferred is entitled to a non-
cumulative annual dividend of $1.00 per share, when and as declared by the Board of Directors, which must
be paid in any year a cash dividend on the Common Stock is declared.

The Articles of Incorporation provide that the holder of the Series A Preferred has the right to elect
directors representing 25% of the total number of directors to be elected, disregarding any fraction, but in
any event, no fewer than two directors. With respect to such board positions, only holders of Series A
Preferred shall be entitled to vote for nominees or their replacements. All directors, including those elected
by the holders of the Series A Preferred, serve staggered three-year terms of office. Holders of the Series A
Preferred have no other voting rights except as otherwise provided by Oregon law. As of the date of this
Offering Circular, all outstanding shares of the Series A Preferred were held by the Northeast Portland
Community Development Trust.

Series B 1% Non-Voting Preferred Stock

The Articles of Incorporation designate 10,000 shares of the Preferred Stock as Series B 1% Non-
Voting Preferred Stock (“Series B Preferred”). The Series B Preferred has no voting rights except as
provided by Oregon law, but is in all other respects identical to and on parity with the Series A Preferred.
There are 8,518 shares of Series B Preferred outstanding as of the date of this Offering Circular.

Series C 10% Non-Voting Convertible Preferred Stock

The Articles of Incorporation designate 10,000 shares of the Preferred Stock as Series C 10% Non-
Voting Convertible Preferred Stock (“Series C Preferred”), none of which shares were outstanding as of the
date of this Offering Circular. The Series C Preferred has a liquidation preference of $100.00 which is on
parity with the liquidation preferences of the Series A and Series B Preferred, and prior to the liquidation
participation of the Series A and Series B Preferred with the Common Stock liquidation rights, but
otherwise has no liquidation participation. The Series C Preferred is entitled to a non-cumulative annual
dividend of $10.00 per share, when and as declared by the Board of Directors, which must be paid in any
year a cash dividend on the Common Stock is declared. The Series C Preferred has no voting rights except
as provided by Oregon law. Each share of the Series C Preferred is convertible into ten shares of Common
Stock, up to a maximum of 4.99% of the Common Stock then outstanding. To the extent the conversion of
shares of Series C Preferred would result in the issuance in aggregate of more than 4.99% of the then
outstanding Common Stock, shares of Class B Common Stock will be issued.
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SUPERVISION AND REGULATION

The following discussion is only intended to provide brief summaries of significant statutes and
regulations that affect the banking industry and therefore is not complete. Changes in applicable laws or
regulations, and in the policies of regulators, may have a material effect on our business and prospects.
We cannot accurately predict the nature or extent of the effects on our business and earnings that fiscal or
monetary policies, or new federal or state laws, may have in the future.

Federal Bank Holding Company Regulation

Albina Community Bancorp is a bank holding company as defined in the Bank Holding
Company Act of 1956, as amended (the “BHCA”™), and is therefore subject to regulation, supervision and
examination by the Board of Governors of the Federal Reserve System (the “Federal Reserve™). In 2005,
the Company became a financial holding company, which status permits it to acquire subsidiaries that are
variously engaged in banking, securities underwriting and dealing, and insurance underwriting. We do
not currently have plans to engage in these activities.

A bank holding company, if it meets specified requirements, may elect to become a financial
holding company by filing a declaration with the Federal Reserve, and may thereafter provide its
customers with a broader spectrum of products and services than a traditional bank holding company is
permitted to do. A financial holding company may, through a subsidiary, engage in any activity that is
deemed to be financial in nature and activities that are incidental or complementary to activities that are
financial in nature. These activities include traditional banking services and activities previously
permitted to bank holding companies under Federal Reserve regulations, but also include underwriting
and dealing in securities, providing investment advisory services, underwriting and selling insurance,
merchant banking (holding a portfolio of commercial businesses, regardless of the nature of the business,
for investment), and arranging or facilitating financial transactions for third parties.

To qualify as a financial holding company, the bank holding company must be deemed to be
well-capitalized and well-managed, as those terms are used by the Federal Reserve. In addition, each
subsidiary bank of a bank holding company must also be well-capitalized and well-managed and be rated
at least “satisfactory” under the Community Reinvestment Act. A bank holding company that does not
qualify, or has not chosen, to become a financial holding company must limit its activities to traditional
banking activities and those non-banking activities the Federal Reserve has deemed to be permissible
because they are closely related to the business of banking.

Holding Company Bank Ownership. The BHCA requires every bank holding company to obtain
the prior approval of the Federal Reserve before (i) acquiring, directly or indirectly, ownership or control
of any voting shares of another bank or bank holding company if, after such acquisition, it would own or
control more than 5% of such shares, (ii) acquiring all or substantially all of the assets of another bank or
bank holding company, or (iii) merging or consolidating with another bank holding company.

Transactions with Affiliates. Subsidiary banks of a bank holding company are subject to Federal
Reserve restrictions on extensions of credit to the holding company or its subsidiaries, on investments in
their securities and on the use of their securities as collateral for loans to any borrower. These
regulations and restrictions may limit our ability to obtain funds from the bank for our cash needs,
including funds for payment of dividends, interest and operational expenses.

Tying Arrangements. Albina Community Bank and Albina Community Bancorp cannot engage
in certain tying arrangements in connection with any extension of credit, lease or sale of property or
furnishing of services. For example, the bank may not generally require, as a condition to extending
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credit, that a customer obtain other services from it or from the company, or that a customer refrain from
obtaining other services from a competitor.

Support of Subsidiary Banks. Under Federal Reserve policy, the company will be expected to act
as a source of financial and managerial strength to the bank. This means that the company will be
required to commit, as necessary, resources to support the bank. Any capital loans a bank holding
company makes to its subsidiary banks are subordinate to deposits and to certain other indebtedness of
those subsidiary banks.

Federal and State Bank Regulation

General. As an Oregon state-chartered bank with deposits insured by the FDIC, the bank is
subject to the supervision and regulation of the Oregon Department of Consumer and Business Services,
through the Division of Finance and Corporate Securities, and the FDIC. These agencies have the
authority to prohibit banks from engaging in what they believe to be unsafe or unsound banking
practices. The bank’s deposits are insured by the FDIC to a maximum of $100,000 per depositor, or up
to $250,000 for certain retirement plans. The bank pays semiannual deposit insurance premium

assessments to the FDIC.

Community Development Financial Institution. The bank is a certified Community Development
Financial Institution (CDFI), a designation conferred by the CDFI Fund of the U.S. Department of
Treasury. This certification enables us to receive grants through the CDFI Fund to support our
community development financing programs. As a CDFI, we must have a primary mission of
community development through providing financial services in markets underserved by traditional
financial institutions. CDFIs provide financial products and services in economically distressed target
markets, such as mortgage financing for low-income and first-time homebuyers and not-for-profit
developers, flexible underwriting and risk capital for needed community facilities, and technical
assistance, commercial loans and investments to small start-up or expanding businesses in low-income
areas. To maintain our certification, we must make at least 60% of our loans within designated census
tracts (80% or less of the median income or 20% or greater poverty rate), and have representation on our
board or advisory board from the communities within those designated communities.

CRA. The Community Reinvestment Act requires that, when examining financial institutions
within their jurisdiction, the Federal Reserve or the FDIC evaluates the institution’s record in meeting the
credit needs of its local community, including low and moderate income neighborhoods. This record is
also considered in evaluating mergers, acquisitions and applications to open a branch or facility.

Insider Credit Transactions. Banks are also subject to restrictions on extensions of credit to
executive officers, directors, principal shareholders or any related interests of such persons (e,
insiders). Extensions of credit (i) must be made on substantially the same terms and pursuant to the same
credit underwriting procedures as those for comparable transactions with persons who are neither
insiders nor employees, and (ii) must not involve more than the normal risk of repayment or present other
unfavorable features. Certain lending limits and restrictions on overdrafts also apply to insiders. A
violation of these restrictions may result in regulatory sanctions on the bank or its insiders.

Regulation of Management. Federal law sets forth circumstances under which officers or
directors of a bank may be removed by the institution’s federal supervisory agency. Federal law also
prohibits management personnel of a bank from serving as a director or in a management position of
another financial institution whose assets exceed a specified amount or which has an office within a
specified geographic area.
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Safety and Soundness Standards. Federal law imposes upon banks certain non-capital safety and
soundness standards. These standards cover, among other things, internal controls, information systems,
internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset growth,
compensation and benefits. Additional standards apply to asset quality, earnings and stock valuation. An
institution that fails to meet these standards must develop a plan acceptable to its regulators, specifying
the steps that the institution will take to meet the standards. Failure to submit or implement such a plan
may subject the institution to regulatory sanctions.

Interstate Banking and Branching. The Riegle-Neal Interstate Banking and Branching Efficiency
Act of 1994 (the “Interstate Act”) permits nationwide interstate banking and branching under certain
circumstances. Currently, bank holding companies may purchase banks in any state, and banks may
merge with banks in other states, as long as the home state of neither merging bank has opted out.
Oregon has permitted interstate banking for a number of years, and in 1996, “opting in” legislation was
enacted, specifically authorizing interstate mergers. The Interstate Act requires regulators to consult with
community organizations before permitting an interstate institution to close a branch in a low-income
area.

Dividends. The principal source of the company’s cash revenues is dividends received from the
bank. The payment of dividends is subject to government regulation, in that regulatory authorities may
prohibit banks and bank holding companies from paying dividends in a manner that would constitute an
unsafe or unsound banking practice. In addition, a bank may not pay cash dividends if doing so would
reduce the amount of its capital below that necessary to meet minimum applicable regulatory capital
requirements. State laws also limit a bank’s ability to pay dividends.

USA Patriot Act of 2003. On October 26, 2003, President Bush signed the Uniting and
Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism
(“Patriot Act”) of 2003. Among other things, the Patriot Act (1) prohibits banks from providing
correspondent accounts directly to foreign shell banks; (2) imposes due diligence requirements on banks
opening or holding accounts for foreign financial institutions or wealthy foreign individuals (3) requires
financial institutions to establish an anti-money-laundering compliance program, and (4) eliminates civil
liability for persons who file suspicious activity reports. The Patriot Act also increases governmental
powers to investigate terrorism, including expanded government access to account records. The
Department of the Treasury is empowered to administer and make rules to implement the Patriot Act.
While management believes the Patriot Act may, to some degree, affect the bank’s recordkeeping and
reporting expenses, it does not believe that the Act will have a material adverse effect on the bank’s
business and operations.

Sarbanes-Oxley Act of 2004. The Sarbanes-Oxley Act of 2004 (the “Act”) addresses corporate
and accounting fraud by imposing new accounting corporate governance requests on publicly traded
companies that are subject to reporting under the Securities Exchange Act of 1934. Neither the company
nor the bank is a publicly reporting company; therefore, neither is expressly subject to the requirements
of the Act. However, the FDIC has issued guidance recommending, among other things, that FDIC-
supervised, non-public banks follow certain provisions of the Act. For banks like Albina Community
Bank, with less than $500 million in total assets, the FDIC believes that existing policy guidance related
to corporate governance represents sound corporate governance policies. As a result, the FDIC
encourages each bank to consider implementing these provisions to the extent feasible, given the bank’s
size, complexity and risk profile. The bank may incur additional expense as it reviews and implements
certain corporate governance policies consistent with the FDIC’s recommendations; however, it is not
expected that such actions will have a material impact on its business or financial results.
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Capital Adequacy

Regulatory Capital Guidelines. Federal bank regulatory agencies use capital adequacy guidelines
in the examination and regulation of bank holding companies and banks. The guidelines are “risk-based,”
meaning that they are designed to make capital requirements more sensitive to differences in risk profiles
among banks and bank holding companies. See “MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS” for the bank’s ratios at June 30,
2006 and December 31, 2005.

Tier I and Tier Il Capital. Under the guidelines, an institution’s capital is divided into two broad
categories, Tier I capital and Tier II capital. Tier I capital generally consists of common shareholders’
equity, surplus and undivided profits. Tier II capital generally consists of the allowance for loan losses,
hybrid capital instruments, and subordinated debt. The sum of Tier I capital and Tier II capital represents
an institution’s total capital. The guidelines require that at least 50% of an institution’s total capital
consist of Tier I capital.

Risk-based Capital Ratios. The adequacy of an institution’s capital is gauged primarily with
reference to the institution’s risk-weighted assets. The guidelines assign risk weightings to an
institution’s assets in an effort to quantify the relative risk of each asset and to determine the minimum
capital required to support that risk. An institution’s risk-weighted assets are then compared with its Tier
I capital and total capital to arrive at a Tier I risk-based ratio and a total risk-based ratio, respectively.
The guidelines provide that an institution must have a minimum Tier I risk-based ratio of 4% and a
minimum total risk-based ratio of 8%.

Leverage Ratio. The guidelines also employ a leverage ratio, which is Tier I capital as a
percentage of total assets, less intangibles. The principal objective of the leverage ratio is to constrain
the maximum degree to which a bank holding company may leverage its equity capital base. The
minimum leverage ratio is 3%; however, for all but the most highly rated bank holding companies and for
bank holding companies seeking to expand, regulators expect an additional cushion of at least 1% to 2%.

Prompt Corrective Action. Under the guidelines, an institution is assigned to one of five capital
categories depending on its total risk-based capital ratio, Tier I risk-based capital ratio, and leverage
ratio, together with certain subjective factors. The categories range from “well capitalized” to “critically
undercapitalized.” Institutions that are “undercapitalized” or lower are subject to certain mandatory
supervisory corrective actions.

Effects of Government Monetary Policy

Our earnings and growth are affected not only by general economic conditions, but also by the
fiscal and monetary policies of the federal government, particularly the Federal Reserve. The Federal
Reserve can and does implement national monetary policy for such purposes as curbing inflation and
combating recession, but its open market operations in U.S. government securities, control of the
discount rate applicable to borrowings from the Federal Reserve, and establishment of reserve
requirements against certain deposits, influence the growth of bank loans, investments and deposits, and
also affect interest rates charged on loans or paid on deposits. The nature and impact of future changes in
monetary policies and their impact on the bank cannot be predicted with certainty.
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CERTAIN LEGAL MATTERS

® Certain matters in connection with the offering will be passed upon for Albina Communify
Bancorp by the law firm of Foster Pepper Tooze LLP, Portland, Oregon.
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MOSS ADAMS LLP @

CEFRTIFIFD PURLYC ACCOLNTANTS

o

o
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders

PY Albina Community Bancorp and Subsidiaries

We have audited the accompanying consolidated balance sheets of Albina Community Bancorp
and Subsidiaries as of December 31, 2005 and 2004, and the related consolidated statements of

® income, changes in stockholders’ equity and comprehensive income (loss), and cash flows for
each of the three years in the period ended December 31, 2005. These consolidated financial
statements are the responsibility of Albina Community Bancorp’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits 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 consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall consolidated financial statement presentation. We believe that our audits provide 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 Albina Community Bancorp and Subsidiaries as of
December 31, 2005 and 2004, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2005, in conformity with accounting principles
generally accepted in the United States of America.

7]/[”_, dalw P

Portland, Oregon
o February 9, 2006, (Except for Note 16,
as to which the date is August 21, 2006)
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TOTAL LIABILITIES AND STOCKHOLDERS’
EQUITY

See accompanying notes.

®
ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
June 30, December 31,
2006 2005 2004
(Unaudited)
ASSETS
Cash and due from banks $ 2,339,131 $ 1,797,426 $ 1,057,662
Interest-bearing deposits with other banks 904,141 445,901 313,816
Federal funds sold 2,092,013 2,176,311 100,000
Total cash and cash equivalents 5,335,285 4,419,638 1,471,478
Time deposits with other banks 1,498,000 1,498,000 2,748,000
Investment securities, at fair value 20,203,230 19,487,280 14,792,804
Federal Home Loan Bank stock, at cost 422,800 422,800 328,700
Loans, net of allowance for loan losses and
unearned income 86,949,870 87,272,384 79,371,424
Premises and equipment, net of accumulated
amortization and depreciation 6,166,276 5,050,535 5,125,276
Accrued interest receivable and other assets 1,317,512 1,250,148 1,489,895
Cash surrender value of bank-owned life insurance 2,830,606 2,772,418 2,656,042
TOTAL ASSETS $124,723,579 $122,173,203 $107,983,619
LIABILITIES
Deposits $ 107,270,379 $104,495,606 $ 90,082,327
Federal funds purchased - - 1,000,000
Notes payable 3,565,340 3,684,861 3,923,229
Junior subordinated debentures 6,186,000 6,186,000 6,186,000
Accrued interest payable and other liabilities 458,495 693,909 324,694
Total liabilities 117,480,214 115,060,376 101,516,250
COMMITMENTS AND CONTINGENCIES
(Note 14)
STOCKHOLDERS’ EQUITY
Preferred stock, at liquidation value 2,481,800 2,481,800 2,481,800
Common stock 3,632,734 3,544,679 3,481,733
Retained earnings 1,341,895 1,238,851 566,763
Accumulated other comprehensive loss, net of tax (213,064) (152,503) (62,927)
Total stockholders’ equity 7,243,365 7,112,827 6,467,369

$ 124,723,579

$122,173,203

$107,983,619
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

. Six Months Ended
June 30, Years Ended December 31,
2006 2005 2005 2004 2003
(Unaudited) (Unaudited)
INTEREST INCOME
Interest and fees on loans $ 3,441,220 $ 2,938,637 $ 6,539,621 $ 5,761,603 $ 5,421,096
Investment securities 372,697 215,405 443,716 482,942 356,907
. Federal funds sold 139,109 14,427 65,262 25,590 37,312
Other interest income 79,158 29,683 74,857 116,213 195,587
Total interest income 4,032,184 3,198,152 7,123,456 6,386,348 6,010,902
INTEREST EXPENSE
Time deposits 995,089 684,593 1,592,306 1,035,188 1,103,276
. Money market accounts 356,354 85,765 292,630 249,667 199,986
Savings accounts 15,178 11,781 27,858 23,111 31,643
Interest-bearing demand deposit accounts 11,561 3,495 10,286 5,356 10,265
Other borrowed funds 302,230 276,163 578,626 405,956 390,598
Total interest expense 1,680,412 1,061,797 2,501,706 1,719,278 1,735,768
‘ Net interest income 2,351,772 2,136,355 4,621,750 4,667,070 4,275,134
PROVISION FOR LOAN LOSSES 15,000 55,753 282,618 450,000 675,000
Net interest income after provision
for loan losses 2,336,772 2,080,602 4,339,132 4,217,070 3,600,134
® NONINTEREST INCOME
Grant income 1,236 53,500 497,000 201,500 576,351
Service charges on deposit accounts 316,688 228,714 539,401 308,546 380,706
Loan fees on brokered loans 58,993 132,256 213,444 151,601 107,306
Gain (loss) on sale of investment securities (18,437) - - 152,970 25,746
Increase in cash surrender value of bank-
owned life insurance 58,188 58,188 126,036 121,842 47,613
. Other noninterest income 243,433 205,600 490,865 237,118 105,041
Total noninterest income 660,101 678,258 1,866,746 1,173,577 1,242,763
NONINTEREST EXPENSE
Salaries and employee benefits 1,513,358 1,406,685 2,847,488 2,693,242 2,085,891
Occupancy and equipment 342,493 290,654 597,243 522,531 377,650
o Professional fees 140,092 174,426 338,373 505,894 280,675
Data processing 180,056 187,143 354,304 261,713 214,151
Advertising 29,752 32,916 77,729 176,019 104,820
Other noninterest expenses 663,598 473,989 1,068,374 1,184,462 902,695
Total noninterest expense 2,869,349 2,565,813 5,283,511 5,343,861 3,965,882
. Income before income tax
provision (benefit) 127,524 193,047 922,367 46,786 877,015
INCOME TAX PROVISION (BENEFIT) 22,577 45,509 250,279 (26,270) 306,955
NET INCOME $ 104,947 $ 147,538 $ 672,088 $ 73,056 $ 570,060
BASIC EARNINGS PER SHARE OF
® COMMON STOCK $ 0.18 $ 0.25 $ 1.15 $ 0.13 $ 1.06
DILUTED EARNINGS PER SHARE OF
COMMON STOCK $ 0.16 $ 0.24 $ 1.09 $ 0.12 $ 1.02
F-3 See accompanying notes.
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¢ ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
@ Six Months Ended
June 30, Years Ended December 31,
2006 2005 2005 2004 2003
(Unaudited) (Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES
® Net income $ 104,947 $ 147,538 $ 672,088 $ 73,056 $ 570,060
Adjustments to reconcile net income to net cash from
operating activities:
Net (accretion) amortization of premiums and
discounts on investment securities (22,264) (40,875) 9,742 68,015 65,967
o Loss (gain) on sales of investment securities 18,437 - - (152,970) (25,746)
Federal Home Loan Bank stock dividend - (1,300) (1,300) (7,400) (10,900)
Loss on disposal of fixed assets - - - 6,290 -
Depreciation and amortization 164,804 137,268 281,791 224,280 143,645
Gain on disposal of investment in limited liability
® company - - (39,700) - -
Loss on sale of other real estate owned - - - 21,758 -
Deferred tax benefit - - (1,270) (26,270) (124,500)
Gain on investment in bank-owned life insurance,
net of salary continuation benefits obligation (12,788) (31,399) (44,865) (28,199) (44,076)
Provision for loan losses 15,000 55,753 282,618 450,000 675,000
. Compensation expense for employee stock award - - - 513 -
Stock-based compensation 12,000 - - - -
Increase (decrease) in cash due to changes in certain
assets and liabilities:
® Accrued interest receivable and other assets (34,756) (124,839) (55,780) 372,541 (278,591)
Accrued interest payable and other liabilities (280,813) 218,640 297,704 (295,808) 52,031
Net cash from operating activities (35,433) 360,786 1,401,028 705,806 1,022,890
CASH FLOWS FROM INVESTING ACTIVITIES
Net change in time deposits with other banks - 1,250,000 1,250,000 (850,000) 976,435
® Purchases of investment securities - - (9,496,059) (7,861,588) (13,106,660)
Proceeds from maturities, calls, and sales of
investment securities (805,293) 2,109,363 4,633,467 5,716,690 7,077,449
Purchases of Federal Home Loan Bank stock - (92,800) (92,800) (109,400) (8,100)
Net decrease (increase) in loans resulting from
® originations and collections 307,514 (4,693,484) (8,183,578) (4,514,716) (13,463,278)
Purchases of premises and equipment (1,280,545) (40,476) (207,050) (1,916,422) (2,414,899)
Investment in limited liability company - - - - (10,000)
Proceeds from disposal of investment in limited
liability company - - 405,295 - -
Proceeds from sale of other real estate owned - - - 446,002 -
‘ Investment in bank-owned life insurance - - - (250,000) (2,250,000)
Net cash from investing activities (1,778,324) (1,467,397) (11,690,725) (9,339,434) (23,199,053)
° F-7

Sequential Page 110




ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

o Six Months Ended
June 30, Years Ended December 31,
2006 2005 2005 2004 2003
(Unaudited) (Unaudited)
CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in deposits $ 2,774,773 $ 505,687 $14,413,279 $1,115,879 $ 18,613,489
o Advances on notes payable and federal funds purchased - - - 5,500,000 1,147,500

Repayment of notes payable and federal funds purchased (119,521) 1,880,924 (1,238,368) (4,235,037) (236,777)

Payments to redeem subordinated debentures - - - - (250,000)

Proceeds from issuance of junior subordinated debentures - - - 2,062,000 -

Net proceeds from issuance of Trust Preferred Securities - - - - 4,000,000
o Cash paid for fractional shares - - - (1,247) -

Repurchase of Series C Preferred stock - - - - (457,000)

Proceeds from common stock issuances 74,152 57,409 62,946 140,027 100,505

Net cash from financing activities 2,729,404 2,444,020 13,237,857 4,581,622 22,917,717

® NET (DECREASE) INCREASE IN CASH AND

CASH EQUIVALENTS 915,647 1,337,409 2,948,160 (4,052,006) 741,554

CASH AND CASH EQUIVALENTS, beginning of
period 4,419,638 1,471,478 1,471,478 5,523,484 4,781,930

o CASH AND CASH EQUIVALENTS, end of period $ 5,335,285 $ 2,808,887 $ 4,419,638 $1,471,478 $ 5,523,484

SUPPLEMENTAL DISCLOSURE OF CASH FLOW

INFORMATION
Cash paid during the period for interest $ 1,669,384 $ 1,026,370 $ 2,410,810 $1,730,721 $ 1,704,931
o Cash paid during the period for taxes $ 162,192 $ 9,000 $ 345,400 $ 52,000 $ 495,500

SUPPLEMENTAL DISCLOSURE OF NONCASH
INVESTING AND FINANCING ACTIVITIES

Change in fair value of investment securities

. available-for-sale, net of taxes $ (60,561) $  (31,093) $ (89,576) $ (206,325) $ 100,025

Contract receivable acquired in settlement of loan and
recorded as other assets $ - $ - 3 - $ - § 125387

Transfer of loans to other real estate owned $ - $ - $ - $ 460,242 $ 1257387
Recognition of investment in Albina Statutory Trusts $ - $ - $ - $ 124,000 $ -

L

o

® See accompanying notes. F-8
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization and nature of operations — Albina Community Bancorp (Albina) was
incorporated on August 18, 1993, as an Oregon bank holding company.

Albina has two wholly-owned subsidiaries: Albina Community Bank and Albina Development
Company, LLC. Albina Community Bank (the Bank), is a state chartered commercial bank and
is a qualified Community Development Financial Institution (CDFI). The Bank is a full-service
commercial bank, offering traditional loan and deposit products to businesses in the greater
Portland metropolitan area. The Bank focuses on serving minority and women-owned businesses,
and nonprofit organizations. The Bank also serves developers of affordable housing and
commercial properties, as well as low-to-moderate income individuals.

Albina Development Company, LLC (ADC) is a single-member LLC that was formed
August 12, 2005, for the purpose of organizing and managing qualified Community
Reinvestment Act Investment Funds. This subsidiary had no activity during 2005.

On March 7, 2003, Albina formed Albina Statutory Trust I (AST-I), and on May 5, 2004, formed
Albina Statutory Trust I (AST-TI). Both are wholly-owned Connecticut statutory business trusts,
formed for the purpose of issuing guaranteed undivided beneficial interests in fixed/floating rate
Junior Subordinated Deferrable Interest Debentures (Trust Preferred Securities). During March
2003, AST-I issued $4 million in Trust Preferred Securities and during May 2004, AST-II issued
$2 million in Trust Preferred Securities. Albina used the proceeds from the Trust Preferred
Securities’ offerings to redeem Series C Preferred stock, redeem subordinated debentures, retire
other debt, and fund continued growth of the Bank. In accordance with FIN 46R, “Consolidation
of Variable Interest Entities,” both of these trusts are excluded from Albina’s consolidated
financial statements because Albina is not the primary beneficiary.

Substantially all activity of Albina is conducted through the Bank, which along with Albina, is
subject to the regulations of certain federal and state agencies, undergoing periodic examinations
by those regulatory authorities. All intercompany accounts and transactions between Albina and
its subsidiaries have been eliminated in preparation of the consolidated financial statements.

Financial statement presentation and use of estimates — The consolidated financial statements
have been prepared in accordance with generally accepted accounting principles and reporting
practices applicable to the banking industry. In preparing the consolidated financial statements,
management is required to make estimates and assumptions that affect the reported amounts of
assets and liabilities as of the date of the consolidated balance sheets and revenues and expenses

F-9
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - (continued)

for the reporting periods. Actual results could differ significantly from those estimates. The most
significant accounting estimate made by management involves the calculation of the allowance
for loan losses. Management believes the assumptions used in arriving at this estimate are
appropriate.

The interim consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America for interim financial information.
Accordingly, they do not include all of the information and footnotes required by accounting
principles generally accepted in the United States of America for complete financial statements.
The financial information included with the interim consolidated financial statements has been
prepared by management without audit by independent public accountants. The Company’s
annual report contains audited consolidated financial statements. In the opinion of management,
all adjustments, including normal recurring accruals necessary for fair presentation of results of
operations for the interim periods included herein have been made. The results of operations for
the six months ended June 30, 2006, are not necessarily indicative of results to be anticipated for
the year ending December 31, 2006.

Cash and cash equivalents — Cash and cash equivalents are generally all short-term investments
with a maturity of three months or less. Cash and cash equivalents normally include cash on
hand, amounts due from banks, interest-bearing demand deposits with other institutions, and
federal funds sold. Federal funds sold represent investments purchased and sold for one-business-
day period. At December 31, 2005, the Bank had cash deposits at other financial institutions in
excess of FDIC insured limits. However, the Bank places these deposits with large, well-
capitalized financial institutions, thus management believes the risk of loss to be minimal.

Investment securities — The Bark is required to specifically classify its investment securities as
“available-for-sale,” “held-to-maturity,” or “trading accounts.” Accordingly, management has
determined that all investment securities held at December 31, 2005 and 2004, are “available-for-
sale.”

Securities are classified as available-for-sale if the instrument may be sold in response to such
factors as: (1) changes in market interest rates and related changes in prepayment risk, (2)
liquidity needs, (3) changes in the availability of and the yield on alternative instruments, and (4)
changes in funding sources and terms. Gains or losses on the sale of available-for-sale securities
are determined using the specific-identification method. Unrealized holding gains and losses, net
of tax, on available-for-sale securities are carried as accumulated other comprehensive income or
loss within stockholders’ equity until realized. Fair values for these investment securities are
based on quoted market prices.

F-10
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - (continued)

Declines in the fair value of individual available-for-sale securities below their cost that are
other-than-temporary, result in write-downs of the individual securities to their fair value. The
related write-downs would be included in earnings as realized losses. Premiums and discounts
are recognized in interest income using the effective interest method over the period to maturity.

Federal Home Loan Bank stock — The Bank’s investment in Federal Home Loan Bank (FHLB)
stock is a restricted investment carried at par value, which approximates its fair value. As a
member of the FHLB system, the Bank is required to maintain a minimum level of investment in
FHLB stock based on specific percentages of its outstanding FHLB advances. The Bank may
request redemption at par value of any shares in excess of the amount it is required to hold. Stock
redemptions are made at the discretion of the FHLB.

Loans, net of allowance for loan losses and unearned income — Loans are stated at the amount
of unpaid principal, reduced by an allowance for loan losses and unearned income. Interest on
loans is calculated using the simple-interest method on daily balances of the principal amount
outstanding. Loan origination fees and certain direct origination costs are capitalized and
recognized as an adjustment to the yield of the related loan.

The allowance for loan losses is established through a provision for loan losses charged to
expenses. Loans are charged against the allowance for loan losses when management believes
that the collectibility of principal is unlikely. The allowance consists of a specific and a general
component. The specific allowance is derived by identifying specific loans based on risk factors
that represent an elevated risk of loss in the portfolio. These loans are analyzed individually and a
specific allowance based on factors unique to each identified loan is determined. The general
allowance is estimated by identifying homogeneous pools of loans, ascribing risk ratings to those
classes of loans, and applying the Bank’s historical loss experience for similar classes of loans.
The Bank also maintains an unallocated allowance to provide for other credit losses inherent in
the loan portfolio that may not have been contemplated by the specific or the general reserve.
This unallocated amount generally comprises less than 5% of the allowance and is reviewed
periodically based on trends in credit losses and overall economic trends. The allowance is an
amount that management believes will be adequate to absorb possible losses on existing loans
that may become uncollectible.

Various regulatory agencies, as a regular part of their examination process, periodically review
the Bank’s allowance for loan losses. Such agencies may require the Bank to recognize additions
to the allowance based on their judgment of information available to them at the time of
examinations.
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — (continued)

Impaired loans are carried at the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s market price, or the fair value of the collateral if the loan
is collateral dependent. Accrual of interest is discontinued on impaired loans when management
believes, after considering economic and business conditions, collection efforts and collateral
position, that the borrower’s financial condition is such that collection of interest is doubtful.
When interest accrual is discontinued, all unpaid accrued interest is reversed. Interest income is
subsequently recognized only to the extent cash payments are received.

Premises and equipment — Premises and equipment are recorded at cost less accumulated
depreciation and amortization. Depreciation is computed using the straight-line method over the
expected useful lives of the assets, ranging from 5 to 30 years. Amortization of leasehold
improvements is recorded based on the term of the lease or expected life of related assets,
whichever period is less. The costs of maintenance and repairs are expensed as they are incurred,
while major expenditures for renewals and betterments are capitalized.

Other real estate owned — Other real estate owned, which represents property acquired through
foreclosure or deeds in lieu of foreclosure, is carried at the lower of cost or estimated net
realizable value. When property is acquired, any excess of the loan balance over its estimated net
realizable value is charged to the reserve for loan losses. Subsequent write-downs to net
realizable value, if any, or any disposition gains or losses are included in noninterest income or
expense.

Investment in limited liability corporation — In April 2002, the Bank invested $365,000 in a
limited liability corporation (LLC) formed for the purpose of owning a commercial building in
North Portland that was considered as a potential site for future bank operations. The Bank’s
interest in the LLC has been accounted for under the equity method of accounting. As of
December 31, 2004, the Bank’s investment in the LLC, was recorded in the consolidated balance
sheets within other assets. During 2005, the Bank divested itself of this investment, recognizing a
$39,700 gain upon disposal.

Income taxes — Deferred income tax assets and liabilities are determined based on the tax effects
of the differences between book and tax bases of various balance sheet assets and liabilities.
Deferred tax assets and liabilities 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. As
changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through
the income tax provision. Valuation allowances are established to reduce deferred tax assets if it
is determined to be more likely than not that all or a portion of the potential deferred tax assets
will not be realized.

Advertising costs — Advertising costs are expensed as they are incurred. Advertising costs were
$77,729, $176,019, and $104,820 for the years ended December 31, 2005, 2004, and 2003,
respectively.
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — (continued)

Earnings per share of common stock — Basic earnings per share of common stock is computed
by dividing net income available to stockholders, less preferred stock dividends and undistributed
earnings attributable to preferred stockholders, by the weighted average number of common
shares outstanding during the period, after giving retroactive effect to stock dividends and splits.
Diluted earnings per share of common stock is computed similar to basic earnings per share of
common stock except that the denominator is increased to include the number of additional
common shares that would have been outstanding if the dilutive potential common shares had
been issued. Included in the denominator is the dilutive effect of Class A common stock options,
and previous detachable warrants related to the subordinated debentures computed using the
treasury stock method (2003 only).

Stock-based compensation — Effective January 1, 2006, Albina will adopt the provisions of
Statement of Financial Accounting Standards (“SFAS”) No. 123R, Share Based Payments, a
revision to the previously issued guidance on accounting for its stock option and employee stock
purchase plans. SFAS No. 123R requires companies to recognize in the income statement the
grant-date fair value of stock options and other equity-based forms of compensation issued to
employees over the employees’ requisite service period (generally the vesting period). Prior to
January 1, 2006, Albina has accounted for share-based compensation to employees under the
intrinsic value method prescribed in Accounting Principles Board (“APB”) Opinion No. 25,
Accounting for Stock Issued to Employees. Under the intrinsic value method, compensation
expense is recognized only to the extent an option’s exercise price is less than the market value
of the underlying stock on the date of grant, or, in the case of the employee stock purchase plan,
if the purchase price of each share of stock is less than the market value on the date purchased.
Albina also followed the disclosure requirements of SFAS No. 123, Accounting for Stock-Based
Compensation, as amended by SFAS No. 148, Accounting for Stock-Based Compensation —
Transition and Disclosure. Albina will adopt SFAS No. 123R under the modified prospective
method which means that the unvested portion of previously granted stock option and employee
stock purchase plan awards and any such awards that are granted or modified after the date of
adoption will be measured and accounted for under the provisions of SFAS No. 123R.
Accordingly, financial statement amounts prior to the date of implementation will not be restated
to reflect the fair value method of recognizing compensation cost relating to stock options and
employee stock purchase plan awards. Albina will, however, recognize compensation expense,
measured at the fair value of awards granted, for all stock option and employee stock purchase
plan awards granted following implementation of SFAS No. 123R.
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o ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

® NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - (continued)

Had compensation cost for Albina’s stock option and employee stock purchase plans been
determined consistent with the fair value-based method defined in SFAS No. 123, net income
and earnings per share for the six-months ended June 30, 2005 and for the years ended

o
December 31, 2005, 2004, and 2003, would have been affected as shown below:
For the Six
Months
®
Ended
June 30, For the Years Ended December 31,
2005 2005 2004 2003
(Unaudited)
[ .
Net income, as reported $ 147,538 $672,088 $73,056 $570,060
Total stock-based employee
compensation expense determined
PY under fair value-based methods for
for all awards, net of related tax
effects (20,245) (40,490) (45,185) (32,654)
Pro forma net income $ 127,293 $631,598 $27,871 $537,406
® Earnings per common share:
Basic — as reported 3 0.25 $ 115 $ 0.13 $ 1.06
Basic — pro forma 3 0.25 $ 1.07 $ 0.05 $ 098
Diluted — as reported 3 0.24 $ 1.09 $ 0.12 S 1.02
Diluted — pro forma 3 0.24 $ 101 $ 0.05 $ 095
o
o
o
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - (continued)

The fair value of each option grant is estimated as of the grant date using the Black-Scholes
option-pricing model using assumptions noted in the following table. Expected volatility is based
on the historical volatility of the price of the Company’s stock. The Company uses historical data
to estimate option exercise and stock option forfeiture rates within the valuation model. The
expected term of options granted is derived from the vesting period and contractual term using an
allowed “short-cut method” and represents the period of time that options granted are expected to
be outstanding. The risk-free rate for periods within the contractual life of the option is based on
the U.S. Treasury yield curve in effect at the time of grant. Following are the assumptions used
for the six-months ended June 30, 2006 and 2005, and for the years ended December 31, 2005,
2004, and 2003:

For the Six Months Ended
June 30,
2006 2005 2005 2004 2003
(Unaudited) (Unaudited)

Dividend yield 0.00% 0.00% 0.00% 0.00% 0.00%
Expected life (years) 7 7 7 10 10

Expected volatility 23.74% 23.74% 23.74% 20.50% 29.74%
Risk-free rate 4.00% 4.00% 4.00% 4.23% 4.28%

The weighted average fair values of options granted in 2006, 2005, 2004, and 2003 were $3.91
(unaudited), $3.91, $4.32, and $4.45, respectively. The effects of applying SFAS No. 123 in this
pro forma disclosure are not indicative of future amounts.

Grant income — During 2005, 2004, and 2003 the Bank applied for and received federal and/or
state grants under various economic and community development programs. The awards are
generally comprised of two elements. One element is considered to be a reimbursement for the
funding of qualified loans. The other element is considered to be a yield adjustment to the
aggregate of time deposits purchased by the Bank from other qualified Community Development
Financial Institutions, and is being recognized using the effective interest method over the three-
year term of the time deposits, which ended in 2005. The components of the Bank’s grant income
were as follows for the years ended December 31:

2005 2004 2003
Qualified loan reimbursement $ 497,000 $ 201,500 $ 576,351
Yield adjustment to time deposits 4,569 59,411 109,828

$ 501,569 § 260,911 § 686,179
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - (continued)

Off-balance sheet financial instruments — Albina and its subsidiaries hold no derivative
financial instruments. However, in the ordinary course of business, the Bank enters into off-
balance sheet financial instruments consisting of commitments to extend credit and standby
letters of credit. These financial instruments are recorded in the consolidated financial statements
when they are funded or related fees are incurred or received.

Fair value of financial instruments — The following methods and assumptions were used by
Albina in estimating fair values of financial instruments as disclosed herein:

Cash, cash equivalents, and time deposits with other banks — For these financial instruments, the
carrying value as presented is a reasonable estimate of fair value.

Investment securities and restricted equity securities — Fair values for investment securities,
excluding restricted equity securities, are based on quoted market prices. The carrying values of
restricted equity securities approximate fair values.

Loans, net — For variable-rate loans that reprice frequently and have no significant change in
credit risk, fair values are based on carrying values. Fair values for certain mortgage loans (for
example, one-to-four family residential), credit card loans, and other consumer loans are based
on quoted market prices of similar loans sold in conjunction with securitization transactions,
adjusted for differences in loan characteristics. Fair values for commercial real estate and
commercial loans are estimated using discounted cash flow analyses, using interest rates
currently being offered for loans with similar terms to borrowers of similar credit quality. Fair
values for impaired loans are estimated using a discounted cash flow analysis or underlying
collateral values, where applicable.

Deposits and time certificates — The fair values disclosed for demand deposits are, by definition,
equal to the amount payable on demand at the reporting date (that is, their carrying amounts).
The carrying amounts of variable-rate money market accounts approximate their fair values at the
reporting date. Fair values for fixed-rate CDs are estimated using a discounted cash flow
calculation that applies interest rates currently being offered on certificates to a schedule of
aggregated expected monthly maturities on time deposits.

Short-term borrowings — The carrying amounts of federal funds purchased, borrowings under
repurchase agreements, and other short-term borrowings maturing within 90 days approximate
their fair values. Fair values of other short-term borrowings are estimated using discounted cash
flow analysis based on the Bank’s current incremental borrowing rate for similar types of
borrowing arrangements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — (continued)

Long-term debt — The fair value of the Bank’s long-term debt, including the junior subordinated
debentures, is estimated using a discounted cash flow analysis based on the Bank’s current
incremental borrowing rate for similar types of borrowing arrangements.

Off-balance sheet instruments — The Bank’s off-balance sheet instruments include unfunded
commitments to extend credit and standby letters of credit. The fair value of these instruments is
not considered practicable to estimate because of the lack of quoted market prices and the
inability to estimate fair value without incurring excessive costs.

Stock dividends — In May 2006, Albina’s Board of Directors declared a stock split effected in
the form of a 50% common stock dividend. In May 2004, Albina’s Board of Directors also
declared a 10% common stock dividend. All common stock per share financial information for
periods prior to these dates have been restated.

Recently issued accounting standards — Statement of Financial Accounting Standards
No. 123R (revised 2004) — In December 2004, the FASB revised SFAS No. 123, “Accounting for
Stock-Based Compensation.” This statement supersedes APB Opinion No. 25, “Accounting for
Stock Issued to Employees,” and its related implementation guidance. The Statement requires an
entity to measure the cost of employee services received in exchange for an award of equity
instruments based on the grant date fair value of the award. Management will adopt the modified
prospective method upon implementation of this standard. Under the modified prospective
method, this statement will apply only to new awards and to awards modified, repurchased, or
cancelled after the effective date. The cost will be recognized over the period during which an
employee is required to provide service in exchange for the award — the requisite service period.

This Statement will be effective for Albina as of January 1, 2006. Management estimates that the
effect of adopting this Statement, based on the composition of stock-based compensation
instruments in existence at December 31, 2005, will result in the recognition of additional
compensation expense during 2006 of approximately $8,400, net of applicable income tax
effects.

Reclassifications — Certain reclassifications have been made to the 2004 and 2003 consolidated

financial statements to conform with current year presentations, with no effect on previously
stated net income or retained earnings.
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
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o NOTE 2 — INVESTMENT SECURITIES

The amortized cost and estimated fair values of investment securities are summarized as follows:

Gross Gross Estimated
® Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2005:
U.S. government agency
® securities $ 15,200,937 $ - $ (138,868) $ 15,062,069
Corporate debt securities 556,058 1,614 - 557,672
Mortgage-backed securities 3,964,906 447 (97,814) 3,867,539
$ 19,721,901 $ 2,061 $ (236,682) $ 19,487,280
®
December 31, 2004:
U.S. government agency
securities $ 9,004,274 $ - $ (80,214) $ 8,924,060
® Corporate debt securities 1,847,808 18,745 (1,788) 1,864,765
Mortgage-backed securities 4,037,532 4,630 (38,183) 4,003,979
$ 14,889,614 $ 23,375 $ (120,185) $ 14,792,804
o
®
L
o
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ALBINA COMMUNITY BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 — INVESTMENT SECURITIES — (continued)

The following table presents the gross unrealized losses and fair value of the Bank’s investment
securities, aggregated by investment category and length of time that individual securities have
been in a continuous unrealized loss position, at December 31, 2005:

Less Than 12 Months 12 Months or More Totals
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.S. government agency
securities $ 7,187,379 $ (15,857) $ 7,874,690 $(123,011) $ 15,062,069 $(138,868)
Mortgage-backed
securities 1,771,233 (24,126) 2,028,080 (73,688) 3,799,313 (97,814)
Total temporarily impaired
securities $ 8,958,612 $  (39,983) $ 9,902,770 $(196,699) $ 18,861,382 $(236,682)

The Bank holds nine U.S. government agency securities, and six mortgage-backed securities that
are considered to be temporarily impaired investments. Temporary impairment for these
investments is due to interest rate risk associated with fixed-rate obligations and prepayment risk
resulting from premature calls of similar classes of securities. Management believes that, while
actual fluctuations in unrealized losses will occur over the life of each investment security, the
temporary impairment on each investment security in an unrealized loss position at December 31,
2005, will be incrementally relieved as the individual investment security approaches its
contractual maturity date.

In determining that no material amounts of other-than-temporary impairment exists, management
has considered the likelihood that securities will be called prior to maturity and the ability of the
issuer to satisfy its repayment obligation upon maturity. Based on these factors, management
believes that no material amounts of other-than-temporary impairment exist at December 31,
2005.
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NOTE 2 — INVESTMENT SECURITIES — (continued)

The amortized cost and estimated fair value of investment securities available-for-sale at
December 31, 2005, by contractual maturities 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.

Estimated
Amortized Fair
Cost Value
Due within one year $ 4,555,003 $ 4,510,420
Due after one year through five years 12,543,136 12,399,782
Due after five years through ten years 760,624 740,977
Due after ten years 1,863,138 1,836,101
$ 19,721,901 $ 19,487,280

For the purpose of the maturity table, mortgage-backed securities and collateralized mortgage
obligations, which are not due at a single maturity date, have been allocated over maturity
groupings based on the weighted average contractual maturities of underlying collateral.
Mortgage-backed securities may mature earlier than their weighted average contractual maturities
because of principal repayments.

As of December 31, 2005 and 2004, investment securities with an amortized cost of $18,825,208
and $13,891,789, respectively, have been pledged to secure notes payable at the Federal Home
Loan Bank and public or other deposits, as required by law.
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® NOTE 3 - LOANS
The composition of loan balances is summarized as follows at December 31:
2005 2004
) Real estate secured:
Residential mortgage $ 11,082,114 $ 12,317,490
Commercial real estate 56,443,749 50,478,214
Real estate construction 8,816,399 4,749,262
Other loans:
® Commercial 8,796,371 9,616,576
Consumer 3,703,892 3,613,388
Total loans 88,842,525 80,774,930
Allowance for loan losses (1,258,387) (1,157,136)
PY Unearned income, net of amortization (311,754) (246,370)
Loans, net of allowance for loan
losses and unearned income $ 87,272,384 $ 79,371,424
® At December 31, 2005 and 2004, loans of $1,417,842 and $2,425,666, respectively, were

pledged to support Federal Home Loan Bank borrowings.

NOTE 4 - ALLOWANCE FOR LOAN LOSSES

o
Changes in the allowance for loan losses were as follows for the years ended December 31:
2005 2004 2003
® BALANCE, beginning of year $ 1,157,136 $ 1,287,934 $ 964,437
Charge-offs (217,040) (650,651) (363,796)
Recoveries 35,673 69,853 12,293
Provision for loan losses 282,618 450,000 675,000
o
BALANCE, end of year $ 1,258,387 $1,157,136 $1,287,934
o
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4 — ALLOWANCE FOR LOAN LOSSES — (continued)

Nonaccrual loans totaled $512,781 and $2,123,136 at December 31, 2005 and 2004, respectively.
Interest income that would have been recognized on nonaccrual loans had they remained current
was $13,502, $25,853, and $120,997 for 2005, 2004, and 2003, respectively. At December 31,
2005 and 2004, the Bank had $358,438 and $248,164, respectively, of loans considered by
management to be impaired. The average recorded investment in impaired loans during 2005 and
2004 was $517,679 and $1,071,651, respectively. Impaired loans on nonaccrual status totaled
$337,533 and $206,284 at December 31, 2005 and 2004, respectively.

The specific allowance for loan losses established for impaired loans was $55,539 and $17,091 at

December 31, 2005 and 2004, respectively.

NOTE 5 — PREMISES AND EQUIPMENT

The major classifications of premises and equipment are summarized as follows at December 31:

Buildings
Leasehold improvements

Furniture and equipment
Software

Less accumulated depreciation
and amortization

Land
Construction in progress

Premises and equipment, net of
accumulated depreciation and
amortization

2005 2004
$ 1,372,801 $ 1,372,801
1,488,213 1,460,129
926,297 902,858
248,821 158,599
4,036,132 3,894,387
(1,103,405) (826,498)
2,932,727 3,067,889
1,906,630 1,906,630
211,178 150,757
$ 5,050,535 $ 5,125,276
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NOTE 6 — DEPOSITS

Deposit account balances are summarized as follows at December 31:

2005 2004
Noninterest-bearing demand deposits $ 14,907,134 $ 12,058,716
Interest-bearing demand deposits 5,010,625 4,431,326
Savings accounts 6,140,495 6,623,837
Money market accounts 17,942,020 18,402,867
Time certificates of deposit 60,495,332 48,565,581
Total deposits $ 104,495,606 $ 90,082,327

Time certificates of deposit of $100,000 or more aggregated to $13,785,193 and $15,808,164 at
December 31, 2005 and 2004, respectively. Interest expense on these certificates of deposit of
$100,000 or more amounted to $247,842, $304,635, and $327,574 for the years ended
December 31, 2005, 2004, and 2003, respectively.

At December 31, 2005, the scheduled maturities for all time certificates of deposit are as follows:

Years ending December 31, 2006 $ 51,366,962
2007 4,608,536

2008 2,876,197

2009 1,191,081

2010 452,556

$ 60,495,332

NOTE 7 — LINES OF CREDIT AND BORROWED FUNDS

Federal Home Loan Bank advances — The Bank has notes payable to the FHLB of Seattle in
the aggregate amount of $3,684,861 and $3,923,229 at December 31, 2005 and 2004,
respectively. The notes carry interest rates ranging from 4.76% to 6.82%, with a weighted
average interest rate of 5.75% at December 31, 2005. Principal and interest payments are made
monthly and the notes mature beginning in 2006 through 2024.
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NOTE 7 — LINES OF CREDIT AND BORROWED FUNDS — (continued)

The Bank is required to maintain a minimum stock investment in the FHLB as a member. The
minimum requirement was $422,800 at December 31, 2005 and $283,600 at December 31, 2004.
The Bank also has a line of credit with the FHLB available to purchase federal funds equal to
15% of total assets or approximately $18.3 million at December 31, 2005. There was no balance
outstanding at December 31, 2005, and $1.0 million of federal funds purchased on this line of
credit at December 31, 2004. The line carried a fully floating interest rate of 2.35% at
December 31, 2004.

Correspondent bank lines of credit — At December 31, 2005, the Bank had available a
$2,500,000 short-term federal funds line of credit and $3,500,000 in lines of credit with
correspondent banks, available to support the issuance of letters of credit. These lines are
unsecured. No borrowings or letters of credit were outstanding under these correspondent bank
lines at December 31, 2005 or 2004.

Subordinated debentures — During 2000, Albina’s Board of Directors approved a private
offering for a $1,100,000 principal amount of 10% subordinated debentures, due November 1,
2005. The debentures were offered to provide a source of working capital for Albina and to
increase regulatory capital for the Bank.

As an inducement to the holders of the debentures, each purchaser of a minimum of $100,000
principal amount of debentures received, for each $10,000 principal amount of debentures
purchased, one detachable warrant to purchase 110 shares of Albina’s Class A common stock at
a purchase price of $9.09 per share (prior to the May 2004 stock dividend). The warrants were
exercisable at any time on or before the date Albina redeemed the debentures, which could have
occurred with 30-days written notice. Management determined the fair value allocable to the
warrants was not significant and, therefore, all proceeds were allocated to the debentures.

In April 2002, the holders of the debentures were notified of the Bank’s intention to redeem the
debentures effective June 1, 2002. The Bank provided each holder with the option to (a) receive
the full redemption amount; (b) deposit the proceeds upon redemption in a three-year certificate
of deposit with the Bank; (c) retain the existing warrants issued by agreeing to reduce the rate on
the debentures from 10% to 6.5%; or (d) retain the existing warrants issued by agreeing to use the
proceeds upon redemption to purchase Class A common stock in Albina at a conversion rate of
$7.82 per share (equal to the March 31, 2002, book value). On June 1, 2002, $800,000 of the
subordinated debentures were redeemed in full by the holders of the debentures, $50,000 were
converted to Class A common stock, and $250,000 were retained by the holders at a reduced rate
of 6.5%.

In March 2003, the remaining holders of the debentures were notified of the Bank’s intention to

redeem the debentures. The remaining debentures were redeemed May 1, 2003, and all
outstanding warrants expired unexercised.
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) NOTE 7 — LINES OF CREDIT AND BORROWED FUNDS — (continued)

At December 31, 2005, future principal payments due on all federal funds purchased and notes
payable are as follows:

® Years ending December 31, 2006 $ 226,156
2007 90,186
2008 90,186
2009 71,018
2010 2,562,761
® Thereafter 644,554
$ 3,684,861
® NOTE 8 — TRUST PREFERRED SECURITIES

Albina has issued $6,186,000 of junior subordinated debentures payable to Albina Statutory
Trust-I and Albina Statutory Trust-II, wholly-owned statutory business trusts that concurrently
issued $6,000,000 in guaranteed undivided beneficial interests in Albina’s fixed/floating rate
® junior subordinated debentures. These debentures, which represent the sole asset of the trusts,
possess the same terms as the Trust Preferred Securities issued by the trusts. These debentures
are mandatorily redeemable upon maturity of the debentures or upon earlier redemption as
provided in the indenture agreements. Albina has the right to redeem the debentures in whole or
in part through a call option at a price equal to the unpaid principal and accrued but unpaid
PY interest as of the redemption date.

Following are the significant terms of the separate issuances of junior subordinated debentures:

Issued Maturity Redemption
® Trust Name Issue Date Amount Rate Date Date
Albina Statutory March March March
Trust- 2003 $ 4,124,000 6.40% (1 2033 2008
® Albina Statutory May May March
Trust-II 2004 2,062,000 523% (2) 2034 2010
$ 6186000

Fixed interest at this rate through March 2008, after which time the rate adjusts every three months to the
applicable three-month London Interbank Offering Rate plus 3.15%

(2) Variable at 5.23% on December 31, 2005, adjusting every three months to the applicable three-month
London Interbank Offering Rate plus 2.75%
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NOTE 8 — TRUST PREFERRED SECURITIES — (continued)

The accrued interest on both issuances of junior subordinated debentures is paid to the trusts by
Albina, and the trusts in turn distribute the interest income as dividends on the Trust Preferred
Securities. Interest payments are deferrable at the discretion of Albina for the first five years. As
of December 31, 2005 and 2004, all contractual interest payments to the trusts and all contractual
dividend payments by the trusts were current.

The debentures issued by the trusts, less the capital securities of the trusts, qualify as Tier 1
capital under guidance set forth by the Board of Governors of the Federal Reserve System.

For the years ended December 31, 2005 and 2004, interest expense on the debentures and the
corresponding dividends paid on the Trust Preferred Securities totaled $357,772 and $322,968,
respectively.

NOTE 9 - COMMON STOCK ISSUANCES

In 2005, Albina issued 767 shares of Class A common stock at an average price of $11.16
pursuant to its Employee Stock Purchase Plan, receiving proceeds of $8,563. Also in 2005, 6,417
stock options were exercised for Class A common stock, with Albina receiving proceeds of
$54,383.

In 2004, Albina issued 6,900 shares of Class A common stock and raised $89,700, pursuant to
the 2002 Stock Offering. It issued 524 shares of Class A common stock (318 shares prior to the
May 2004 stock dividend and 206 shares subsequent to the dividend), receiving proceeds of
$4,791, pursuant to its Employee Stock Purchase Plan. Also in 2004, 6,867 stock options (6,500
prior to the stock dividend and 367 subsequent to the stock dividend) were exercised for Class A
common stock, with Albina receiving proceeds of $45,536.
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o NOTE 10— STOCKHOLDERS’ EQUITY

Albina’s capital stock is comprised of the following preferred and common shares at
December 31:

o 2005 2004

Preferred stock, no par value, 1,000,000

shares authorized, 24,818 shares issued

and outstanding at December 31, 2005
® and 2004, respectively:

Series A 1%, minimum $1 per share
liquidation preference, noncumulative,
20,000 shares designated, 16,300
PY shares issued and outstanding at
December 31, 2005 and 2004 $ 1,630,000 $ 1,630,000

Series B 1%, minimum $1 per share
liquidation preference, noncumulative,
10,000 shares designated, 8,518 shares

®
issued and outstanding at December 31,
2005 and 2004 851,800 851,800
Preferred stock, at liquidation value $ 2,481,800 $ 2,481,800
o
@
[
®
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NOTE 10 - STOCKHOLDERS’ EQUITY - (continued)

2005 2004

Common stock:

Class A, without par value, 3,000,000

shares authorized, 335,883 and

328,699 shares issued and outstanding

at December 31, 2005 and 2004,

respectively $ 3,006,424 $ 2,943,478

Class B, without par value, 1,000,000
shares authorized, 57,978 shares

issued and outstanding at December 31,
2005 and 2004 538,255 538,255

Total common stock $ 3,544,679 $ 3,481,733

Preferred stock — Albina is authorized to issue up to 1,000,000 shares of preferred stock. The
Board of Directors of Albina has the authority to issue preferred stock in one or more series, and
to designate the preferences, limitations, and relative rights of the shares of any such series. The
Board of Directors also has the authority to determine the liquidation and dividend rights on any
preferred stock that may be issued, including the priority of such rights over the liquidation and
dividend rights of holders of common stock.

There are 20,000 shares of preferred stock designated as Series A 1% preferred stock (Series A
Preferred) with a minimum liquidation preference of $1 per share, and liquidation participation
rights at ten times the amount distributable on liquidation with respect to the common stock up to
a maximum of $100 per share. Holders of Series A Preferred fully participate with the Series B
Preferred and the holders of common stock in any gain or loss in stockholders’ equity if the
amount to which the Series A Preferred would be entitled upon liquidation is less than $100 per
share. This stock is entitled to a noncumulative annual dividend equal to 1% (31 per share) of its
stated per share value, when and as declared by the Board of Directors, which must be paid in
any year in which a cash dividend on the common stock is declared. Series A Preferred has the
right to elect directors representing 25% of the total number of directors to be elected and serve
Albina. Holders of the Series A Preferred have no other voting rights except for matters which
directly affect the rights of that class of stock.

There are 10,000 shares of preferred stock designated as Series B 1% nonvoting preferred stock
(Series B Preferred). These shares are identical to the Series A Preferred except that the Series B
Preferred has no voting rights with respect to the election of the Board of Directors, and has no
other voting rights except as required by law.
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NOTE 10 - STOCKHOLDERS’ EQUITY - (continued)

Common stock — Authorized common stock consists of 3,000,000 shares without par value of
Class A voting common stock and 1,000,000 shares without par value of Class B nonvoting
common stock. Holders of Class A and Class B common stock each have the same rights to the
assets of Albina upon liquidation, subject to any liquidation preference of preferred stockholders,
which may be outstanding. There are no preemptive rights to acquire additional securities that
Albina may issue. The holders of common stock are entitled to receive dividends, if any, as may
be declared by the Board of Directors. Rights to receive dividends on the common stock are
subject to the prior rights of shares of preferred stock then outstanding.

Each share of the Class A common stock is entitled to one vote on all matters presented for
stockholder vote, including the election of Directors, subject to special voting rights of the
holders of the Series A Preferred. Stockholders do not have the right to accumulate votes in the
election of the Directors.

Stockholders of Class B common stock have no voting rights other than as required by law, but
otherwise have equal rights in all respects to stockholders of Class A common stock.
NOTE 11 - INCOME TAXES

Components of the income tax provision (benefit) are as follows for the years ended
December 31:

2005 2004 2003
Current
tax:
Federal $ 228,500 $ - $ 368,455
State 23,049 - 63,000
251,549 - 431,455
Deferred tax:
Federal (1,052) (21,540) (103,100)
State (218) (4,730) (21,400)
(1,270) (26,270) (124,500)
Income tax provision $ 250,279 $ (26,270) $ 306,955
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NOTE 11 —- INCOME TAXES — (continued)

Deferred income taxes represent the tax effect of differences in timing between financial income
and taxable income. The nature and components of deferred tax assets and liabilities are as
follows at December 31:

2005 2004
Deferred tax assets:
Allowance for loan losses $ 350,400 $ 261,100
Deferred compensation 75,100 47,600
Amortization of intangible assets 29,600 23,700
Unrealized loss on investment securities 82,100 33,900
Other - 12,400
Total deferred tax assets 537,200 378,700
Deferred tax liabilities:
Accrual to cash adjustment (41,800) (83,600)
Accumulated depreciation (243,300) (126,270)
Prepaid expenses (29,000) (25,100)
Federal Home Loan Bank stock dividend (22,000) (21,600)
Other (29,500) -
Total deferred tax liabilities (365,600) (256,570)
Net deferred tax assets $ 171,600 $ 122,130

Management believes, based upon Albina’s historical performance, that the deferred tax assets
will be realized in the normal course of operations and, accordingly, management has not
reduced the deferred tax assets by a valuation allowance.

NOTE 12 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the normal course of business to meet the financing needs of its customers, the Bank is a party
to financial instruments with off-balance sheet risk. These financial instruments include
commitments to extend credit and the issuance of letters of credit. These instruments involve, to
varying degrees, elements of credit and interest-rate risk in excess of the amounts recognized in
the consolidated balance sheets. The contract amounts of those instruments reflect the extent of
involvement the Bank has in particular classes of financial instruments.
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NOTE 12 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK —
(continued)

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 written 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.

Commitments to extend credit are agreements to lend to customers as long as there is no
violation of any condition established in the contract. Commitments generally have fixed
expiration dates or other termination clauses and may require payment of a fee. 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 amount of collateral
obtained, if deemed necessary by the Bank upon extension of credit, is based on management’s
credit evaluation of the counterparty. Collateral held varies but may include accounts receivable,
inventory, property and equipment, and income-producing properties.

Letters of credit written are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to customers. The Bank holds
cash, marketable securities, or real estate as collateral supporting those commitments for which
collateral is deemed necessary.

A summary of the notional amounts of the Bank’s financial instruments with off-balance sheet
risk at December 31, 2005 and 2004, respectively, are as follows:

2005 2004
Commitments to extend credit $ 16,673,858 $ 6,624,454
Letters of credit - 130,000
$ 16,673,858 $ 6,754,454

NOTE 13 - CONCENTRATIONS OF CREDIT RISK

The majority of the Bank’s loans, commitments, and commercial and standby letters of credit
have been granted to customers in its market area. The majority of such customers are also
depositors of the Bank. Concentrations of credit by type of loan are set forth in Note 3. The
Bank’s loan policy does not allow the extension of credit to any single borrower or group of
related borrowers in excess of $1,000,000 without approval from the Board of Directors’ Loan
Committee.
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NOTE 14 - COMMITMENTS AND CONTINGENCIES

Operating lease commitments — The Bank leases three of its branch office facilities under
operating lease agreements. At December 31, 2005, future minimum rental payments under these
agreements are as follows:

Years ending December 31, 2006 . $ 143,382
2007 56,466

2008 15,117

2009 3,807

$ 218,772

The leases expire during periods ranging from May 2006 through 2009, and each carries options
which would allow Albina to lease the properties with extended expirations ranging from 2009
through 2026.

Rental expense for all operating leases was $164,111, $171,521, and $114,451 for the years
ended December 31, 2005, 2004, and 2003, respectively.

In January 2006, Albina finalized the purchase of a branch office facility that was previously
operated under an operating lease agreement. Lease expense related to this branch for 2005,
2004, and 2003 totaled approximately $21,000, $36,000, and $36,000, respectively.

Purchase commitment — The Bank has signed a contract for the construction of a new branch,
estimated to be completed in March 2006, with approximately $424,000 committed but not yet
due at December 31, 2005.

Legal contingencies — Albina may become a defendant in certain claims and legal actions arising
in the ordinary course of business. There are no matters presently known to Albina that are
expected to have a material adverse effect on the consolidated financial condition of Albina.

NOTE 15 —- TRANSACTIONS WITH RELATED PARTIES

Certain directors, executive officers, and principal stockholders of the Bank, and the companies
with which they are associated, are customers of and have had banking transactions with the
Bank in the ordinary course of business, and the Bank expects to have such transactions in the
future. All loans and commitments to loan included in such transactions were made on
substantially the same terms (including interest rates and collateral) as those prevailing at the
time for comparable transactions with other persons and, in the opinion of the management of the
Bank, do not involve more than the normal risk of collectibility or present any other unfavorable
features.
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NOTE 15 - TRANSACTIONS WITH RELATED PARTIES - (continued)

An analysis of activity with respect to loans to directors, executive officers, and principal
stockholders of the Bank is as follows for the years ended December 31:

2005 2004
BALANCE, beginning of year $ 3,929,290 $ 4,142,463
Additions 3,470,122 24,768
Repayments (1,135,311) (237,941)
BALANCE, end of year $ 6,264,101 $ 3,929,290

At December 31, 2005 and 2004, deposits held for related parties were $1,068,557 and $667,573,
respectively.

NOTE 16 — EARNINGS PER SHARE OF COMMON STOCK

The following tables illustrate the computations of basic and diluted earnings per share of
common stock for the six months ended June 30, 2006 and 2005 (unaudited) and for the years
ended December 31, 2005, 2004, and 2003, restated for the stock split effected in the form of a
50% common stock dividend which was declared May 5, 2006.

For the Six Months Ended
June 30,
2006 2005
(Unaudited) (Unaudited)

Basic earnings per common share:
Net income available to common

shareholders $ 104,947 $ 147,538
Weighted average common shares outstanding 598,973 585,107
Basic earings per share of common stock $ 0.18 $ 0.25
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NOTE 16 —- EARNINGS PER SHARE OF COMMON STOCK - (continued)

For the Six Months Ended
June 30,
2006 2005
(Unaudited) (Unaudited)

Diluted earnings per common share:

Net income available to common stockholders $ 104,947 $ 147,538
Weighted average common shares outstanding 598,973 585,107
Net effect of dilutive stock options 43,662 35,813

Weighted average common shares outstanding
and common stock equivalents 642,635 620,920

Diluted earings per share of common stock $ 0.16 $ 0.24

For the Years Ended December 31,

2005 2004 2003
Basic earnings per common share:
Net income available to common
stockholders $ 672,088 $ 73,056 $ 570,060
Weighted average common shares
outstanding 586,287 570,168 540,169
Basic earnings per share of common
stock $ 1.15 $ 0.13 $ 1.06
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NOTE 16 — EARNINGS PER SHARE OF COMMON STOCK - (continued)

For the Years Ended December 31,

2005 2004 2003
Diluted earnings per common share:

Income available to common

stockholders $ 672,088 $ 73,056 $ 570,060
Weighted average common shares

outstanding 586,287 570,168 540,169
Net effect of dilutive stock options 30,995 24,375 17,419
Weighted average common shares

outstanding and common stock

equivalents 617,282 594,543 557,588
Diluted earnings per share of

common stock $ 1.09 § 012  § 1.02

The following summarizes Class A common stock options and detachable warrants of the
subordinated debentures that were excluded from the computation of diluted earnings per share
because their effect would have been anti-dilutive upon conversion or exercise:

2005 2004 2003
Class A common stock options - - 5,500
Detachable warrants - - -
- - 5,500
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NOTE 17 - STOCK-BASED COMPENSATION

Albina has granted stock options to certain employees under stock option plans approved by the
Board of Directors and shareholders. Under the 2001 Stock Incentive Plan (“2001 Plan”), 90,750
shares of Class A common stock were reserved. During 2005, the 2001 Plan was terminated and
the 2005 Stock Incentive Plan (“2005 Plan”) was approved. Under the 2005 Plan, up to 100,000
shares of common stock are reserved for issuance as stock-based compensation awards. All
options generally vest over three years, have exercise prices more than or equal to the fair market
value of the stock as of the grant date, and expire ten years from the date of grant. Unexercised
options that expire or are forfeited are available for future grant under their respective plan.
Albina has not issued any forms of stock-based awards under these plans other than stock
options. Stock option activity is summarized as follows:

Weighted
Options Average
Available Options Price

for Grant Outstanding Per Share
BALANCE, December 31, 2002 39,944 50,806 $ 6.13
Options forfeited or expired 975 (975) $ 820
Options exercised - (12,100) $ 8.26
Options granted (16,500) 16,500 $ 890
BALANCE, December 31, 2003 24,419 54,231 § 647
Options granted (20,075) 20,075 $ 10.23
Options exercised - (7,517) $ 6.06
BALANCE, December 31, 2004 4,344 66,789 $ 7.64
Cancellation of remaining 2001 Plan shares (4,344) - $ 7.64

Options available for grant under the 2005
Plan 100,000 - $ -
Options forfeited or expired - (1,833) $ 10.23
Options exercised - (6,417) $ 847
Options granted (10,000) 10,000 § 14.75
BALANCE, December 31, 2005 90,000 68,539 $ 853
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® NOTE 17 — STOCK-BASED COMPENSATION — (continued)
Options Weighted Weighted
Available Options Average Price Average Remaining Aggregate
For Grant Outstanding Per Share Contractual Term Intrinsic Value

BALANCE, December 31,

‘ 2005 (restated for
the effect of the 50%
stock dividend) 135,000 102,809 $ 5.69
Options forfeited under
2001 Plan (unaudited) - (825) $ 6.82
Options forfeited under
2005 Plan (unaudited) 4,500 (4,500) $ 9.83
® Options granted (unaudited) (7,500) 7,500 $ 14.67
Options exercised (unaudited) - (15,375) $ 477
BALANCE, June 30, 2006
(unaudited) 132,000 89,609 $ 6.38 6.59 $ 996,452
Options exercisable at June 30, $ 5.51 6.22 $ 957,509
2006 (unaudited) 79,859

The aggregate intrinsic value (which is the amount by which the stock price exceeded the
exercise price on the date of exercise) of options exercised during the six months ended June 30,
2006 and 2005, was $148,220 (unaudited) and $38,670 (unaudited), respectively. During the six
months ended June 30, 2006 and 2005, the amount of cash received from the exercise of stock

® options was $73,280 (unaudited) and $54,383 (unaudited), respectively. As of June 30, 2006,
there was approximately $41,000 (unaudited) of total unrecognized compensation cost related to
non-vested stock options which is expected to be recognized over a weighted-average period of
approximately 2.3 years (unaudited).

L Albina has charged $12,000 (unaudited) of compensation cost related to stock options and
employee stock purchases against income and has appropriately recognized no related income tax

benefit for the six months ended June 30, 2006.

The following table summarizes information concerning outstanding and exercisable options

o under the stock option plans at December 31, 2005:
Weighted
Average
Remaining Weighted Number Weighted
Range of Number of Contractual Average of Options Average
) Exercise Options Life Exercise Currently Exercise
® Prices Qutstanding (in vears) Price Exercisable Price
$4.13 - $6.85 25.300 4.30 $ 4.65 25.300 $ 4.65
$8.18 — $8.26 10.414 6.77 $ 8.19 10.414 $ 8.19
$10.23 - $10.45 22.825 8.19 $ 10.28 17.051 $ 10.30
$14.75 10,000 9.31 $ 14.75 4,000 $ 14.75
o _
68,539 56,765
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NOTE 17 — STOCK-BASED COMPENSATION — (continued)

The following table summarizes information concerning outstanding and exercisable options
under the stock option plans at June 30, 2006 (unaudited), restated for the effect of the 50% stock
dividend:

Weighted

Average
Remaining Weighted Number Weighted
Range of Number of Contractual Average of Options Average
Exercise Options Life Exercise Currently Exercise

Plan Prices Qutstanding (in years) Price Exercisable Price
2001 Plan $2.75-$3.86 27,225 3.99 $ 312 27,225 $ 312
2001 Plan $5.45-85.51 15,621 6.27 $ 546 15,621 $ 546
2001 Plan $6.82 - $6.97 31,763 7.69 $ 6.86 31,763 $ 686
2005 Plan $9.83 — $14.67 15,000 9.32 $ 1225 5,250 $ 983
89,609 79,859

NOTE 18 - EMPLOYEE BENEFIT PLANS AND AGREEMENTS

During 2003, Albina implemented an employee stock purchase plan (ESPP) for the benefit of its
employees, reserving 16,500 shares of Albina Community Bancorp Class A common stock. The
ESPP allows participation of all employees over the age of 18 who have also met minimum
service requirements. Participating employees defer compensation in amounts ranging from 1%
to 10% of their eligible compensation to purchase stock on a quarterly basis at a price determined
by the Board subsequent to each calendar quarter-end. The ESPP price is generally the lesser
amount of 85% of the market price of Albina’s stock at the beginning or end of the calendar
quarter. Under Section 423 of the Internal Revenue Code and intrinsic value-based methods for
determining stock-based compensation, the ESPP qualifies as a noncompensatory plan. However,
had Albina applied the fair value-based method of determining compensation expense as defined
in SFAS No. 123, the plan would be considered compensatory, requiring Albina to recognize a
charge to earnings for compensation expense related to shares purchased at a discount.

During the years ended December 31, 2005 and 2004, employees were issued 767 and 524
shares, respectively, of Albina Community Bancorp Class A common stock pursuant to the
ESPP. As of December 31, 2005 and 2004, Albina had a liability of $1,314 and $1,978,
respectively, representing funds withheld from participants for future purchases under the ESPP.

Albina has also established an employee incentive compensation program which provides
eligible participants additional compensation based upon the achievement of certain goals. For
the years ending December 31, 2005, 2004, and 2003, additional compensation expense of
$195,750, $172,500, and $262,000, respectively, was recognized pursuant to this program.
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NOTE 18 - EMPLOYEE BENEFIT PLANS AND AGREEMENTS — (continued)

Albina has adopted a 401(k) savings investment plan which allows employees to defer certain
amounts of compensation for income tax purposes under Section 401(k) of the Internal Revenue
Code. Essentially, all employees over the age of 18 are eligible to participate in the plan.
Employees may elect to defer and contribute up to statutory limits. Their contributions and those
of Albina, which are limited to 50% of employee contributions up to 6% of total participant
compensation, are invested by plan trustees in employee-designated funds. For the years ending
December 31, 2005, 2004, and 2003, Albina contributed $45,000, $34,003, and $20,750,
respectively, to the plan.

Albina has entered into employment agreements ranging from two to four years with certain
executive officers of the Bank. In addition to providing each covered officer with compensation
and other customary benefits, under certain circumstances, if conditions for termination as
provided in the employment agreement are met, the officer is entitled to receive between 100%
and 200% of his or her salary in a lump sum at termination. At compensation levels as of
December 31, 2005, and, if all officers under contract were terminated pursuant to termination
provisions, the Bank would be required to make a lump sum payment of approximately
$355,925.

During 2005 and 2004, Albina purchased bank-owned life insurance (BOLI) to support life
insurance and salary continuation benefits for certain key employees. As of December 31, 2005
and 2004, Albina recognized a salary continuation benefit obligation of $195,538 and $124,027,
respectively. Payments under the salary continuation plan are for ten years and commence when
the respective key employee reaches the age of 65 and terminates employment. As of
December 31, 2005 and 2004, the cash surrender value of BOLI was $2,772,418 and $2,656,042,
respectively.

NOTE 19 - REGULATORY MATTERS

Albina and the Bank are subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory, and possibly additional discretionary, actions by regulators that, if undertaken, could
have a direct material effect on a bank’s financial statements. Under capital adequacy guidelines
and the regulatory framework for prompt corrective action, banks must meet specific capital
guidelines that involve quantitative measures of the bank’s assets, liabilities, and certain off-
balance sheet items as calculated under regulatory accounting practices. Capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk
weightings, and other factors.
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NOTE 19 - REGULATORY MATTERS — (continued)

Quantitative measures established by regulation to ensure capital adequacy require Albina and
the Bank to maintain minimum amounts and ratios (set forth in the following table) of total and
Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier 1
capital to average assets (as defined). Management believes, as of December 31, 2005 and 2004,
that Albina and the Bank meet all capital adequacy requirements to which they are subject.

As of the most recent notifications from its regulatory agencies, the Bank was categorized as
well-capitalized under the regulatory framework for prompt corrective action. To be categorized
as adequately capitalized, Albina and the Bank must maintain minimum total risk-based capital,
Tier 1 risk-based capital, and Tier 1 leverage capital ratios as set forth in the following table.
There are no conditions or events since that notification that management believes may have
changed the institutions’ category.

Actual capital amounts and ratios for both Albina and the Bank are presented in the following
table:

To Be Well-
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2005:
(dollars in thousands)
Total capital to risk-weighted assets:
Albina Community Bancorp $14,491 14.8% $ 7,844 >8% $ - N/A
Albina Community Bank $11,669 12.0% $ 7,757 >8% $ 9,697 >10%
Tier 1 capital to risk-weighted assets:
Albina Community Bancorp $ 9,687 9.2% $ 3,922 >4% h) - N/A
Albina Community Bank $10,456 10.8% $ 3,879 >4% $ 5,818 >6%
Tier 1 capital to average assets:
Albina Community Bancorp $ 9,687 8.4% $ 4,603 >4% $ - N/A
Albina Community Bank $10,456 8.8% $ 4,739 >4% $ 5923 >5%
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) NOTE 19 - REGULATORY MATTERS - (continued)
To Be Well-
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
® Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2004:
(dollars in thousands) .
Total capital to risk-weighted assets:
® Albina Community Bancorp $13,564 15.4% $ 7,067 >8% $ - N/A
Albina Community Bank $10,706 12.5% $ 6,869 >8% $ 8,587 >10%
Tier 1 capital to risk-weighted assets:
Albina Community Bancorp $ 8,636 9.8% $ 3,534 >4% $ - N/A
Albina Community Bank $ 9,632 11.2% $ 3,435 >4% $ 5,152 >6%
o
Tier 1 capital to average assets:
Albina Community Bancorp $ 8,636 7.9% $ 4,365 >4% $ - N/A
Albina Community Bank $ 9,632 9.2% $ 4,183 >4% $ 5,229 >5%
o
o
L
®
o
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NOTE 20 — FAIR VALUES OF FINANCIAL INSTRUMENTS

The following table estimates fair values and the related carrying values of Albina’s financial
instruments at December 31, 2005 and 2004 (in thousands):

2005 2004
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assets:
Cash and due from banks $ 1,797 $ 1,797 $ 1,058 $ 1,058
Interest-bearing deposits with other banks $ 446 $ 446 $ 314 $ 314
Federal funds sold $ 2,176 $ 2,176 $ 100 $ 100
Time deposits with other banks $ 1,498 $ 1,498 $ 2,748 $ 2,748
Investment securities, at fair value $ 19,487 $ 19,487 $ 14,793 $ 14,793
Federal Home Loan Bank stock, at cost $ 423 $ 423 $ 329 $ 329
Loans, net of allowance for loan losses
and unearned income $ 87,272 $ 83,821 $ 79,371 $ 78,121
Financial liabilities:
Demand and savings deposits and
money market accounts $ 44,001 $ 44,001 $ 41,516 $ 41,516
Time certificates of deposit $ 60,495 $ 59,421 $ 48,566 $ 48,039
Federal funds purchased $ - $ - $ 1,000 $ 1,000
Notes payable $ 3,685 $ 3,667 $ 3,923 $ 3912
Junior subordinated debentures $ 6,186 $ 6,257 $ 6,186 $ 6,186

While estimates: of fair value are based on management’s judgment of the most appropriate
factors, there is no assurance that were the Bank to dispose of such items at December 31, 2005,
the estimated fair values would necessarily be achieved at that date, since market values may
differ depending on various circumstances. The estimated fair value at December 31, 2005,
should not necessarily be relied upon at subsequent dates.

In addition, other assets and liabilities of the Bank that are not defined as financial instruments
are not included in the above disclosures, such as property and equipment. Also nonfinancial
instruments typically not recognized in the consolidated financial statements, nevertheless, may
have value but are not included in the above disclosures. These include, among other items, the
estimated earnings power of core deposit accounts, the earnings potential of loan servicing rights,
the trained work force, customer goodwill, and similar items.
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® NOTE 21 - PARENT COMPANY FINANCIAL INFORMATION

Condensed financial information for Albina Community Bancorp (unconsolidated parent
company only) is as follows:

® CONDENSED BALANCE SHEETS

December 31,
2005 2004
(in thousands)

ASSETS
Cash and cash equivalents $ 127 $ 205
Premises and equipment, net 2,368 2,398
Other assets 295 . 263
Py Investment in subsidiary bank 10,347 9,641
Investment in unconsolidated subsidiary
trusts 186 186
TOTAL ASSETS $ 13,323 $ 12,693
o
LIABILITIES
Junior subordinated debentures held by
trusts that issued guaranteed capital
debt securities $ 6,186 $ 6,186
PY Other liabilities 24 40
Total liabilities 6,210 6,226
STOCKHOLDERS’ EQUITY 7,113 6,467
o
TOTAL LIABILITIES AND
STOCKHOLDERS’ EQUITY $ 13,323 $ 12,693
®
o
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o NOTE 21 - PARENT COMPANY FINANCIAL INFORMATION - (continued)

CONDENSED STATEMENTS OF INCOME

Years Ended December 31,
® 2005 2004 2003
(in thousands)
INCOME
Dividend income $ 200 $ 150 $ 1,000
® Equity in undistributed (excess
distribution of) earnings of
subsidiaries 796 266 (55)
Other income 90 45 28
P Total income 1,086 461 973
EXPENSES
Interest 392 311 289
Administrative and other 22 77 114
®
Total expenses 414 388 403
NET INCOME $ 672 $ 73 $ 570
®
®
° -
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[ NOTE 21 - PARENT COMPANY FINANCIAL INFORMATION - (continued)
CONDENSED STATEMENTS OF CASH FLOWS

Years Ended December 31,
L 2005 2004 2003
(in thousands)

CASH FLOWS FROM OPERATING
ACTIVITIES
® Net income $ 672 $ 73 $ 570
Adjustments to reconcile net
income to net cash from
operating activities:
Excess distribution of (equity

® in undistributed) earnings
of subsidiaries (796) (266) 55
Depreciation expense 30 30 -
Net change in other assets and
liabilities (47) (68) (157)
o
Net cash from operating
activities (141) (231) 468
CASH FLOWS FROM INVESTING
P ACTIVITIES
Purchase of premises and
equipment - (819) (1,605)
Investment in subsidiaries - (62) (2,924)
PY Net cash from investing
activities - (881) (4,529)
L
L
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NOTE 21 - PARENT COMPANY FINANCIAL INFORMATION - (continued)

Years Ended December 31,
2005 2004 2003
(in thousands)
CASH FLOWS FROM FINANCING
ACTIVITIES
Proceeds from issuance of long-
term debt $ - $ - $ 1,148
Repayment of long-term debt - (1,998)
Proceeds from issuance of fixed/
Floating rate Junior Subordinated
Deferrable Interest Debentures - 2,062 4,124
Payments to redeem subordinated
debentures - - (250)
Proceeds from issuance of
common stock 63 140 100
Repurchase of Series C Preferred
stock - - (457)
Net cash from financing
activities 63 204 4,665
NET (DECREASE) INCREASE
IN CASH AND CASH
EQUIVALENTS (78) (908) 604
CASH AND CASH EQUIVALENTS,
beginning of year 205 1,113 509
CASH AND CASH EQUIVALENTS,
end of year $ 127 $ 205 $ 1,113
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EXHIBIT 1.1

Shares of Common Stock

D.A. DAVIDSON & CO.

PLACEMENT AGENT AGREEMENT

Dated as of October 16, 2006

Albina Community Bancorp
2002 NE Martin Luther King, Jr. Boulevard
Portland, Oregon 97212

Ladies and Gentlemen:

Albina Community Bancorp, a bank holding company incorporated in the State of
Oregon (the “Company”), hereby engages D.A. Davidson & Co. as placement agent (the
“Placement Agent”) on a best efforts basis in connection with the offering by the Company (the
“Offering”) of up to 416,666 shares of the Company’s Class A Common Stock (the “Shares”), at
a price per share of $12.00. The parties currently anticipate that the Placement Agent will sell all
but 125,000 shares being offered; provided, however, that if the Company is unable to sell the
125,000 shares being offered by it within the first two weeks following commencement of the
offering period, it is expected that the Placement Agent will place any unsold amount of those
shares.

The Company has filed with the Securities and Exchange Commission (the
“Commission”) an offering statement on Form 1-A (File No. 24-10150) (the “Offering
Statement”), which includes an Offering Circular (the “Offering Circular”) for the offering of the
Shares pursuant to an exemption under the Securities Act of 1933, as amended (the “1933 Act”).
Copies of the Offering Statement, including all exhibits and schedules thereto, any amendments
thereto and all Offering Circulars have or will be delivered to the Placement Agent.

In light of the background set forth above, the representations, warranties and covenants
set forth below, and the transactions contemplated hereby, the parties agree as follows:

1. Representations and Warranties of the Company. The Company represents and
warrants to the Placement Agent, to the best of its knowledge and belief, that:

(a) The Company is not required to file, reports under Section 13 or Section 15(d) of
the Securities Exchange Act of 1934, as amended (the “Exchange Act”);

(b) Except for documents that have been filed with the Securities and Exchange
Commission pursuant to Rule 254 under the 1933 Act, the Company has not
distributed and will not, without the prior consent of the Placement Agent,
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distribute any offering material in connection with the Offering other than the
Offering Circular.

(©) The Company has been duly organized and is validly existing under the laws of
the State of Oregon, is duly registered as a financial holding company under the
Bank Holding Company Act of 1956, as amended, and is qualified to do business
as a foreign corporation in each jurisdiction in which the ownership or leasing of
°® ' properties or the conduct of its business requires such qualification, except where
failure to be so qualified would not have a material adverse effect upon the
business, condition (financial or otherwise), properties or results of operations of
the Company and its subsidiary, Albina Community Bank (the “Bank”), taken as
awhole. The Bank has been duly incorporated and is in good standing under the
laws of the State of Oregon and is qualified to do business as a foreign
corporation in each jurisdiction in which the ownership or leasing of properties or
the conduct of its business requires such qualification, except where failure to be
so qualified would not have a material adverse effect upon the business, condition
(financial or otherwise), properties or results of operations of the Company and
the Bank, taken as a whole. Each of the Company and the Bank has all requisite
® power and authority (corporate and other) to own its respective properties and
conduct its respective businesses as currently being carried on and as may be
described in the Offering Circular. Except as described in the Offering Circular,
the Company owns all of the outstanding capital stock of the Bank, free of any
liens, claims, charges or encumbrances. The accounts of the Bank are insured by
o the Federal Deposit Insurance Corporation (the “FDIC”) up to the maximum
applicable amount in accordance with the rules and regulations of the FDIC, and
no proceedings for the termination or revocation of such membership or insurance
are pending or threatened. Except for the Bank, the Northeast Portland
Community Development Trust, Albina Equity Fund I, LLC, Albina
® Opportunities Corporation, Albina Development Company LLC, and Albina
Community Statutory Trusts I & II, the Company does not own or control, nor is
it owned or controlled by, any corporation, association or other entity, whether
directly or indirectly.

Py (d) At the time of closing of the sale and issuance of the Shares, the Shares will have
been validly issued and will be fully paid and non-assessable. The Shares will be

issued in compliance with, or pursuant to exemptions from, the registration
requirements of federal and applicable state securities laws. No preemptive rights
of shareholders exist with respect to any of the Shares or the issue and sale
thereof. The Offering and the sale of the Shares as contemplated by this

® Agreement will not give rise to any rights, other than those that have been waived
or satisfied, for or relating to the registration, qualification, or listing of any
securities issued or issuable by the Company. There are no options, warrants or
other rights to purchase, agreements or other obligations to issue, or other rights
to convert any obligations into, shares of capital stock or ownership interests in

o the Company outstanding, except as described in the Offering Circular.

(¢)  Neither the Commission nor any other regulatory authority has ever issued an
order against the Company or any of the Company’s officers (as defined in Rule
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16a-1(f) under the Exchange Act) or directors relating to such person’s

participation in any act or omission that was, or was alleged to be, in violation of
o the registration requirements or antifraud provisions of the 1933 Act or the

Exchange Act, nor has any state securities commission or law enforcement

agency entered any order or commenced or threatened any litigation (whether

criminal, civil or administrative) against any such person relating to the offer and

sale of securities, nor, in any such case, is the Company aware that a basis exists
® for any such action.

® Neither the Commission nor any state securities commission has ever issued an
order preventing, delaying or suspending the use of any registration statement,
prospectus or other selling literature relating to the proposed offering of securities
by the Company, nor have any of them ever instituted proceedings for that

purpose.

(g)  Moss Adams, LLP, who certified the audited financial statements for fiscal years
ended December 31, 2005 and 2004 included in the Offering Statement and the
Offering Circular, are independent public accountants with respect to the
® Company.

(h)  The consolidated financial statements of the Company, together with the notes
thereto included in the Offering Statement and Offering Circular comply in all
material respects with the requirements of the 1933 Act and the rules and

® regulations promulgated thereunder and fairly present the financial position of the
Company as of the dates indicated and the results of operations and changes in
financial position for the periods therein specified; and said consolidated financial
statements have been prepared in conformity with generally accepted accounting
principles consistently applied throughout the periods involved. The financial
information included in the Offering Circular under the caption “Business —
Albina Community Bancorp — Albina Community Bancorp Selected Financial
Information” presents fairly on the basis stated in the Offering Circular the
information purported to be shown therein at the dates and for the periods
indicated.

® @) The conditions for use of Form 1-A, as set forth in the General Instructions
thereto, have been satisfied.

)] Since the respective dates as of which information is given in the Offering

Statement and the Offering Circular, and except as otherwise disclosed therein, (1)

o there has been no material adverse change in the condition (financial or
otherwise), financial results or business affairs of the Company and the Bank,
taken as a whole, whether or not arising in the ordinary course of business, (i1)
there have been no transactions entered into by the Company or the Bank which
would materially affect the Company or the Bank, other than in the ordinary

P course of business, (iii) there has been no dividend or distribution of any kind
declared, paid or made by the Company on any class of its capital stock or on any
class of capital stock of a subsidiary, (iv) neither the Company nor the Bank has
incurred, other than in the ordinary course of business, any material liabilities or
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obligations, direct or contingent, and (v) there has not been (A) any change in the
capital stock of the Company or the Bank (except for options granted (or the

] exercise thereof) pursuant to or shares of Common Stock issued pursuant to the
employee benefit plans of, or as compensation to the directors of, the Company),
or any issuance of warrants, convertible securities or other rights to purchase
capital stock of the Company or any subsidiary (except as noted above), or (B)
any material increase in the short-term or long-term debt (including capitalized

® lease obligations) of the Company or the Bank, except indebtedness and deposit
liabilities incurred by the Bank in the ordinary course of their banking business.
Neither the Company nor the Bank has any contingent liabilities which are not
disclosed in the Offering Circular or in the Offering Statement that are material to
the Company and the Bank, taken as a whole.

® (k) As of the time the Offering Statement is or was qualified by order of the
Commission, and until the completion of the Offering, (A) the Offering Statement
and Offering Circular conformed or will conform in all material respects to the
applicable requirements of the 1933 Act and the rules and regulations
promulgated thereunder, (B) the Offering Statement did not or will not include an

® untrue statement of a material fact or omit to state a material fact required to be
stated therein or necessary to make the statements therein not misleading, and (C)
the Offering Circular did not or will not include an untrue statement of a material
fact or omit to state a material fact required to be stated therein or necessary to
make the statements therein, in light of the circumstances in which they are or

L J were made, not misleading; except that the foregoing shall not apply to statements
in or omissions from any such document in reliance upon, and in conformity with,
written information furnished to the Company by the Placement Agent
specifically for use in the preparation thereof. If the Offering Statement has been
qualified by order of the Commission, no stop order suspending the qualification

o of the Offering Statement has been issued, and no proceeding for that purpose has
been initiated or, to the Company’s knowledge, threatened by the Commission.

)] There are no contracts or documents of the Company or the Bank that are required
to be filed as exhibits to the Offering Statement by the 1933 Act or by the rules
and regulations promulgated thereunder, which contracts or documents have not
been so filed as required.

(m)  There is no action, suit, claim or proceeding pending or, to the knowledge of the

Company, threatened against the Company or the Bank before any court or
administrative agency or otherwise that, 1f determined adversely to the Company

o or the Bank, might (a) result in any change in the earnings, business,
management, properties, assets, rights, operations, condition (financial or other)
or prospects of the Company that is materially adverse to the Company or the
Bank, taken as a whole, or (b) prevent the consummation of the Offering. To the
Company’s knowledge, there are no material legal or governmental actions, suits

o ‘ or proceedings pending or threatened against any executive officer or director of
the Company or the Bank, that could have a material adverse effect on the
condition (financial or otherwise), properties, business, results of operations or
prospects of the Company and the Bank, taken as a whole.
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(n) Neither the Company nor the Bank is, or, with the giving of notice or lapse of
time or both, will be, in violation of or in default under its Articles of
o Incorporation or Bylaws or under any agreement, lease, contract, indenture or
other instrument or obligation to which it is a party or by which it, or any of its
properties, is bound and which default is of material significance in respect of the
business or financial condition of the Company and the Bank, taken as a whole.
The execution and delivery of this Agreement and the consummation of the
® transactions herein contemplated and the fulfillment of the terms hereof will not
conflict with or result in a breach of any of the terms or provisions of, or
constitute a default under, any indenture, mortgage, deed of trust or other
agreement or instrument to which the Company is a party, or of the Articles of
Incorporation or Bylaws of the Company, or any order, rule or regulation
applicable to the Company of any court or of any regulatory body or
administrative agency or other governmental body having jurisdiction.

(o) The Company has full legal right, power and authority to enter into this
Agreement and to take the actions and perform the transactions contemplated
hereby. This Agreement has been duly authorized, executed and delivered by the
® Company and constitutes a valid and binding obligation of the Company
enforceable against the Company in accordance with its terms, except as may be
limited by bankruptcy, insolvency, reorganization, moratorium or other similar
laws relating to or affecting creditors’ rights generally or by general equitable
principles. Each approval, consent, order, authorization, designation, declaration
o or filing by or with any regulatory, administrative or other governmental body
necessary in connection with the execution and delivery by the Company of this
Agreement and the consummation of the Offering (except such additional steps as
may be required by the Commission, or the NASD, or such additional steps as
may be necessary to qualify the Shares for public offering under state securities or
® Blue Sky laws), has been obtained or made and is in full force and effect.

(p) The authorized capital stock of the Company as of June 30, 2006 is as set forth
under the caption “Description of Capital Stock” in the Offering Circular and
there have not been any subsequent issuances of capital stock of the Company,
except for subsequent issuances, if any, pursuant to any employee, officer or
director benefit or compensation plans. All of the outstanding shares of capital
stock of the Company have been duly authorized, validly issued and are fully paid
and nonassessable. Neither the filing of the Offering Statement nor the offering or
sale of the Shares, as contemplated by the Offering Circular, gives rise to any
rights, other than those which have been waived or satisfied, for or relating to the

o registration of any shares of capital stock or other securities of the Company. All

of the issued and outstanding shares of capital stock of the Bank have been duly
authorized, validly issued and are fully paid and nonassessable.

(¢)) The Company has filed all federal, state, local and foreign income and franchise
o tax returns required to be filed or has requested extensions thereof, except in any
case in which the failure so to file would not, individually or in the aggregate,
have a material adverse effect on the business, condition (financial or otherwise),
properties or results or operations of the Company and the Bank, taken as a
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whole, and are not in default in the payment of any taxes which were payable
pursuant to said returns or any assessments with respect thereto, other than any

[ which the Company or the Bank is contesting in good faith or as would not,
individually or in the aggregate, have a material adverse effect on the business,
condition (financial or otherwise), properties or results or operations of the
Company and the Bank, taken as a whole.

@ (1) Each of the Company and the Bank holds all material licenses, certificates and
permits from governmental authorities that are necessary to the conduct of its
business; and, to the knowledge of the Company, neither the Company nor the
Bank has infringed any patents, patent rights, trade names, trademarks or
copyrights, which infringement is material to the business of the Company and
the Bank, taken as a whole. The Company knows of no infringement by others of
material patents, patent rights, trade names, trademarks or copyrights owned by or
licensed to the Company or the Bank.

(s) The Company is not an “investment company” within the meaning of Section 3(a)
of the Investment Company Act of 1940, as amended (the “1940 Act”), and the
o rules and regulations thereunder.

) Other than as contemplated by this Agreement or described in the Offering
Statement, the Company has not incurred any liability for any finder's or broker's
fee or agent's commission in connection with the execution and delivery of this
o Agreement or the consummation of the transactions contemplated hereby.

(u) No report or application filed (after giving effect to any amendments thereto) by
the Company or the Bank with the Federal Reserve Board (the “FRB”), the
Oregon Division of Finance and Corporate Securities, the FDIC or other
regulatory authority having jurisdiction over it (each such report or application,
together with all exhibits thereto, a "Regulatory Report"), as of the date it was
filed (after giving effect to any amendments thereto), contained an untrue
statement of a material fact or omitted to state a material fact required to be stated
therein or necessary to make the statements therein not misleading when made or
failed to comply in all material aspects with the applicable requirements of the

o FRB, the Oregon Division of Finance and Corporate Securities, the FDIC or such

other regulatory authority (the “Banking Regulators”), as the case may be. The
Company and the Bank have filed each Regulatory Report that they were required
to file with any Banking Regulator, which is material to or could reasonably be
expected to be material to the business, operations, financial condition or the

o Company and the Bank taken as a whole.

v) Each of the Company and the Bank is insured by insurers of recognized financial
responsibility against such losses and risks and in such amounts as are prudent
and customary in the course of banking business generally. Neither the Company

PY nor the Bank has been refused any insurance coverage it has sought or applied for.
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(W)  Any certificate signed by any officer of the Company and delivered to the
Placement Agent shall be deemed a representation and warranty by the Company
to the Placement Agent as to the matters covered thereby.

2. Representations and Warranties of the Placement Agent.

(a) The Placement Agent represents and warrants to the Company that none of the
Placement Agent, or any of its partners, directors, officers, is subject to
disqualification under Rule 262 under the 1933 Act.

3. Sale and Delivery of the Offered Shares.

(a) On the basis of the representations, warranties and covenants herein contained,
and subject to the terms and conditions herein set forth, the Placement Agent
agrees to exercise its reasonable best efforts to locate purchasers for, and to assist
the Company in effecting sales of 291,666 shares ($3.5 million), at a price per
share of $12.00. The Company and the Placement Agent shall agree on a timeline
for notice to the Placement Agent of whether the Placement Agent will be
permitted to place any additional shares.

(b)  The date of the closing of the Offering (the “Closing”) is referred to herein as the
“Closing Date”.

(c) The Company shall credit purchased Shares to the accounts of the purchasers
thereof immediately upon notification by the Company to the Placement Agent of
acceptance of such purchaser’s subscription. The certificates for the Shares will
be delivered in such denominations and in such registrations as the Company
reasonably deems appropriate unless a specific purchaser requests reasonable
accommodation, in which case the Company shall comply therewith, provided
that such accommodation does not, in the judgment of the Company, impose
unreasonable burden or expense on the Company.

(d)  Payment for the Shares purchased pursuant to selling efforts by the Placement
Agent (“Davidson Offered Shares” as defined in the Offering Statement) shall be
made by or on behalf of the purchasers to the Placement Agent for the account of
the Company by wire transfer or other delivery of immediately available funds, or
by such other means as may be acceptable to the Placement Agent in its sole
discretion and transmitted to the Company no later than the next business day
after the Placement Agent received a completed subscription agreement and funds
from purchasers. Payment for all other Shares (“Company Offered Shares”) shall
be made by or on behalf of the purchasers to the Company by wire transfer of
immediately available funds, or by such other means as may be acceptable to the
Company in its sole discretion. The Placement Agent and the Company shall each
deposit all funds from such subscriptions in an account established by the
Company for purposes of receiving the Offering proceeds.

(e) The cash proceeds from accepted subscriptions for all shares sold in the offering
will be distributed as follows: (i) seven percent (7%) of the aggregate cash
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proceeds from all shares sold through the Placement Agent in the offering and
three percent (3%) of the aggregate cash proceeds from all shares sold directly by

[ the Company and not through the Placement Agent, shall be distributed to the
Placement Agent as compensation (the “Placement Agent Commission”) for the
Placement Agent’s services in connection with the Offering; (i) any amounts
payable in respect of the Expense Allowance (as defined below) incurred but not
previously paid to the Placement Agent will be distributed to the Placement

® Agent; and (iii) the balance of such proceeds will be retained by the Company.

6)) In addition to the Placement Agent Commission the Company shall reimburse to
the Placement Agent up to a maximum of $20,000 (the “Expense Allowance”) for
all fees and expenses incurred by or on behalf of the Placement Agent, which
amount shall be reduced proportionally to the extent less than all the shares being
offered in the offering are sold. The Company shall pay all transfer taxes and like
charges levied in connection with the sale and issuance of the Shares.

4. Covenants of the Company. The Company covenants and agrees with the Placement
Agent that:

(a) When prepared and until completion of the Offering, the Offering Circular will
contain all statements that are required to be stated therein, will not contain any
untrue statement of a material fact, and will not omit to state any material fact
required to be stated therein or necessary to make the statements therein not

o misleading in the light of the circumstances under which they were made.
Without limiting the generality of the foregoing, with respect to the Offering
- Circular:

(1) The Company will not, without the prior consent of the Placement Agent
deliver or distribute any offering material in connection with the Offering other
than the Offering Circular;

(ii)  The Company’s capital stock will comply in every material respect with
the description thereof contained in the Offering Circular and the Offering
Circular will describe in every material respect the Company’s capital stock;

(iii)  The Offering Circular will describe accurately any material legal or
governmental actions, proceedings, or suits pending or known to be threatened
against the Company or any of the Company’s executive officers or directors in
their capacity as such; and

(iv)  The Offering Circular will describe accurately the Company’s properties,
the limitations thereon, the encumbrances and leases pertaining thereto, and the
adequacy thereof.

(b) The Company will advise the Placement Agent promptly of any request from any
® of the Company’s regulators for any additional information, and of the issuance or
entry by any such agency of any stop order, cease and desist order, or similar
action suspending the Offering, or of the institution of any proceedings for that
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purpose. The Company will use its reasonable best efforts to prevent the issuance
of any such order or action and, if issued, to obtain as soon as possible the lifting
[ thereof.

(©) Subject to the Company’s discretion to limit offers and sales in certain
jurisdictions as described in the Offering Circular, the Company will cooperate
with the Placement Agent in endeavoring to qualify the Shares for sale under the

PY securities laws of such jurisdictions as the Placement Agent may reasonably have
designated in writing and will make such applications, file such documents, and
furnish such information as may be reasonably required for that purpose, provided
the Company shall not be required to qualify as a foreign corporation or to file a
general consent to service of process in any jurisdiction where it is not now so
qualified or required to file such a consent. The Company will, from time to time,

* prepare and file such statements, reports, and other documents, as are or may be
required to continue such qualifications in effect for so long a period as the
Placement Agent may reasonably request for purposes of completing distribution
of the Shares in the Offering.

e (d)  The Company will deliver to the Placement Agent or to prospective purchasers at

the Placement Agent’s direction, from time to time, as many copies of the
Offering Circular as the Placement Agent may reasonably request.

(e) The Company will comply with the 1933 Act and the Exchange Act, and the rules

o and regulations thereunder, so as to permit the completion of the distribution of
the Shares as contemplated in this Agreement and the Offering Circular. If, during
the pendency of the Offering, any event shall occur as a result of which, in the
judgment of the Company or in the reasonable opinion of the Placement Agent, it
becomes necessary to amend or supplement the Offering Circular in order to
make the statements therein, in the light of the circumstances existing at the time
the Offering Circular is delivered to a purchaser, not misleading, or ifitis
necessary at any time to amend or supplement the Offering Circular to comply
with any law, the Company promptly will prepare such an amendment or
supplement and, to the extent necessary so that the Offering Circular as so
amended or supplemented will not, in the light of the circumstances when it is so
o delivered, contain any false statement of a material fact or omit to state a material

fact necessary, in light of the circumstances as a whole, to render the same

accurate in all material respects.

® Upon request from Davidson, the Company will provide any of the information
o required to be maintained in Davidson’s records under Rule 15¢c2-11 of the
Exchange Act for Davidson to submit quotations of the Company’s stock for
publication.

(g) No offering, sale, short sale or other disposition of any shares of Common Stock
® of the Company or other securities convertible into or exchangeable or
exercisable for shares of Common Stock or derivative of Common Stock (or
agreement for such) will be made for a period of 180 days after the date of this
Agreement, directly or indirectly, by the Company otherwise than hereunder or
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(h)

)

@)

L)

)

with the prior written consent of the Placement Agent, except that the Company
may, without such consent, (a) grant options to purchase shares of common stock
or grant shares pursuant to the Company’s stock option plan or stock incentive

plan and (b) issue shares upon the exercise of options granted pursuant to the
Company’s stock option plan or stock incentive plan..

Neither the Company nor any of its affiliates, nor any person acting on behalf of
any of them will, directly or indirectly, (a) take any action designed to cause or to
result in, or that has constituted or which might reasonably be expected to
constitute, the stabilization or manipulation of the price of any security of the
Company to facilitate the sale or resale of the Shares; or (b) bid for, purchase, or
pay anyone any compensation for soliciting purchases of, the Shares in the
Offering, or pay or agree to pay to any person any compensation for soliciting
another to purchase any other securities of the Company, otherwise than as
provided in this Agreement.

The Company will cooperate in all respects with the due diligence inquiries of the
Placement Agent and its counsel and will make available all information
reasonably requested in connection therewith. Without limiting the generality of
the foregoing, the Company will timely provide copies of all documents,
electronic media and other materials in such form as the Placement Agent or its
counsel may reasonably request from time to time, and will deliver the same at
the reasonable direction of the Placement Agent or its counsel.

The Company will make available its management personnel to the Placement
Agent, or to prospective purchasers of the Shares upon request of the Placement
Agent, at reasonable times and on reasonable prior notice for the purposes of
answering such questions and providing such information as may be necessary or
appropriate in the Placement Agent’s reasonable discretion; provided that, this
Section 3(k) shall not be construed to require the Company to take any action or
make any disclosure that would, in the reasonable opinion of counsel to the
Company, result in a disqualification of the Offering from exemption under the
1933 Act.

The Company will apply the net proceeds from the Offering substantially as set
forth under “Use of Proceeds” in the Offering Circular.

If at any time during the Offering any rumor, publication or event relating to or
affecting the Company shall occur as a result of which, in the Placement Agent’s
sole judgment, the market price of the Shares has been or is likely to be materially
affected (regardless of whether such rumor, publication or event necessitates a
supplement to or amendment of the Offering Circular), the Company will, after
notice from the Placement Agent advising the Company to the effect set forth
above, consult with the Placement Agent concerning the substance of, and
consider disseminating a press release or other public statement reasonably
satisfactory to the Placement Agent responding to or commenting on, such rumor,
publication or event.
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5. Covenants of the Placement Agent.

(a) The Placement Agent will deliver a copy of the Offering Circular and related
subscription agreement to each prospective purchaser of Davidson Offered Shares
in accordance with Regulation A under the 1933 Act, and shall otherwise conduct
its participation in the Offering in accordance with Regulation A and the rules of
the NASD.

(b) The Placement Agent shall promptly notify the Company of any circumstance
that is reasonably likely to result in the disqualification under Rule 262 of the
Placement Agent or any of its directors or officers.

6. Conditions to Obligations of the Placement Agent. The obligations of the
Placement Agent to exercise its best efforts to place for sale the Davidson Offered Shares are
subject to the continuing accuracy during the Offering and until the Closing of the Company’s
representations and warranties herein, to the Company’s performance of its covenants and
obligations hereunder, and to the following additional conditions:

(a) No stop order relating to the Offering, or the Offering Circular, shall have been
issued and no proceedings for that purpose shall have been taken or, to the
knowledge of the Company, shall be contemplated by any of the Company’s
regulators, or any state securities commissioner, and no injunction, restraining
order, or order of any nature by a federal or state court shall have been issued that
would prevent the issuance of the Shares.

(b) The Placement Agent shall have received the opinion of Foster Pepper Tooze
LLP, counsel for the Company, dated as of the Closing of the Offering and
addressed to the Placement Agent (and stating that it may be relied upon by
counsel to the Placement Agent), with respect to the matters set forth in Exhibit A
hereto. The opinion will be based solely on the law of the State of Oregon. In
addition to the matters set forth above, such opinion shall also include a statement
to the effect that nothing has come to the attention of such counsel that leads it to
believe that as of the date first delivered to prospective purchasers and continuing
until the Closing Date the Offering Circular contains an untrue statement of a
material fact or omits a material fact required to be stated therein or necessary to
make the statements therein not misleading, (except that such counsel need
express no view as to financial statements, schedules and statistical information
therein). With respect to such statement, counsel for the Company may state that
their belief is based upon the exercise of due diligence.

(c) The Placement Agent shall have received from counsel for the Company prior to
the initiation of the Offering a memorandum or summary, in form and substance
satisfactory to the Placement Agent, with respect to the qualification for offering
and sale by the Placement Agent of the Shares under the state securities or Blue
Sky laws of such jurisdictions as the Placement Agent may reasonably have
designated to the Company.
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(d) The NASD shall have reviewed and approved as to form and substance the
fairness of this Agreement and the Placement Agent’s Compensation.

(e) The Placement Agent shall have received as of the commencement of the
Offering and as of the completion of the Offering, a certificate or certificates of
the Chief Executive Officer and the Chief Financial Officer of the Company to
the effect that as of such date each of them severally represents as follows:

(1) No stop order or cease and desist order relating to the Offering has been
issued, and no proceedings for such purpose have been taken or are, to his or her
knowledge, contemplated by the Commission or any state securities
commissioner;

(ii)  The Company’s representations and warranties contained in Section 1 are
true and correct in all material respects;

(iii)  He or she has carefully examined the Offering Circular and, in his or her
opinion, as of the commencement of the Offering and as of the completion of the
Offering, the statements contained in the Offering Circular were true and correct,
and the Offering Circular does not omit to state a material fact required or
necessary in order to make the statements therein not misleading, and, in his or
her opinion, since the commencement of the Offering, no event has occurred that
should have been set forth in a supplement to or an amendment of the Offering
Circular that has not been set forth in such a supplement or amendment; and

(iv)  Since the date of the Offering Circular, there has not been any material
adverse change or any development involving a prospective material adverse
change in or affecting the Company’s condition, financial or otherwise, or its
earnings, business affairs, management, or business prospects, whether or not
occurring in the ordinary course of business, and there has not been any material
transaction entered into by the Company, other than the transactions in the
ordinary course of business and changes and transactions contemplated by the
Offering Circular.

63) The Company shall have furnished to the Placement Agent such further
certificates and documents confirming the representations and warranties,
covenants and conditions contained herein and related matters as the Placement
Agent may reasonably have requested.

The opinions and certificates mentioned in this Agreement shall be deemed to be in
compliance with the provisions hereof if they comply in all material respects with the
requirements for such opinions and certificates as set forth in this Agreement.

If any of the conditions hereinabove provided for in this Section 6 shall not have been
fulfilled when and as required by this Agreement to be fulfilled, the obligations of the Placement
Agent hereunder may be terminated by the Placement Agent by notifying the Company of such
termination in writing at or prior to the Closing Date.
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In such event, the Company and the Placement Agent shall not be under any obligation to
each other (except to the extent provided in Section 6 hereof).

7 Conditions to the Obligations of the Company. The obligations of the Company to
sell and deliver the Davidson Offered Shares in the Offering are subject to the condition that at
the time of each respective sale of the Shares, no stop order, cease and desist order, or injunction
relating to the Offering shall have been issued and in effect or proceedings therefor initiated or

P threatened. Notwithstanding the foregoing, nothing in this Agreement shall inhibit or preclude
the Company’s right to accept or reject any subscription for any reason whatsoever prior to
acceptance of the subscription by the Company in accordance with the terms of the Offering set
forth in the Offering Circular. Nothing in this Section 7 limits the Company’s ability to
terminate the Offering in its sole discretion as described in the Offering Circular.

® 8. Indemnification.

(a) The Company agrees to indemnify and hold harmless the Placement Agent and
each person, if any, who controls the Placement Agent within the meaning of the
1933 Act, against any losses, claims, damages or liabilities to which the
o Placement Agent or any such controlling person may become subject under the
1933 Act, the Exchange Act, or otherwise, insofar as such losses, claims, damages
or liabilities (or actions or proceedings in respect thereof) arise out of or are based
upon (i) any untrue statement or alleged untrue statement of any material fact
contained in the Offering Statement, Offering Circular, or any amendment or
® supplement thereto, or (i1) the omission or alleged omission to state therein a
material fact required to be stated therein or necessary to make the statements
therein not misleading; and will reimburse the Placement Agent and each such
controlling person for any legal or other expenses reasonably incurred by the
Placement Agent or such controlling person in connection with investigating or
defending any such loss, claim, damage or liability, action or proceeding or in
responding to a subpoena or governmental inquiry related to the offering of the
Shares, whether or not the Placement Agent or controlling person is a party to any
action or proceeding; provided, however, that the Company will not be liable in
any such case to the extent that any such loss, claim, damage or liability arises out
of or is based upon an untrue statement or alleged untrue statement, or omission
o or alleged omission made in the Offering Statement, Offering Circular, or any
amendment or supplement to either of them, in reliance upon and in conformity
with written information furnished to the Company by or through the Placement
Agent specifically for use in the preparation thereof. This indemnity agreement
will be in addition to and not in limitation of any liability that the Company may
® otherwise have.

(b) The Placement Agent agrees to indemnify and hold harmless the Company, each
of its directors, and each person, if any, who controls the Company within the
meaning of the 1933 Act, against any losses, claims, damages or liabilities to

® which the Company or any such director, officer, or controlling person may
become subject under the 1933 Act or otherwise, insofar as such losses, claims,
damages or liabilities (or actions or proceedings in respect thereof) arise out of or
are based upon (i) any untrue statement or alleged untrue statement of any
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material fact contained in the Offering Statement, Offering Circular or any
amendment or supplement thereto, (ii) the omission or the alleged omission to
o state therein a material fact required to be stated therein or necessary to make the
statements therein not misleading in the light of the circumstances under which
they were made; and will reimburse the Company or any such person for any
legal or other expenses reasonably incurred by the Company or any such director,
officer, or controlling person in connection with investigating or defending any
® such loss, claim, damage, liability, action or proceeding or in responding to a
subpoena or government inquiry relating to the offering of the Shares, whether or
not the Company or any such director, officer, or controlling person is a party to
any action or proceeding; provided, however, that the Placement Agent will be
liable in each case only to the extent that such untrue statement or alleged untrue
statement or omission or alleged omission has been made in the Offering

o Statement, Offering Circular or such amendment or supplement thereto, in
reliance upon and in conformity with information furnished to the Company by or
through the Placement Agent specifically for use in the preparation thereof. This
indemnity agreement will be in addition to and not in limitation of any liability

° that such Placement Agent may have otherwise.

(c) In case any proceeding (including any governmental investigation) shall be
instituted involving any person in respect of which indemnity may be sought
pursuant to this Section 8, such person (the “indemnified party”) shall promptly
notify the person against whom such indemnity may be sought (the “indemnifying

o party”) in writing. No indemnification provided for in Sections 8(a) and (b) shall
be available to any party who shall fail to give notice as provided in this Section
8(c) if the party to whom notice was not given was unaware of the proceeding to
which such notice would have related and was materially prejudiced by the failure
to give such notice, but the failure to give such notice shall not relieve the
® indemnifying party or parties from any liability that it or they may have to the
indemnified party for contribution or otherwise than on account of the provisions
of Sections 8(a) and (b). In case any such proceeding shall be brought against any
indemnified party and it shall notify the indemnifying party of the commencement
thereof, the indemnifying party shall be entitled to participate therein and, to the
® extent that it shall wish, jointly with any other indemnifying party similarly
notified, to assume the defense thereof, with counsel reasonably satisfactory to
such indemnified party and shall pay as incurred the fees and disbursements of
such counsel related to such proceeding. In any such proceeding, any indemnified
party shall have the right to retain its own counsel at its own expense.
Notwithstanding the foregoing, the indemnifying party shall pay as incurred (or
within 30 days of presentation) the fees and expenses of the counsel retained by
the indemnified party in the event (i) the indemnifying party and the indemnified
party shall have mutually agreed to the retention of such counsel or (ii) the named
parties to any such proceeding (including any impleaded parties) include both the
indemnifying party and the indemnified party and representation of both parties
® by the same counsel would be inappropriate due to actual or potential differing
interests between them. It is understood that the indemnifying party shall not, in
connection with any proceeding or related proceedings in the same jurisdiction, be
liable for the reasonable fees and expenses of more than one separate firm for all
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such indemnified parties, unless representation of multiple parties by the same
counsel would be inappropriate due to actual or potential differing interests

) between them. Such firm shall be designated in writing by the Placement Agent in
the case of parties indemnified pursuant to Section 8(a) and by the Company in
the case of parties indemnified pursuant to Section 8(b). The indemnifying party
shall not be liable for any settlement of any proceeding effected without its
written consent but if settled with such consent or if there be a final judgment for

P the plaintiff, the indemnifying party agrees to indemnify the indemnified party
from and against any loss or liability by reason of such settlement or judgment.

(d) If the indemnification provided for in this Section 8 is unavailable to or
insufficient to hold harmless an indemnified party under Sections 8(a) and (b)
above in respect of any losses, claims, damages or liabilities (or actions or
® proceedings in respect thereof) referred to therein, then each indemnifying party
shall contribute to the amount paid or payable by such indemnified party as a
result of such losses, claims, damages or liabilities (or actions or proceedings in
respect thereof) in such proportion as is appropriate to reflect the relative benefits
received by the Company on the one hand and the Placement Agent on the other
o from the offering of the Shares. If, however, the allocation provided by the
immediately preceding sentence is not permitted by applicable law then each
indemnifying party shall contribute to such amount paid or payable by such
indemnified party in such proportion as is appropriate to reflect not only such
relative benefits but also the relative fault of the Company on the one hand and
o the Placement Agent on the other in connection with the statements or omissions
that resulted in such losses, claims, damages or liabilities, (or actions or
proceedings in respect thereof), as well as any other relevant equitable
considerations. The relative benefits received by the Company on the one hand
and the Placement Agent on the other shall be deemed to be in the same
® proportion as the total proceeds from the sale of Davidson Offered Shares (before
deducting expenses) received by the Company bear to the total compensation
received by the Placement Agent (not including reimbursements for expenses,
whether or not accountable). The relative fault shall be determined by reference
to, among other things, whether the untrue or alleged untrue statement of a
material fact or the omission or alleged omission to state a material fact relates to
information supplied by the Company on the one hand or the Placement Agent on
the other and the parties’ relative intent, knowledge, access to information and
opportunity to correct or prevent such statement or omission.

The Company and the Placement Agent agree that it would not be just and

o equitable if contributions pursuant to this Section 8(d) were determined by pro
rata allocation or by any other method of allocation that does not take account of
the equitable considerations referred to above in this Section 8(d). The amount
paid or payable by an indemnified party as a result of the losses, claims, damages
or liabilities (or actions or proceedings in respect thereof) referred to above in this

o Section 8(d) shall be deemed to include, subject to the limitations set forth above,
any legal or other expenses reasonably incurred by such indemnified party in
connection with investigating or defending any such action or claim.
Notwithstanding the provisions of this Section 8(d)), (i) the Placement Agent shall
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not be required to contribute any amount in excess of the commissions applicable
to the Davidson Offered Shares and (ii) no person guilty of fraudulent

@ misrepresentation shall be entitled to contribution from any person who was not
guilty of such fraudulent misrepresentation.

(e) In any proceeding relating to the Offering Circular or any supplement or
amendment thereto, each party against whom contribution may be sought under
this Section 8 hereby consents to the jurisdiction of any court having jurisdiction

over any other contributing party,

agrees that process issuing from such court may

be served upon him or it by any other contributing party and consents to the
service of such process and agrees that any other contributing party may join him
or it as an additional defendant in any such proceeding in which such other

contributing party is a party.

® Any losses, claims, damages, liabilities or expenses for which an indemnified
party is entitled to indemnification or contribution under this Section 8 shall be
paid by the indemnifying party to the indemnified party as such losses, claims,
damages, liabilities or expenses are incurred, except as provided in Section 8(c).
A successor to the Placement Agent, or to the Company, its directors or officers,
or any person controlling the Company, shall be entitled to the benefits of the
indemnity, contribution and reimbursement agreements contained in this Section

8.

9. Notices. All communications hereunder shall be in writing and, except as otherwise
provided herein, will be mailed, hand or courier delivered, telecopied or delivered by electronic
mail (and in the case of telecopy or electronic mail, accompanied by electronic answerback or

automatic delivery confirmation) as follows:

If to the Placement Agent:

D.A. Davidson & Co.

30 East 100 South, Suite 100

Salt Lake City, UT 84111
Attention: Daren Shaw

Facsimile: 801-294-0758

Electronic Mail: dshaw@dadco.com

If to the Company:

Albina Community Bancorp

2002 NE Martin Luther King, Jr. Boulevard
Portland, Oregon 97212

Attention: Robert McKean

Facsimile: 503-282-4691

Electronic Mail: rmckean@albinabank.com
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With a copy to:

D.A. Davidson & Co.

8 Third Street North

Great Falls, MT 59401

Attention: Larry Martinez
Facsimile: 406-791-7380
Electronic Mail: Imartinez@dadco.com

With a copy to:

Foster Pepper Tooze LLP

601 SW 2™ Avenue, Suite 1800
Portland, Oregon 97204-3171
Attention: Gordon E. Crim
Facsimile: 800-600-1964
Electronic Mail: crimg@fosterpdx.com
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Any such notice shall be effective, in the case of deliver, at the time of delivery, and in the case
of mail or telecopier, at the time of dispatch with electronic confirmation of answerback.

10. Termination.

(a)

This Agreement may be terminated by the Placement Agent by notice to the
Company at any time prior to the completion of the Offering if any of the
following has occurred:

1) the Company shall have failed to perform all obligations and satisfy all

conditions on its part to be satisfied or performed hereunder at or prior to the
Closing Date;

(i)  the Company shall have, in the sole judgment of the Placement Agent,
sustained any material loss or interference with its business or properties from
fire, flood, hurricane, accident or other calamity, whether or not covered by
insurance, or from any labor dispute or any legal or governmental proceeding, or
there shall have been any materially adverse change (including, without
limitation, a change in senior management or control), or constitute a
development involving a prospective materially adverse change, in the
Company’s condition (financial or otherwise) or its earnings, business,
management, properties, assets, rights, operations or prospects, except in each
case as described in or contemplated by the Offering Circular (as may have been
amended or supplemented as of such occurrence), and such event singly or
together with any other event makes it, in the sole judgment of the Placement
Agent, impracticable to market the Shares on the terms and in the manner
contemplated in the Offering Circular;

(iii)  any outbreak or escalation of hostilities or declaration of war or national
emergency or other national or international calamity or crisis or material adverse
change in economic or political conditions if the effect of such outbreak,
escalation, declaration, emergency, calamity, crisis or material adverse change on
the financial markets of the United States would, in the reasonable judgment of
the Placement Agent, materially impair the ability to market the Shares or to
enforce contracts for the sale of the Shares;

(iv)  the enactment, publication, decree or other promulgation of any statute,
regulation, rule or order of any court or other governmental authority that, in the
opinion of the Placement Agent, materially and adversely affects or may
materially and adversely affect the Company’s business or operations;

(v) declaration of a banking moratorium by federal or Oregon authorities; or

(vi)  the taking of any action by any governmental body or agency in respect of
its monetary or fiscal affairs that, in the opinion of the Placement Agent, has a
material adverse effect on the securities markets in the United States.
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(b) This Agreement may be terminated by the Company by notice to the Placement
Agent at any time prior to the Closing Date in the event the Company determines
it is in the best interest of the Company.

(c) This Agreement shall terminate automatically without further action by either
party if the Company determines in its sole discretion to terminate the Offering as
described in the Offering Circular, or if for any other reason the Closing does not
occur.

Termination of this Agreement pursuant to this Section 10 shall be without liability of any party
to any other party except for the liability of the Company in relation to commissions for
Davidson Offered Shares sold prior to such termination, the reimbursement of out-of-pocket
expenses actually incurred by the Placement Agent up to a maximum amount of $20,000.00, or
the indemnity provided in Section 8 hereof.

11. Future Engagements. The Company agrees to use the Placement Agent as its
placement agent in any trust preferred securities offering by the Company within twelve months
from the date of this Agreement.

12. Successors. This Agreement shall inure to the benefit of and shall be binding upon the
Placement Agent, the Company and their respective successors and legal representatives, and
nothing expressed or mentioned in this Agreement is intended or shall be construed to give any
other person any legal or equitable right, remedy or claim under or in respect of this Agreement,
or any provisions herein contained, this Agreement and all conditions and provisions hereof
being intended to be and being for the sole and exclusive benefit of such persons and for the
benefit of no other person, except that (i) the indemnities of the Company contained in Section 6
hereof shall also be for the benefit of any person or persons who control the Placement Agent
within the meaning of Section 15 of the 1933 Act or Section 20 of the Exchange Act; and (ii) the
indemnities of the Placement Agent contained in Section 6 hereof shall also be for the benefit of
the directors of the Company, the officers of the Company and any person or persons who
control the Company within the meaning of Section 15 of the 1933 Act or Section 20 of the
Exchange Act. No purchaser of Shares from the Placement Agent shall be deemed a successor
because of such purchase.

13. Miscellaneous. Time shall be of the essence of this Agreement.

It is the desire and intent of the parties that the provisions of this Agreement be enforced
to the fullest extent permissible under the law and public policies applied in each jurisdiction in
which enforcement is sought. Accordingly, in the event that any provision of this Agreement
would be held in any jurisdiction to be invalid, prohibited or unenforceable for any reason, such
provision, as to such jurisdiction, shall be ineffective, without invalidating the remaining
provisions of this Agreement or affecting the validity or enforceability of such provision in any
other jurisdiction.

The reimbursement, indemnification and contribution agreements contained in this
Agreement and the representations, warranties and covenants in this Agreement shall remain in
full force and effect regardless of (a) any termination of this Agreement, (b) any investigation
made by or on behalf of any Placement Agent or controlling person thereof, or by or on behalf of
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the Company or its directors or officers and (c) the conclusion of the Offering under this
Agreement.

This Agreement may be executed in two or more counterparts, each of which shall be
deemed an original, but all of which together shall constitute one and the same instrument.

This Agreement shall be governed by, and construed in accordance with, the laws of the
State of Oregon.
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If the foregoing letter is in accordance with your understanding of our agreement, please sign and
Py return to us the enclosed duplicates hereof, whereupon it will become a binding agreement

among the Company and the Placement Agent in accordance with its terms.

Very truly yours,

D.A. DAVIDSON & CO.

. Wét;r%d

Managing Di
e :
The foregoing Placement Agent Agreement
is hereby confirmed and accepted as
of the date first above written.
° ALBINA COMMUNITY BANCORP
By:
Robert McKean
Chief Executive Officer
®
®
®
®
o
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o If the foregoing letter is in accordance with your understanding of our agreement, please sign and
return to us the enclosed duplicates hereof, whereupon it will become a binding agreement
among the Company and the Placement Agent in accordance with its terms.

Very truly yours,
o D.A. DAVIDSON & CO.
Managing Director
®
The foregoing Placement Agent Agreement
is hereby confirmed and accepted as
of the date first above written.
o ALBINA/COMMUNITY BANCORP
Robert McKean
Y Chief Executive Officer
®
o
o
®
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EXHIBIT A

Form of Legal Opinion of Foster, Pepper Tooze LLP

D.A. Davidson & Co., as Placement Agent
8 Third St. N.
Great Falls, Montana 59401

Re:  Offering of up to 416,666 shares of Common Stock of Albina Community
Bancorp

Ladies and Gentlemen:

INTRODUCTION

This firm has acted as special counsel to Albina Community Bancorp, an Oregon bank
holding company (the “Company”) in connection with the proposed offering (the “Offering”) of
up to 416,666 shares of common stock of the Company (the “Shares) pursuant to an Offering
Circular, dated , 2006, in which Offering you have undertaken to assist the Company
in offering and selling the Shares in accordance with a Placement Agent Agreement (the
“Placement Agreement”) dated , 2006, between the Company and D.A. Davidson
& Co. (the “Placement Agent”).

Capitalized terms used herein and not otherwise defined shall have the meanings ascribed
to them in the Placement Agreement or in the Offering Circular. This opinion is given pursuant
to Section 6(b) of the Placement Agreement.

SCOPE OF INVESTIGATION; DOCUMENTS REVIEWED

In the course of our representation, we have examined the Offering Circular and the
Placement Agreement, and the exhibits and annexes appended thereto. We have received from
officers of the Company, and have reviewed, copies of the Articles of Incorporation and bylaws
of the Bank and minutes of certain meetings of the Company’s Board of Directors. We have
reviewed certificates and other information from public officials in those jurisdictions that we
have deemed appropriate and have made such review of law as we consider necessary for the
purposes of this opinion. As to certain matters of fact material to the following opinions, we
have relied upon representations of representatives of the Company, including representations
and warranties made by the Company in the Placement Agreement, without independently
verifying the accuracy of those representations.

We have relied as to matters of fact upon the above documents and investigation. Where
we render an opinion ‘“to our knowledge” or “known to us,” our opinion is based solely upon
(2) the conscious awareness of facts or other information by the attorneys within the firm who
have had active involvement in negotiation and preparation of the Placement Agreement and the
Offering Circular. Unless we have specifically advised otherwise in this letter, we have not
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undertaken or made any inquiry, search, investigation or legal or factual analysis or research to
verify the accuracy of any opinion which is rendered with the phrases “to our knowledge” or
“known to us.” No limited inquiry which we may have undertaken shall be considered an
independent investigation and the fact of our engagement to render this opinion letter shall not be
construed to imply knowledge of any matter on our part.

ASSUMPTIONS
This opinion assumes:

1. The authenticity and completeness of all documents submitted to us as originals,
and the conformity to authentic and complete original documents of all documents submitted to
us as certified, conformed or photostatic copies;

2. The genuineness of all signatures on all documents submitted to us, and the legal
competence of all natural persons who are signatories thereto;

3. That the Placement Agent has negotiated the Placement Agreement, and will
exercise its rights and remedies thereunder and under applicable law, in good faith, with fair
dealing, diligently, and in a commercially reasonable manner;

4. That the Placement Agent is duly formed and validly existing under the laws of its
jurisdiction of organization, has met all legal requirements applicable to it, and has all requisite
power and authority to enter into, and has taken all necessary action to execute and deliver, the
Placement Agreement and to effect the transactions contemplated thereby;

5. That the Placement Agreement has been duly authorized, executed and delivered
by the Placement Agent and constitutes the legal, valid and binding obligations of the Placement
Agent, enforceable against it in accordance with the terms thereof;

6. That the representations of the parties to the Placement Agreement are accurate
and complete; and

7. That there has been no mutual mistake of fact or understanding, fraud, duress or
undue influence.

OPINIONS

Based on the foregoing, and subject to the assumptions, qualifications and limitations set
forth herein and incorporated herein by reference, we are of the opinion that:

¢y Each of the Company and the Bank has been duly organized and is validly
existing as a bank holding company under the laws of the State of Oregon and
bank under the laws of the State of Oregon, respectively, with corporate power
and authority to own or lease its properties and to conduct its business as
described in the Offering Circular; each of the Company and the Bank is duly
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qualified to transact business in all jurisdictions in which the failure to qualify

would have a materially adverse effect upon the business of the Company and the
® Bank, taken as whole; and, to our knowledge, the Company does not own or
control, directly or indirectly, any corporation, association or other entity other
than its subsidiaries, Albina Community Bank, Albina Capital Trust I and Albina
Capital Trust II, and Albina Development Company, LLC. The Company is duly
registered as a bank holding company under the Bank Holding Company Act of
1956, as amended.

(2) All of the issued and outstanding capital stock of the bank, the common
securities of Albina Community Statutory Trust I and Albina Community
Statutory Trust IT, and the membership interest in Albina Development Company,
LLC are owned by the Company.

“(3) The Company has authorized capital stock as set forth in the Offering
Circular; there are currently shares of capital stock issued and outstanding.
The Shares conform to the description thereof contained in the Offering Circular;
the form of certificates for the Shares complies as to form with the requirements

® of Oregon law; the Shares, when issued in accordance with the terms and

conditions set forth in the Offering Circular, will have been duly authorized, fully
paid and non-assessable, and no preemptive rights of stockholders exist with
respect to any of the Shares or the issue or sale thereof.

33(4) Except as described in or contemplated by the Offering Circular, to our
knowledge, there are no outstanding or authorized options, warrants or rights of
any character obligating the Company to issue any shares of its capital stock or
any securities convertible or exchangeable into or evidencing the right to purchase
or subscribe for any shares of such stock; and except as described in the Offering
Circular, to our knowledge, no holder of any securities of the Company or any

® other person has a right, contractual or other, that has not been satisfied or

effectively waived, to cause the Company to sell or otherwise issue to them, or to

permit them to underwrite the sale of, any of the Shares or the right to have any

Common Stock or other securities of the Company included in the Offering

Circular or the right to require registration under the Securities Act of any shares
® of Common Stock or other securities of the Company.

6)(5) The statements under the captions “Description of Capital Stock,”
“Supervision and Regulation” and “Legal Proceedings” in the Offering Circular,
insofar as such statements constitute a summary of documents referred to therein
® or matters of law, fairly summarize in all material respects the information called
for with respect to such documents and matters.

£1(6) The execution and delivery of the Placement Agreement and the
consummation of the transactions herein contemplated do not and will not conflict
with or result in a breach of any of the terms or provisions of, or constitute a

o default under, the Articles of Incorporation or Bylaws of the Company or any
agreement or instrument known to us to which the Company is a party or by
which the Company may be bound.
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8D The Company has full corporate power and authority to enter into the
Placement Agreement, to sell and deliver the Shares; the Placement Agreement
® has been duly and validly authorized by all necessary corporate action by the
Company, has been duly and validly executed and delivered by and on behalf of
the Company, and is a valid and binding agreement of the Company enforceable
in accordance with its terms, except as enforceability may be limited by general
equitable principles, and by bankruptcy, insolvency, reorganization, moratorium,
fraudulent transfer or other laws affecting creditors’ rights generally, and except
as to those provisions relating to indemnity or contribution for liabilities arising
under federal and state securities laws (as to which we state no opinion); and no
approval, authorization, order, consent, registration, filing, qualification, license
or permit of or with any court, regulatory, administrative or other governmental
body is required for the execution and delivery of the Placement Agreement by
o the Company or the consummation of the transactions contemplated by the
Placement Agreement, except (i) such as have been obtained and are in full force
and effect under the Securities Act, (ii) such as may be required under applicable
Blue Sky laws in connection with the purchase and distribution of the Shares by
the Placement Agent; and (iii) the clearance by the National Association of
L Securities Dealers, Inc. of the underwriting arrangements contemplated hereby.

9(8) The Company is not, and will not become, as a result of the consummation
of the Offering and application of the net proceeds therefrom as described in the
Offering Circular, required to register as an investment company under the 1940
o Act.

€6)(9) Upon delivery of the Shares and payment therefor as contemplated by the
Offering Circular, the purchasers thereof will acquire good and marketable title to
the same on the Closing Date, free and clear of all liens, encumbrances, and
claims.

GH(10) To our knowledge, there are no legal or governmental actions, suits or
proceedings pending or threatened to which the Company or any of its officers or
directors is or is threatened to be made a party or of which property owned or
leased by the Company is or is threatened to be made the subject, the outcome of

e which could be expected to have a material adverse effect on the condition
(financial or otherwise), properties, business, results of operations or prospects of
the Company.

da2(11) The conditions for use of Form 1-A, as set forth in the General
o Tnstructions thereto, have been satisfied and the Offering Circular and any
amendment thereof or supplement thereto complies in all material respects with
the requirements of the 1933 Act and the rules and regulations thereunder.

OTHER MATTERS
In the course of the preparation of the Offering Circular, we have not independently

verified the accuracy, completeness or faimess of the statements contained in the Offering
Circular and we make no representation to you as to the accuracy, completeness or fairness of
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the statements contained in the Offering Circular. However, nothing has come to our attention
that causes us to believe that the Offering Circular, as of its date, contained or contains any
untrue statement of material fact, or omitted or omits to state a material fact required to be stated
therein or necessary to make the statements made, in light of the circumstances under which they
are made, not misleading (it being understood that we are not expressing any statement with
respect to any financial information contained therein).

OTHER QUALIFICATIONS

In addition to the qualifications, assumptions, and other limitations set forth in this
opinion of counsel, and without limiting the effect of such qualifications, assumptions and other
limitations, our opinion is further qualified as follows:

1. We express no opinion as to:
(a) provisions relating to the waiver of rights, remedies, and defenses;

(b)  provisions for payment or reimbursement of costs and expenses or
indemnification for claims, losses, or liabilities (including, without limitation, attorney
fees) in excess of statutory limits or an amount determined to be reasonable by any court
or other tribunal, and any provision for attorney fees other than to the prevailing party;

(c) provisions pertaining to jurisdiction and venue;

(d) limitations on the liability of parties to the Placement Agreement or
provisions for the indemnification of such parties for their own negligence or misconduct;

2. Except as provided herein, we express no opinion as to any matter whatsoever
relating to:

(a) the accuracy or completeness of any financial, accounting, or statistical
information furnished by the Company;

(b) the accuracy or completeness of any representations made by the Company; or
(© the financial status of the Company.

3. We express no opinion as to any matter whatsoever relating to: (a) compliance
with zoning, land use, building, health and safety, or environmental rules, regulations, laws,
ordinances, or directives; (b) federal and state occupational safety and health laws and
regulations; (c) federal and state antitrust and unfair competition laws and regulations; (d) federal
and state securities laws and regulations except as expressly stated herein; (€) federal and state
tax laws and regulations, except as expressly stated herein; (f) federal patent, copyright, and
trademark laws, state trademark laws, similar laws, and regulations thereunder; or (g) federal and
state pension, employee benefit and labor laws and regulations.
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DISCLAIMER
The opinions herein expressed are specifically subject to and qualified by the following;:

1. Regardless of the states in which members of this firm are licensed to practice,
our opinions are limited to the laws of the State of Oregon and to applicable federal laws.

2. This opinion letter is provided to you as a legal opinion only and not as a guaranty
or warranty of the matters discussed herein. Our opinions are limited to the matters expressly
stated herein, and no other opinions may be implied or inferred.

MISCELLANEOUS

This opinion letter is rendered as of the date set forth above, and we disclaim any
obligation to advise you of any changes in the circumstances, laws, or events that may occur
after this date or to otherwise update this opinion letter.

This opinion letter is rendered solely for your benefit in connection with the Offering.

No other person or entity shall be entitled to rely on any matter set forth herein without our

express written consent.

Very truly yours,

FOSTER PEPPER TOOZE LLP
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MOSS-ADAMS LLP %9

CERTIFIED PUBLIC ACCOUNTANTS 805 SW Broadway, Suite 1200
@ Portland, OR 97205

Phone 503.242.1447
Toll Free 1.800.820.4476
FAX 503.274.2789
www.mossadams.com

o

o
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

o We hereby agree to the use in the Offering Circular, which constitutes a part of the Offering
Statement of Albina Community Bancorp filed under the Regulation A exemption from the
registration provisions of the 1933 Securities Act, of our report dated February 9, 2006 (except
for Note 16, as to which the date is August 21, 2006), on the consolidated balance sheets of

Albina Community Bancorp as of December 31, 2005 and 2004, and the related consolidated
® statements of income, changes in stockholders’ equity and comprehensive income (loss), and
cash flows for each of the three years in the period ended December 31, 2005.

o 7;/[0,», d‘{W uf

Portland, Oregon
October 18, 2006

. A member of .
Moores Rowland Intematicnal o Offices in
an assogiation of independant . Principal Cities of

accounting firms throughout Washington, Oregon
the world and California
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®  EOSTER PEPPER TOOZE .- EXHIBIT 11.1
[ATTORNEYS AT LA W]

e
o October 18, 2006
Board of Directors
Albina Community Bancorp
2002 N.E. Martin Luther King, Jr. Blvd.
Portland, Oregon 97212
@
Re:  Offering of 416,666 Shares of Common Stock
® Ladies and Gentlemen:
This firm has acted as counsel to Albina Community Bancorp (the “Company”) in
connection with a proposed offering (the “Offering”) of up to 416,666 shares of its Class A
Common Stock (the “Shares”) pursuant to an Offering Statement (the “Offering Statement™) on
® Form 1-A filed with the Securities and Exchange Commission.

In the course of our representation we have examined the Offering Statement, copies of the
Articles of Incorporation, Bylaws, and excerpts of minutes of meetings of the Board of Directors of
the Company. We have also received from officers of the Company certain other documents,
corporate records, certificates and representations concerning factual matters. We have reviewed
o such documents and certificates, made such inquiries of public officials, and made such review
of laws as we consider necessary for purposes of this opinion. We have relied as to matters of
fact upon the above documents and investigation. We have assumed without investigation the
genuineness of all signatures, the authenticity and completeness of all documents submitted to us
as originals and the conformity to authentic and complete original documents of all documents
o submitted to us as certified or photostatic copies.

Based upon the foregoing and subject to the qualifications and exceptions heretofore and
hereinafter set forth, we are of the opinion that, under Oregon law, the Shares have been duly
authorized by the Company, and that, when the Offering Statement is qualified by the Securities

® and Exchange Commission, applicable state “plue sky” and other securities laws have been
- complied with, and the Company has issued the Shares in the manner described in the Offering
Statement, the Shares will be validly issued, fully paid and non-assessable.

30118034.03
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Board of Directors
October 18, 2006
Page 2

This opinion is limited to the laws of the State of Oregon, including the statutory
provisions, all applicable provisions of the Oregon Constitution and reported judicial decisions
interpreting those laws, and applicable federal laws of the United States of America, and to the
facts bearing on this opinion as they exist on the date of this letter. We disclaim any obligation to
review or supplement this opinion or to advise you of any changes in the circumstances, laws or
events that may occur after this date or otherwise update this opinion.

We consent to the use of this opinion as an exhibit to the Offering Statement and to any
required filings made with any applicable state securities regulatory authority, and we consent to
the reference to our name under the caption “Legal Matters” in the offering circular forming a
part of the Offering Statement. In giving this consent, we do not admit that we are within the
category of persons whose consent is required under Section 7 of the Act or the General Rules
and Regulations of the Securities and Exchange Commission.

Very truly yours,

FOSTER PEPPER TOOZE LLP

%’*/as»lé/ ?Q/V” & 07¢ Ll’p

30118034.03
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o | X ‘ B | . EXHIBIT 15 -

SIGNATURES

P » The Issuer has duly caused this offering statement to-be signed on its ‘bchalf by the undersigned,
: thereunto duly authorized, in the City of Portland, State of Oregon, on Junc 16, 2006. »_

Robert L. McKean, President and
Chief Executive Officer

- POWER OF ATTORNEY

® Each person whose signature appears below constitutes and appoints Robert L. McKeanand James
’ - Schlotfeldt his or her true and lawful attomeys-in-fact and agents, each acting alone, with full powers of -
substitution and resubstitution, for the undersigned’s name, place and stead, in any and all capacities, to sign any
or all Amendments to this Form 1-A and to file the same, with all exhibits thereto, and other documents in
connection therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and -
_ agents, each acting alone, full power and authority to do and perform each and every act and thing requisite and
® pecessary to be done in and about the premises, as fully to all intents and purposes as he might or could do in
 person, hereby ratifying and confirming all that said attorneys-in-fact and agents, each acting alone, or his
- substitute or substitutes, may lawfully do or cause to be done by virtue bereof. :

. In accordance with the requirements of Regulation A, this offering statement has been signed by the
following persons in the capacities indicated on June /B, 2006. ' :

51 Capacity

1gnature
o | @,/M é*”" - ‘ | President, Chief Executive Officer and Director
Roberf L. McKean - N o -
}" i/ ﬁ 5 : V Chief Financial Oﬁicer; '
JanNys Schlbtfeldt .
Cheryl L. Cel/:uﬁ’a
%A/C 4 ,é,,%w——- . " Director

Michael C. Hedderson

Chief Operating‘Ofﬁcer

e - :
o e i Dircr
/ames ra W

P CoogenEg |

o
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d o ﬂ_?-’i/ A7 ?{/ Director

" Director

Director
Jeangf. Woolley :

o -
-

Director

Sheila D. Holden
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SIGNATURES

The Issuer has duly caused this offering statement to be signed on its behalf by the undersigned, thereunto
duly authorized, in the City of Portland, State of Oregon, on October 18, 2006.

Albina C unity Bancorp

By: \/W%

Robert L. McKean, President and
Chief Executive Officer

In accordance with the requirements of Regulation A, this offering statement has been signed by the
following persons in the capacities indicated on October 18, 2006.

Signature Capacity

/% (/ % President, Chief Executive Officer and Director

Robert L. McKean

* Chief Financial Officer
James Schlotfeldt e

* Chief Operating Officer
Cheryl L. Cebula ’

* Director

Michael C. Henderson

* Director
James R. Bradshaw

" Director
Bernard V. Foster.

* Director
Ted K. Gilbert

* Director
Jeana M. Woolley

* Director

Sheila 0. Holden

SN/ 22

By: Robert L. McKean as Attorney-in-fact
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