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OATH OR AFFIRMATION

I,  Steven A. Brown , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Banc Investment Group, LIC , as

of _ February ?1 ,20 n7 , are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

N/A
l v )
y/ S/ .
Signature
CEQ
/ — Title

Notary Public

This report ** contains {check all applicable boxes):

Kl (a) Facing Page.

Kl (b) Statement of Financial Condition.

Kl (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

K] (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors” Capital.

[J (9 Statement of Changes in Liabilities Subordinated to Claims of Creditors.

E {g) Computation of Net Capital.

(h} Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Kl (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

K (I) An Qath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report

To the Member
Banc Investment Group, LLC
San Francisco, California

We have audited the accompanying statement of financial condition of Banc Investment Group, LLC as of December 31, 2006,
and the related statements of income, member's equity and cash flows for the year then ended that you are filing pursuant to rule
17a-5 under the Securities Exchange Act of 1934. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in ali material respects, the financial position of Banc
Investment Group, LLC as of December 31, 2006, and the results of its operations and its cash flows for the year then ended,
in conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The
information contained in Schedules 1, 2 and 3 is presented for purposes of additional analysis and is not a required part of
the basic financial statements, but is supplemental information required by rule 17a-5 under the Securities Exchange Act of
1934. Such information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated, in ali material respects, in relation to the basic financial statements taken as a whole.

Wéé/{%% /ﬂmfﬁéﬂ./ i

Seattle, Washington
February 13, 2007

McGladrey & Pullen, LLP is a member firn of RSM Intemational -
an affiliation of separate and independent legal entities.
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Statement of Financial Condition

Banc Investment Group, LLC
December 31, 2006

Assets

Cash and cash equivalents $ 695,251
Deposits with clearing organization 2,301,494
Accounts receivable:

Customers 378,909

Related parties 23,274
Intangible assets:

Broker/dealer license 55,000

Goodwill 195,000
Capitalized software development costs, net of

accumulated amortization of $256,563 118,298
Fumiture and equipment, net of accumulated

depreciation of $151,818 181,659
Other assets 205,163
Total assets $4,154,048

Liabilities and Member's Equity

Liabilities
Accounts payable $ 28682
Accrued liabilities 780,005
Total liabilities 808,687

Commitments and Contingencies -
Member's Equity 3,345,361

Total liabilities and member's equity $4,154,048

See noles to financial statements.




Statement of Income

Banc Investment Group, LLC
Year Ended December 31, 2006

Revenues
Investment advisory
Consulting
Derivative finder's fee
Capital issuance finder's fee
Federal funds
Fixed income securities
Loan brokerage
Other - transactional
Other
Total revenues

Expenses
Compensation and benefits
Professional services
Clearing and brokerage
Other
Marketing and travel
Depreciation and amortization
Facilities and overhead
Total expenses

Net income

See notes fo financial statements.

$1,771,525
1,371,030
888,490
787,000
400,669
469,917
358,513
296,422
86,268
6,429,834

3,711,840
409,577
296,704
202,295
246,924
143,611
133,136

5,144,087

$1,285,747




Statement of Member’s Equity

Banc Investment Group, LLC

Year Ended December 31, 2006
Balance, December 31, 2005
Distribution to member

Stock-based compensation expense
Net income

Balance, December 31, 2006

See notes to financial statements.

$2,523,267
(500,000)
36,347
1,285,747
$3,345,361




Statement of Cash Flows

Banc Investment Group, LLC
Year Ended December 31, 2006

Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Stock option compensation expense
Changes in assets and liabilities.
Accounts receivable
Other assets
Accounts payable and accrued liabilities
Net cash provided by operating activities

Cash Flows from Investing Activities
Capitalized software development costs
Investment in receivables
Purchase of fumniture and equipment
Net cash used in investing activities

Cash Flows from Financing Activities
Distribution to member
Net cash used in financing activities
Change in cash and cash equivalents

Cash and Cash Equivalents
Beginning of year

End of year

See notes to financial statements.

$1,285,747

143,611
36,347

(104,220)
(53,888)
517.139

1,824,736

(85,069)
(33,340)
(54,313)
(172,722)

(500,000)
(500,000)

1,152,014

1,844,731
$2,996,745




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 1 - Operations and Summary of Significant Accounting Policies
Nature of Business

Banc Investment Group, LLC (the Company), a wholly owned subsidiary of Pacific Coast Bankers' Bancshares (the Parent
Company) was formed May 2002 and commenced operations August 2002. The Company is organized as a California
Limited Liability Company, which will be dissolved December 31, 2050. The Company operates as a securities broker/dealer
and offers a wide range of capital market products to independent financial institutions as broker, including fixed income,
cash equivalent, interest rate derivative, loan brokerage and tax advantaged investments to customers. The Company also
offers consulting services such as assetfliability management and investment advisory services.

The Company operates under the provisions of Paragraph (k)(2)(ii) of rule 15¢3-3 of the Securities Exchange Act of 1934
and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of Paragraph (k){2)(ii)
provide that the Company clear all transactions on behaif of customers on a fully disclosed basis with a clearing
broker/dealer and promptly transmit all customer funds and securities to the clearing broker/dealer. The clearing
broker/dealer camies all customer accounts and maintains and preserves all related books and records as customarily kept
by a clearing broker/dealer.

The Company is registered with and regulated by the Securities and Exchange Commission (SEC) and is a member of the
National Association of Securities Dealers, Inc. (NASD).

Financial Statement Presentation

The financial statements have been prepared in accordance with accounting principles generally accepted in the United
States of America. Preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabiiities, and disclosure of
contingent assets and liabilities, as of the date of the statement of financial condition, and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Risks and Uncertainties

The Company's direct exposure to credit risk is concentrated in any cash deposits in excess of applicable insurance limits.
The Company reduces its exposure to this risk by maintaining cash deposits with only high-quality financial institutions.

Additionally, in the normal course of business, the Company enters into financial transactions involving the execution and

settlement of transactions by third parties for the benefit of its customers. These activities may expose the Company fo
indirect credit risk in the event a customers or thind party is unable to fulfill its contractual obligations.

{continued)




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 1 - Operations and Summary of Significant Accounting Policies (continued)
Cash and Cash Equivalents

The Company considers ail highly liquid investments, including deposits with clearing organization, with an origina! remaining
maturity of three months or less at the date of purchase to be cash equivalents. Cash and cash equivalents held at the
clearing organization are included in cash and cash equivalents on the statement of cash flows.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable represent amounts due from customers arising from billings under standard terms. The Company
provides an allowance for uncollectible receivables based on a combination of estimated losses on specific accounts and a
general reserve. Management has determined that no allowance for uncollectible receivables is considered necessary as of
December 31, 2006.

Software Development Costs

The Company capitalizes certain direct development costs associated with intemal-use software, including external direct
costs of material and services, and payroll and related benefit costs for employees devoting time to the software projects.

Such costs are amortized over an estimated useful life of three years. Amounts capitalized for intemal-use software during
the year were $85,069. Amortization expense for these costs during the year was $75,320.

Fumiture and Equipment

Fumiture and equipment are stated at cost and depreciated using the straight-line method over their estimated useful lives,
ranging from three to seven years. Leasehold improvements are amortized over the shorter of the term of the lease or the
improvements' estimated useful lives. Repairs and maintenance are charged to expense as incurred.

Impairment of Long-Lived Assets

Pursuant to SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, the Company evaluates
capitalized software costs and fumiture and equipment for impairment whenever current events and circumstances indicate
the carrying amount may not be recoverable. If the carrying amount is greater than the expected future undiscounted cash
flows to be generated, the Company recognizes an impaimment loss equal to the excess, if any, of the carrying value over the
fair value of the asset.

{continued)




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 1 - Operations and Summary of Significant Accounting Policies (continued)
Intangible Assets

Intangible assets determined to have indefinite useful lives are not amortized until their useful lives are determined to be no
longer indefinite. If an intangible asset that is not subject to amortization is subsequently determined to have a finite life, the
asset will be subject to impairment testing and amortized prospectively over its estimated remaining useful life. It has been
determined that the broker/dealer license has an indefinite useful life. The intangible assets are tested annually for
impairment and whenever events or circumstances indicate that intangible assets might be impaired. Any such impairment
will be recognized as an expense, immediately. Based upon its most recent analysis, the Company believes no impairment
of intangible assets exists as of December 31, 2006.

Revenue Recognition

Securities transactions and the related revenues and expenses are recorded on a settlement date basis, generally three
business days after trade date for municipal secunities and one business day after trade date for U.S. govemment securities.
As of December 31, 2006, and for the year then ended, the Company’s financial condition and results of operations, using
the settlement date basis, are not materially different from recording transactions on a trade-date basis. Capital issuance and
derivative finder's fees are recognized when the transaction is consummated. Consulting revenue is recognized as services
are provided. Federal funds program revenue is recorded based on contractual fees eamed, including daily transaction fees.
Most other types of revenue are recognized as eamed when the service is provided or product delivered.

Stock-Based Compensation

In 2006 the Parent Company adopted a qualified incentive stock option plan that allows for grants of incentive stock options
to certain employees. The plan authorized a total of 20,000 shares for options. For each stock option grant, the Parent
Company board of directors determines and approves option exercise prices, numbers of options granted, vesting periods
and expiration dates. Cash was not used to settle any equity instruments granted. The Parent Company issues shares from
authorized but unissued shares upon the exercise of stock options.

The Company accounts for stock-based compensation under Financial Accounting Standards Board (FASB) Statement of
Financial Accounting Standards No. 123 (Revised 2004) (SFAS 123(R)) which requires the measurement and recognition of
compensation expense for all stock-based payment awards made to employees.

SFAS 123(R) requires companies to estimate the fair value of stock-based payment awards on the date of grant using an
option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as expense over
the requisite service periods on the Company's statement of income. The Company has adopted the straight-line method for
graded, vested options, which recognizes compensation equally over its vesting period.

{continued)




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 1 - Operations and Summary of Significant Accounting Policies (concluded)
Stock-Based Compensation (concluded)

The Company uses the Black-Scholes option-pricing model to value stock options. The Black-Scholes model requires the
use of employee exercise behavior data and the use of a number of assumptions, including volatility of the Parent
Company's stock price, dividend yield, weighted-average risk-free interest rate, and weighted-average expected life of the
oplions.

The Parent Company's stock compensation plans are described more fully in Note 7.
Income Taxes

The Company is a Limited Liability Company (LLC) and, therefore, not subject to federal or state income taxes. The
Company's income and losses are distributed to its member in accordance with applicable sections of the Intemal Revenue
Code and the LLC Operating Agreement. Accordingly, tax liabilities are the member’s responsibility, except for the minimum
state tax requirement and limited fiability company fees.

Recent Accounting Pronouncements

In May 2005, the FASB issued Statement No.154, (SFAS 154), Accounting Changes and Error Comrections — A Replacement
of APB Opinion No. 20 and FASB Statement No. 3. Among other things, SFAS 154 requires that a voluntary change in
accounting principte be applied retroactively, with all prior period financial statements presented on the new accounting
principle, unless it is impractical to do so. SFAS 154 also provides that: 1) a change in method of depreciating or amortizing a
long-lived, nonfinancial asset be accounted for as a change in estimate (prospectively) that was effected by a change in
accounting principle, and 2) correction of errors in previously issued financial statements should be termed a “restatement.”
The new standard is effective for accounting changes and corrections of errors made in fiscal years beginning after
December 15, 2005. The Company does not expect that the adoption of this statement wili have a material impact on its
financial position, results of operation and cash flows.

In September 2006, the FASB issued SFAS No. 157, *Fair Value Measurements.” This statement defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. It clarifies that
fair value is the price that would be received to seli an asset or paid to transfer a liability in an orderly transaction between
market participants in the market in which the reporting entity transacts. This statement does not require any new fair value
measurements, but rather it provides enhanced guidance to other pronouncements that require or permit assets or liabilities
to be measured at fair value. This statement is effective for fiscal years beginning after November 15, 2007, with earlier
adoption permitted. The Company does not expect that the adoption of this statement will have a material impact on its
financial position, results of operation and cash flows.




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 2 - Transactions with Clearing Organization

The Company has an agreement with Bear Steams, whereby Bear Steams clears all security transactions, carries all
customer accounts and performs certain other services. The agreement is cancellable upon 30 days' prior written notice of
either party. As a part of this agreement, the Company is required to maintain deposits with the clearing organization. The
amount of such balances for the year ended December 31, 2006, is $300,000 and was recorded in deposits with clearing
organization on the statement of financial condition.

Note 3 - Commitments

The Company rents office space from its Parent Company on a month-to-month basis. Rent expense totaled $77,782 for the
year ended December 31, 2006. The Company also rents office space for employees in Oregon on a month-to month basis.
Note 4 - Employee Benefit Plans

The Parent Company offers a 401(k) defined contribution plan to employees who have successfully completed 90 days of
service. The plan is a nonmatching, self-directed plan to defer compensation, as provided in Section 401(k) of the Infernal
Revenue Code. Eligible and participating employees may contribute up to 15 percent of their compensation, subject to
certain limits based on federal tax laws.

The Parent Company offers a profit-sharing plan to its employees, who are eligible to participate after working 1,000 hours.
Contributions vest to the employee equally over a four-year period. The Company contributed $90,703 for the year ended
December 31, 2006.

Note 5 - Related-Party Transactions

The Company contracts services and reimburses affiliated companies. Such services include computer network support and
operating cost reimbursements for facilities, accounting and administrative services.

The Company also executes transactions on behalf of affiliates acting in a broker capacity and provides consulting services
to affiliated companies. Revenues for services performed for related parties during 2006 were $2,884,195. Included in
accounts receivable at December 31, 2006, is $23,274 due from an affiliate.

The Parent Company has agreed to guarantee the seftlement of certain securities transactions facilitated by the Company
through the clearing firm up to $25,000,000. The guarantee has not been used to date.

The Company had $466,475 on deposit with an affiliated bank at December 31, 2006.

Related-party transactions settle in the normal course of business.

10




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 6 - Employment Agreements

The Company has employment agreements with two executives, which provide for incentive compensation and severance
provisions that include compensation and noncompetition agreements. The employment agreements provide that
employment is at-will and, therefore, may be terminated by either party.

Note 7 - Parent Company’s Employee Stock Option Plan

Under the Parent Company's stock option plan, 20,000 shares of its common stock are authorized for distribution to certain
key employees. As of December 31, 2006, 13,408 shares remain available for grant. The exercise price of each option
equals the fair market value of the Parent Company's stock on the date of grant, and an option’s maximum term is 10 years.
Options granted vest over a three- to four-year period.

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

Dividend Yield 1.71%
Expected Life 5.21 years
Risk-free interest rate 4.84%
Expected volatility 15.44%

The weighted-average fair value of options granted during 2006 was $82.67.

A summary of the status of the Parent Company’s stock option grants to Company employees as of December 31, 2006, and
changes during the year then ended, is presented below:

Weighted-Average
Shares Exercise Price
Outstanding at beginning of year -- 8 --
Granted 1,410 417.49
Qutstanding at end of year 1,410 $417.49
Options exercisable at year-end 440 $410.00

The total grant date fair value of shares that vested during the year ended December 31, 2006, was $37,717.

{continued)
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Notes to Financial Statements

Banc [nvestment Group, LLC
December 31, 2006

Note 7 - Parent Company's Employee Stock Option Plan (concluded)

A summary of unvested options and changes during the year ended December 31, 2006, is as follows:

Weighted-Average
Shares Exercise Price
Unvested options, beginning of year -- --
Granted 1,410 $417.49
Vested 440 410.00
Unvested options, end of year 970 $420.89

The following summarizes information about stock options granted to Company employees at December 31, 2006:

Exercise Number Contractual
Price Outstanding Life (Years)
$410.00 882 9.30
$430.00 528 9.72

1,410

Weighted-
Average
Remaining
Number
Exercisable

440

440

The aggregate intrinsic value of all options outstanding at December 31, 2006, was $73,079. The aggregate intrinsic value of

all options that were exercisable at December 31, 2006, was $27,268.

Stock-based compensation expense recognized for the year ended December 31, 2006, totaled $36,347, no tax benefit was

realized.

The compensation expense yet to be recognized for stock-based awards that have been awarded but not vested for the

future years ending December 31 is as follows:

2007
2008
2009
2010

12

$ 27,162
27,162
8,932
6,091

$69,347




Notes to Financial Statements

Banc Investment Group, LLC
December 31, 2006

Note 8 - Net Capital Requirements

The Company is a broker/dealer, subject to the SEC's Uniform Net Capital rule (SEC rule 15c3-1), which requires the
maintenance of minimum net capital, and also requires that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn or cash dividends paid
if the resulting net capital ratio would exceed 10 to 1. At December 31, 2006, the Company had net capital of $2,145,134,
which was $2.088,798 in excess of its required net capital of $56,336. The Company’s net capital ratio was 40to1at
December 31, 2006.

Note 9- Subsequeni Event

The board of directors approved a capital distribution of approximately $1,300,000 to the Parent Company, to be paid no
later than March 31, 2007.

13
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McGladrey & Pullen

Certified Public Accountants

independent Auditor’s Report on Internal Control

To the Member
Banc {nvestment Group, LLC
San Francisco, Califomnia

In planning and performing our audit of the financial statements of Banc Investment Group, LLC (the Company) as of and
for the year ended December 31, 2008, in accordance with auditing standards generally accepted in the United States of
America, we considered the Company's internal control over financial reporting (internal control) as a basis for designing our
auditing procedures for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company's intemal control. Accordingly, we do not express an opinion on
the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g){1) of the Securities and Exchange Commission (SEC), we have made a study of the
practices and procedures, followed by the Company, including consideration of control activities for safeguarding securities.
This study included tests of such practices and procedures that we considered relevant to the objectives stated in rule 17a-
5(g) in making the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of rule 15¢3-33. Because the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

(1) Making quarterly securities examinations, counts, verifications and comparisons
(2) Recordation of differences required by Rule 17a-13

(3) Complying with the requirements for prompt payment of securities under Section 8 of Federal Reserve
Regulation T of the Board of Govemors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices and
procedures referred to in the preceding paragraph. in fulfilling their responsibility, estimates and judgments by management
are required to assess the expected benefits and related costs of controls, and of the practices and procedures referred to in
the preceding paragraph, and to assess whether those practices and procedures can be expected to achieve the SEC's
above-mentioned objectives. Two of the objectives of intemal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that fransactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error or fraud may occur
and not be detected. Also, projection of any evaluation to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their design and operation may deteriorate.

(confinued)
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Independent Auditor's Report on Intemnal Control
{concluded)

A control deficiency exists when the design or operation of a control does not allow management or employees, in the normal
course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A significant deficiency
is a control deficiency, or a combination of control deficiencies, that adversely affects the entity’s ability to initiate, authonze,
record, process, or report financial data refiably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than inconsequential will
not be prevented or detected by the entity’s intemal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remote
likelihood that a material misstatement of the financial statements will not be prevented or detected by the entity’s intemal
control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and would not
necessarily identify all deficiencies in internal control that might be material weaknesses. We did not identify any deficiencies
in intemal control and control activities for safequarding securities that we consider to be matenial weaknesses, as defined
above

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of this
report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange Act of 1934
and related regulations, and that practices and procedures that do not accomplish such objectives in all material respects
indicate a material inadequacy of such purposes. Based on this understanding and on our study, we believe the Company’s
practices and procedures were adequate at December 31, 2006, to meet the SEC's objectives.

This report is intended solely for the information and use of management, the SEC, the National Association of Securities

Dealers, Inc., and other regulatory agencies which rely on rule 17a-5(g) under the Securities Exchange Act of 1934 and is
not intended to be and should not be used by anyone other than these specified parties.
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Seattle, Washington
February 13, 2007
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