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Letter from the Chairman and Chief Executive Officer

Fellow Shareholders:

On behalf of the Board of Directors of Canyon Bancorp, parent company of Canyon National Bank, we are
pleased to present this Annual Report of the Company’s financial performance.

Canyon Bancorp realized net income of $3,519,000 or $1.38 per diluted share for the full year ended
December 31, 2007, compared to income of $4,257,000 or $1.68 per diluted share for the year ended
December 31, 2006. Although we are disappointed to report a decline in net income from the prior year, net
income for 2007 reflects a return on equity of over 13%. This is the most challenging economic climate in the
life of the Bank compounded by a credit crunch which began in Summer 2007 precipitated by the collapse of the
subprime mortgage market and the collateral damage this created on mortgage securities, declines in home sales
and prices, and a general economic lack of confidence. As a result of this economic slowdown, we experienced a
$694,000 or 38.2% decline on real estate related fees earned on loans and lease administration, and increased the
provision for loan loss to $1,310,000 up from $525,000 in 2006. We anticipate increased regulatory scrutiny of
all financtial institutions in an effort to stabilize the financial markets.

In spite of the difficult environment, we enjoyed many successes during 2007 that will serve to strengthen
the foundation of Canyon Bancorp for the future.

Other highlights for 2007 compared to 2006 include:

= Total assets increased $36.8 million, or 14.6%, to $289.2 million;

«  Net loans receivable increased $45.6 million, or 22.5%, to $248.5 million;
= Total non-interest expenses grew $94,000 or less than 1%;

. Book value per share increased $1.49. or 14.9%, to $11.52; and

+  Total shareholder equity increased $4.2 million, or 17%, to $28.6 million.

In addition 1o the above financial highlights, the Company paid a 5% stock dividend (the seventh stock
dividend in addition to the 2-for-1 stock split in 2004), in December 2007. Also, in December 2007, to position
the Bank for continued core banking growth, a 1.56 acre parcel of land was purchased in Indio. It is anticipated
that during the construction and development phase of this new branch, a temporary facility will open in the
summer of 2008 at 81-385 Highway 111, in west [ndio.

There will be challenging economic times in 2008 and perhaps beyond, but we assure you that we have the
will, depth of experience at the staff and board level, a solid business base and strong capital to safeguard our

assets and position the Bank for continued growth in the future.

We deeply appreciate your continued support.

Sincerely,
rantasds s %Z /74%"”“’
Michael D. Harris, Esq. Stephen G. Hoffmann

Chairman of the Board President and CEQ
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PART1

Item 1. Business
General

Canyon Bancorp (the “Company™) is a bank holding company with a single banking subsidiary. The
Company was incorporated on January 18, 2006, for the purpose of acquiring Canyon National Bank (the
“Bank™). Effective June 30, 2006, the Company acquired all of the stock of the Bank pursuant to a Plan of
Reorganization dated February 14, 2006 between the Company and the Bank. Pursuant to the Plan of
Reorganizalion, the shares of the Bank’s common stock were exchanged for shares of the common stock of the
Company on a share-for-share basis. As a result, upon the consummation of the reorganization on June 30. 2006,
the Bank became a wholly-owned subsidiary of the Company and the shareholders of the Bank became the
shareholders of the Company. The Bank is a nationally chartered banking association that was organized under
the laws of the United States on March 6, 1998. The Bank commenced operations on July 10, 1998 upon the
granting to it of a national bank charter by the Comptroller of the Currency (the “Comptroller”). The Bank is an
insured bank under the Federal Deposit Insurance Act up to the maximum limits thereof. Like all national banks,
the Bank is @ member of the Federal Reserve Sysiem. At December 31, 2007, the Bank had $289.2 million in
assets, $248.4 million in net loans receivable and $230.6 million in deposits. Real estate loans, both commercial
and residential, represented approximately 77% of the Bank’s loan portfolio at December 31, 2007,

The Bank is a community bank located in Palm Springs, California, conducting a general commercial
banking business. The Bank accepts checking and savings deposits (including savings, money market demand
accounts, NOW accounts, time certificates of deposit and individual retirement accounts); makes commercial,
real estate, home equity, auto and other installment and term loans as well as loans for accounts receivable and
inventory financing, equipment and expansion financing; issues drafts and letters of credit, sells travelers’
checks, and provides other customary banking services, including, among other things, safe deposit box rental,
Automated Teller Machine (“ATM") processing, Internet banking, Internet bill payment, processing of federal
tax deposits, Automated Clearing House {*“ACH”) processing, notary public services and wire transfers.

The Bank also offers a full complement of convenience-oriented services including ATMs and ATM/debit
cards, 24-hour telephone banking, Internet banking, Internet bill payment, lock box processing, electronic deposit
and withdrawal processing, and postage-paid bank-by-mail. The Bank atiracts the majority of its loan and deposit
business from the residents and numerous small to medium-sized businesses, professiona! firms and service
entities located in the Coachella Valley and surrounding communities. An additional market niche served by the
Bank includes financial products offered to Native American tribes, governments, businesses and individuals
generally located in the western Uniled States. These financial products include lending, deposit and ATM
processing products and services. In October 2000, the Bank opened its first branch office in Palm Desert,
California. The Bank opened a second branch office tocated in Palm Springs in January 2005 and opened its third
branch office located in Palm Desert in March 2006. See “ltem 2. Properties.”

The Agua Caliente Band of Cahuilla Indians (“ACBCI”) is a principal shareholder of the Company. The
ACBCI and its affiliates are significant customers of the Bank. The ACBCI and its affiliates had deposits with
the Bank at December 31, 2007 and 2006 which represented approximately 4.4% and 3.4% of the Bank’s total
deposits at such dates, respectively. The Bank processes ATM transactions for ACBCI affiliates at three ATM
locations, performs lease administration services for the ACBCI pursuant to which the Bank earns fee income
and at times sells loan participation interests to an ACBCI affiliate in which the Bank eams fees. At
December 31, 2007 total loan participations outstanding to ACBCI affiliates was $4,591. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations—Non-interest
Income.” Although the Bank has previously made loans to affiliates of the ACBCI, it had no loans outstanding to
the ACBCI or its affiliates as of December 31, 2007 and 2006. However, the Bank may make loans to the
ACBCI and its affiliates in the future. See “Item |A. Risk Factors—Loss of a Single Customer, Which is a
Principal Shareholder, Could Adversely Affect the Company’s Business.”




I
The Company’s main office and corporate headquarters are located atl 1711 East Palm Canyon Drive, Palm

Springs, California 92264. Its telephone number is (760) 32%3-4442 and internet address s

www.canyonnational.com. \

Recent Developments

On December 27, 2007, Canyon National Bank purchased, for casll'l, a parcel of land in Indie for the
purpeses of building a 6,500 to 6,800 square foot full service branch office. Pending approval of its construction
plans by the City of Indio, construction of the new facility is expected to begin in the second half of 2008. Until
the new facility is completed, Canyon National Bank intends to place a tem[faorary branch facility on the parcel of
land purchased in order to commence offering banking services in the second half of 2008.

Competition |

The banking business in California, and in the market areas which the Bank serves, is highly competitive
with respect to both loans and deposits and is dominated by a relatively small number of major banks with many
offices operating over a wide geographic area. The Bank’s primary market area is considered to be the
communities that make up the Coachella Valley. These communities include Palm Springs, Palm Deser,
Cathedral City, Desert Hot Springs, La Quinta, Rancho Mirage, Indio, Bermuda Dunes, Thousand Palms, Indian
Wells, Coachella, and their surrounding environs. The Bank is currently one of four banks headquartered in its
primary service area. According to the FDIC summary, the Coachella Valley branches of FDIC insured financial
institutions have deposits of $6.5 billion and $6.4 billion as of June 30, 20(5)7 and 2006, respectively. The Bank
had 3.6% of the total Coachella Valley deposit base at both June 30, 2007 and 2006. For communities in which
the Bank has branches, namely Palm Springs and Palm Desert, the Bank has a 6.3% and 5.9% market share at
June 30. 2007 and 2006, respectively. |

The Bank competes for loans and deposits with other commercial bani(s. including many which are much
larger than the Bank, as well as with savings and loan associations, credit unions, and thrift and loan companies.
Larger commercial banks offer certain services (such as trust and investment services and international banking)
which the Bank does not offer directly (but some of which it offers indirectiy! through correspondent institutions).
By virtue of their greater total capitalization, such banks also have substantially higher lending limits than the
Bank.(1) In addition to other banks, competitors include savings institutions, credit unions, and numerous
non-banking institutions, such as finance companies, leasing companies, ins;urance companies, brokerage firms,
and investment banking firms. In recent years, increased competition has also, developed from specialized finance
and non-finance companies that offer money market and mutual funds, wholesale finance, credit card, and other
consumer finance services, including on-line banking services and personal finance software. Streng competition
for deposit and loan products affects the rates of those products as well as the terms on which they are offered to

cuslomers. I
|

To the extent that the Bank is affected by more general competitive trends in the industry, those trends are
toward increased consolidation and competition. Strong, unregulated compet:ilors have entered banking markets
with focused products targeted at highly profitable customer segments. Many largely unregulated competitors are
able to compete across geographic boundaries and provide customersincreasing access to meaningful
alternatives to banking services in nearly all significant products. Mergers belween financial institutions have
placed additional pressure on banks within the industry to streamline lhf:ll‘ operations, reduce expenses, and
increase revenues to remain competitive. Competition has also intensified |due to federal and state interstate

|
1

(13 Legal lending limits to each customer are limited to a percentage of a bank’s total capital accounts, the exact
percentage depending upon the nature of the loan transaction. Currently, loans by national banks to any one
customer are generally limited to fifteen percent {15%) of capital and unimpaired surplus, plus an additional
ten percent (10%) of capital and unimpaired surplus, if such additional loans are secured by readily
marketable collateral meeting certain requirements.




banking laws, which permit banking organizations to expand geographically, and the California market has been
particularly attractive to out-of-state institutions. The Financial Modernization Act, effective March 11, 2000,
made it possible for full affiliations to occur between banks and securities firms. insurance companies, and other
financial companies. and is also expected to intensify competitive conditions. See “Regulation and Supervision—
Financial Modernization Act” below.

Technological innovations have also resulted in increased competition in the financial services industry.
Such innovations have, for example, made it possible for non-depository institutions to offer customers
automated transfer payment services that previously have been considered traditional banking products. [n
addition, many customers now expect a choice of several delivery systems and channets, including telephone,
mail, Internet, bill payment, ATMs, self-service branches and/or in-store branches. In addition to other banks, the
sources of competition for such hi-tech products include savings associations, credit unions, brokerage firms,
money market and other mutual funds, assel management groups, finance and insurance companies, and
mortgage banking firms.

In order to compete effectively, the Bank provides quality, personalized service and fast, local decision
making which its major bank competitors are generally unable to offer. In addition, the Bank competes by using
to the fullest extent possible the flexibility which its independent status and its strong community ties permit.
This includes an emphasis on specialized services, local promotional activity, and personal contacts by the
Bank’s officers, directors and employees. The Bank has developed, and intends to continue to develop, programs
which are specifically addressed to the needs of small businesses, professionals and consumers.

Employees

As of January 1, 2008, the Bank had 76 full-time employees and 16 part-time employees for a total of 87
full-time equivalent employees. Of these individuals, 34 were officers of the Bank holding titles of officer or
higher.

REGULATION AND SUPERVISION

Both federal and siate law extensively regulate bank holding companies. These regulations are intended
primarily for the protection of depositors and the deposit insurance fund and not for the benefit of shareholders.
The following discussion of statutes and regulations affecting banks 1s only a summary and does not purport to
be complete. This discussion is qualified in its entirety by reference to such statutes and regulations. No
assurance can be given that such statutes or regulations will not change in the future,

Regulation of Canyon Bancorp Generally

Canyon Bancorp is a bank holding company within the meaning of the Bank Holding Company Act of 1956
and is registered as such with the Federal Reserve Board. A bank holding company is required to file with the
Federal Reserve Board annual reperts and other information regarding its business operations and those of its
subsidiaries. It is also subject to examination by the Federal Reserve Board and is required to obtain Federal
Reserve Board approval before acquiring, directly or indirectly, ownership or control of any voting shares of any
bank if, after such acquisition, it would directly or indirectly own or control more than 5% of the voting stock of
that bank, unless it already owns a majority of the voting stock of that bank.

A bank holding company must engage, with certain exceptions, in the business of banking or managing or
controlling banks or furnishing services to or performing services for its subsidiary banks. The holding company
is prohibited, except in certain statutorily prescribed instances, from acquiring direct or indirect ownership or
control of more than 5% of the outstanding voting shares of any company that is not a bank or bank holding
company. However, the holding company may, subject to the prior approval of, or in certain instances notice to
the Federal Reserve Board, engage in other permissible activities for bank holding companies which are
generally deemed so closely related to banking or managing or controlling banks as to be a proper incident
thereto.




Canyon Bancorp and Canyon Nationat Bank are deemed to be affiliates of each other within the meaning set
forth in the Federal Reserve Act and are subject to Sections 23A and 23B of the Federal Reserve Act. This
means, for example, that there are limitations on loans by the Bank to afﬁliau;as, and that all affiliate transactions
must satisfy certain limitations and otherwise be on terms and conditions at least as favorable to the Bank as
would be available for non-affiliates. :

The Federal Reserve Board has a policy that bank holding companies mu:st serve as a source of financial and
managerial strength to their subsidiary banks. It is the Federal Reserve Bank’'s position that bank holding
companies should stand ready to use their available resources to provide adeguate capital to their subsidiary
banks during periods of financial stress or adversity. Bank holding companies should also maintain the financial
flexibility and capital-raising capacity to obtain additional resources for assisting their subsidiary banks.

The Federal Reserve Board also has the authority to regulate bank hold:ing companies’ debt, including the
authority to impose interest ceilings and reserve requirements on such debt. Under certain circumstances, the
Federal Reserve Board may require a bank holding company to file written notice and obtain its approval prior to
purchasing or redeeming its equity securities, unless certain conditions are met;.

The securities of Canyon Bancorp are also subject to the requirements: of the Securities Act and matters
related thereto are regulated by the Securities and Exchange Commission. Certain issuances may also be subject
to California’s corporate securities laws as administered by the Callfomla Commissioner of Corporations.
Canyon Bancorp is subject to the public reporting requirements of the Securities Exchange Act of 1934, as
amended, generally applicable to publicly held companies. under Section 15(d) of the Exchange Act. Companies
which file a registration statement under the Securities Act are required under Section 15(d) of the Exchange Act
for at least a peried of 12-months after the effectiveness of such registration statement to file periodic quarterly
and annual reports under the Securities Act. Canyon Bancorp's predecessor, Canyon National Bank, filed a
registration statement under the Securities Act with the Office of the Comptroller of the Currency in 1998, and its
mandatory obligations to file reports under the Exchange Act ended in 1999%I however, Canyon National Bank,
and Canyon Bancorp, as its successor, has voluntarily elected to continue its reporting obligations under
Section 15(d} since that time. If and when Canyon Bancorp has more than 500 shareholders of record, it will be
required to register its securities with the Securities and Exchange Comm?ssion under Section 12(g) of the
Exchange Act at which time its filing of periodic reports, as well as certain other reporting obligations, will
become mandatory.

Regulation of Canyon National Bank Generally
|

As a national banking association, the Bank is subject 1o regulation, supervision and examination by the
Comptroller of the Currency (“Comptroller”). It is also a member of the Federal Reserve System and, as such, is
subject to applicable provisions of the Federal Reserve Act and the regulauone promulgated thereunder by the
Board of Governors of the Federal Reserve System. Furthermore, the deposlts of the Bank are insured by the
Federal Deposit Insurance Corporation to a maximum of $100,000 per depositor, and up t0 a maximum of
$250,000 with respect to certain retirement accounts. For this protection, the Bank pays assessments to the FDIC
and is subject to the rules and regulations of the FDIC pertaining to deposit insurance and other matters. The
regulations of those agencies govern most aspects of the Bank's business, including the Bank’s activities relating
to dividends, investments, loans, borrowings, capital requirements, certain check -clearing activities, branching,
mergers and acquisitions, reserves against deposits, the issuance of qecurmes and numerous other areas. The
Bank is also subject to requirements and restrictions of various consumer, laws and regulations as well as
applicable provisions of California law, insofar as they do not conflict with] or are not preempted by, federal
banking laws. Supervision, legal action and examination of the Bank by the| regulatory agencies are generally
intended to protect depositors and are not intended for the protection of sharehglders.

I

The earnings and growth of the Bank are largely dependent on its ability to maintain a favorable differential

or “spread” between the yield on its interest-earning assets and the rate paid on its deposits and other interest-
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bearing liabilities. As a result, the Bank's performance is influenced by general economic conditions, both
domestic and foreign, the monetary and fiscal policies of the federal government, and the policies of the
regulatory agencies, particularly the Federal Reserve Board. The Federal Reserve Board implements national
monetary policies (such as seeking to curb inflation and combat recession) by its open-market operations in
United States Government securities, by adjusting the required level of reserves for financial institutions subject
to its reserve requirements and by varying the discount rate applicable to borrowings by banks which are
members of the Federal Reserve System. The actions of the Federal Reserve Board in these areas influence the
growth of bank loans, investments and deposits and also affect interest rates charged on loans and deposits. The
nature and impact of any future changes in monetary policies cannot be predicted.

Capital Adequacy Requirements

Canyon Bancorp and the Bank are subject to the regulations of the Federal Reserve Board and the
Comptroller, respectively, governing capital adequacy. Each of these federal regulators has established both
risk-based and leverage capital requirements which set total capital requirements and define capital in terms of
“core capital elements,” or Tier | capital, and “supplemental capital elements,” or Tier 2 capital. Tier 1 capital is
generally defined as the sum of the core capital elements less goodwill and certain intangibles. The following
items are defined as core capital elements: (i) common stockholders’ equity; (i) qualifying non-cumulative
perpetual preferred stock and related surplus; and (iii) minority interests in the equity accounts of consolidated
subsidiaries. Supplementary capital elements include; (i) allowance for loan and lease losses (but not more than
1.25% of an institution’s risk-weighted assets); (ii) perpetual preferred stock and related surplus not qualifying as
core capital; (iii) hybrid capital instruments, perpetual debt and mandatory convertible debt instruments; and
(iv) term subordinated debt and intermediate-term preferred stock and related surplus. The maximum amount of
supplemental capital elements which qualifies as Tier 2 capital is limited to 100% of Tier | capital, net of
goodwill.

Canyon National Bank is required to maintain 2 minimum ratio of qualifying total capital to total
risk-weighted assets of 8.0% (“Total Risk-Based Capital Ratio™), at least one-half of which must be in the form
of Tier | capital (“Tier 1 Risk-Based Capital Ratio”). Risk-based capital ratios are calculated to provide a
measure of capital that reflects the degree of risk associated with a banking organization’s operations for both
transactions reported on the balance sheet as assets, and transactions, such as letters of credit and recourse
arrangements, which are recorded as off-balance sheet items. Under the risk-based capital guidelines, the
nominal dollar amounts of assets and credit-equivalent amounts of off-balance sheet items are multiplied by one
of several risk adjustment percentages, which range from 0% for assets with low credit risk, such as certain U. §.
Treasury securities, to 100% for assets with relatively high credit risk, such as business loans. As of
December 31, 2007 and 2006, the Bank’s Total Risk-Based Capital Ratio was 11.92% and 13.20%, respectively,
and its Tier | Risk-Based Capital Ratio was 10.70% and 11.94%, respectively.

The risk-based capital standards also take into account concentrations of credit (i.e., relatively large
proportions of loans involving one borrower, industry, location, collateral or loan type) and the risks of
“non-traditional” activities (those that have not customarily been part of the banking business}. The regulations
require institutions with high or inordinate levels of risk to operate with higher minimum capital standards, and
authorize the regulators to review an institution’s management of such risks in assessing an institution’s capital
adequacy.

Additionalty, the regulatory statements of policy on risk-based capital include exposure to interest rate risk
as a factor that the regulators will consider in evalualing an institution’s adequacy. Interest rate risk is the
exposure of a bank’s current and future earnings and equity capital arising from adverse movements in interest
rates. While interest risk is inherent in a bank’s role as financial intermediary, it introduces volatility to bank
earnings and to the economic value of the bank or bank holding company,

Banks and bank holding companies are also required to maintain a leverage capital ratio designed o
supplement the risk-based capital guidelines. Banks and bank holding companies that have received the highest
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rating of the five categories used by regulators to rate banks and are nol anticipating or experiencing any
significant growth must maintain a ratio of Tier | capital (net of all intangibles) to adjusted total assets
(“Leverage Capital Ratio”) of at least 3%. All other institutions are required to maintain a leverage ratio of at
least 100 to 200 basis points above the 3% minimum, for a minimum of 4% to 5%. Pursuant to federal
regulations, banks must maintain capital levels commensurate with the leével of risk to which they are exposed,
including the volume and severity of problem loans, and federal regulators may set higher capital requirements
when a bank's particular circumstances warrant. As of December 31, 2007 and 2006, the Bank’s Leverage
Capital Ratio was 9.83% and 9.34%, respectively. '
I
On March 1, 2005, the Federal Reserve Board adopted a final rule 'that allows the continued inclusion of
trust-preferred securities in the Tier | capital of bank holding companies.| However, under the final rule, afier a
five-year transition period, the aggregate amount of trust preferred securi:ties and certain other capital elements
that could qualify as Tier | capital would be limited to 25 percent of Tier | capital elements, net of goodwill.
Canyon Bancorp does not currently have any trust-preferred securities. !

Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corfrective action to resolve the problems
of insured financial institutions, including but not limited to those that fall below one or more prescribed
minimum capital ratios. The federal banking agencies have by regulati%m defined the following five capital
categories: “well capitalized” (Total Risk-Based Capital Ratio of 10%; Tier 1 Risk-Based Capital Ratio of 6%;
and Leverage Capital Ratio of 5%); “adequately capitalized” (Total Risk-Based Capital Ratio of 8%; Tier | Risk-
Based Capital Ratio of 4%; and Leverage Capital Ratio of 4%) (or 3%, if the institution receives the highest
rating from its primary regulator); “undercapitalized” (Total Risk-Based Capital Ratio of less than 8%; Tier !
Risk-Based Capital Ratio of less than 4%; or Leverage Capital Ratio of less than 4%) (or 3% if the institution
receives the highest rating from its primary regulator); “significantly undercapitalized” (Total Risk-Based Capital
Ratio of less than 6%; Tier 1 Risk-Based Capital Ratio of less than 3%; or Leverage Capital Ratio less than 3%);
and “critically undercapitalized” (tangible equity to total assets less than 2%). A bank may be treated as though it
were in the next lower capital category if after notice and the opportunity' for a hearing, the appropriate federal
agency finds an unsafe or unsound condition or practice so warrants, but no bank may be treated as “critically
undercapitalized” unless its actual capital ratio warrants such treatment.

|

At each successively lower capital category, an insured bank is subject to increased restrictions on its
operations, For example, a bank is generally prohibited from paying management fees 1o any controiling persons
or from making capital distributions if to do so would make the bank ‘;‘undercapilalized.” Asset growth and
branching restrictions apply to undercapitalized banks, which are required to submit written capital restoration
pians meeting specified requirements (including a guarantee by the; parent holding company, if any).
“Significantly undercapitalized” banks are subject to broad regulatory authority, including among other things,
capital directives, forced mergers, restrictions on the rates of interest they may pay on deposits, restrictions on
asset growth and activities, and prohibitions on paying certain bonuses without FDIC approval. Even more severe
restrictions apply to critically undercapitalized banks. Most importantly, except under limited circumstances, not
later than 90 days after an insured bank becomes critically undercapnahzed the appropriate federal banking
agency is required to appoint a conservator or receiver for the bank. |

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject
to potential actions by the federal regulators for unsafe or unsound pracuces in conducting their businesses or for
violations of any law, rule, regulation or any condition imposed in wmmg by the agency or any written

agreement with the agency. Enforcement actions may include the issuance of cease and desist orders, termination
of insurance of deposits (in the case of a bank), the imposition of civil meney penalties, the issuance of directives
to increase capital, formal and informal agreements, or removal and prohlbmon orders against “institution-
affiliated” parties.




Safety and Soundness Standards

The federal banking agencies have adopted final guidelines establishing safety and soundness standards for
all insured depository institutions. Those guidelines relate to internal controls, information systems, internal audit
systems, loan underwriting and documentation, compensation and interest rate exposure. In general, the
standards are designed to assist the federal banking agencies in identifying and addressing problems at insured
depository institutions before capital becomes impaired. If an institution fails to meet these standards, the
appropriate federal banking agency may require the institution to submit a compliance plan and institute
enforcement proceedings if an acceptable compliance plan is not submitted.

Premiums for Deposit Insurance

The Bank’s deposits are insured under the Federal Deposit Insurance Act, up to the maximum applicable
limits by the Deposit Insurance Fund (“DIF”) of the FDIC and are subject to deposit insurance assessments 1o
maintain the DIF. Canyon National Bank paid no deposit insurance assessments on its deposits under the risk-
based assessment system utilized by the FDIC through December 31, 2006. In November 2006, the FDIC
adopted a new risk-based insurance assessment system, effective January 1, 2007, designed to tie what banks pay
for deposit insurance more closely to the risks they pose. The FDIC also adopied a new base schedule of rates
that the FDIC can adjust up or down, depending on the needs of the DIF, and set initial premiums that range from
5 cents per $100 of domestic deposits in the lowest risk category to 43 cents per $100 of domestic deposits for
banks in the highest risk category. The new assessment system has resulted in annual assessments on the deposits
of Canyon National Bank of 5 basis points per $100 of domestic deposits. Significant increases in the insurance
assessments will increase the Bank’s costs.

In addition, banks must pay an amount, which has fluctuated, but is currently 1.14 basis points, or cents per
$100 of insured deposits for the first quarter of 2008, towards the retirement of the Financing Corporation bonds
issued in the 1980°s to assist in the recovery of the savings and loan industry. Recently enacted legislation
potentially could affect the premium in the future.

Community Reinvestment Act

Canyon National Bank is subject to certain requirements and reporting obligations involving Community
Reinvestment Act (“CRA") activities. The CRA generally requires the federal banking agencies to evaluate the
record of a financial institution in meeting the credit needs of its local communities. including low and moderate
income neighborhoods. The CRA further requires the agencies to take a financial institution’s record of meeting
its community credit needs into account when evaluating applications for, among other things, domestic
branches, consummating mergers or acquisitions, or holding company formations. In measuvring a bank’s
compliance with its CRA obligations, the regulators now utilize a performance-based evaluation system which
bases CRA ratings on the bank’s actual lending service and investment performance, rather than on the extent to
which the institution conducts needs assessments, documents community outreach activities or complies with
other procedural requirements. In connection with its assessment of CRA performance, the agencies assign a
rating of “outstanding,” “satisfactory,” “needs to improve” or “substantial noncompliance.” The Bank received
an “outstanding’ rating in its most recent examination.

” o

Privacy and Data Security

The Gramm-Leach-Bliley Act which became effective in 2000 imposed new requirements on financial
institutions with respect to consumer privacy. The statute generally prohibits disclosure of consumer information
to non-affiliated third parties unless the consumer has been given the opportunity to object and has not objected
to such disclosure. Financial institutions are further required to disclose their privacy policies to consumers
annually. Financial institutions, however, will be required to comply with state law if it is more protective of
consumer privacy than the Gramm-Leach-Bliley Act. The statute also directed federal regulators, including the

7




!
Federal Reserve and the FDIC, to prescribe standards for the security of consumer information. The Company
and the Bank are subject to such standards, as well as standards for notifying consumers in the event of a security

breach. !

Other Consumer Protection Laws and Regulations

Activities of all insured banks are subject to a variety of statute$ and regulations designed to protect
consumers, such as including the Fair Credit Reporting Act, Equal Credit Opportunity Act, and Truth-in-Lending
Act. Interest and other charges collected or coniracted for by Canyon National Bank are also subject to state
usury laws and certain other federal laws concerning interest rates. Cany(')n National Bank’s loan operations are
also subject to federal laws and regulations applicable to credit transactions. Together, these laws and regulations

include provisions that: I
|
+  govern disclosures of credit terms to consumer borrowers;

* require financial institutions to provide information to enable the public and public officials to
determine whether a financial institution is fulfilling its obligation to help meet the housing needs of

the community it serves; ;

»  prohibit discrimination on the basis of race, creed, or other prohil?iled factors in extending credit;
«  govern the use and provision of information to credit reporting agencies; and
]

¢ govern the manner in which consumer debts may be collected by ‘collection agencies.
|

. , . . : | .
Canyon National Bank’s deposit operations are also subject to laws and regulations that:

« impose a duty to maintain the confidentiality of consumer ﬁnan;cial records and prescribe procedures
for complying with administrative subpoenas of financial records; and

. . . . y
«  govern automatic deposits to and withdrawals from deposit accounts and customers’ rights and

liabilities arising from the use of automated teller machines and other electronic banking services.
\

|
Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “Interstate Banking Act™)
regulates the interstate activities of banks and bank holding companics and establishes a framework for
nationwide interstate banking and branching. Since June 1, 1997, a bank in one state has generally been
permitted to merge with a bank in another state without the need for explicit state law authorization. However,
states were given the ability to prohibit interstate mergers with banks in their own state by “opting-out” (enacting
state legislation applying equality to all out-of-state banks prechibiting such r'lnergers) prior to June 1, 1997,

Since 1995, adequately capitalized and managed bank holding companies have been permitted to acquire
banks located in any state, subject to two exceptions: first, any state may still prohibit bank holding companies
from acquiring a bank which is less than five years old; and secon%i, no interstate acquisition can be
consummated by a bank holding company if the acquirer would control more then 10% of the deposits held by
insured depository institutions nationwide, or 30% percent or more of the;deposits held by insured depository
institutions in any state in which the target bank has branches. |

A bank may establish and operate de novo branches in any state in Iwhich the bank does not maintain a
branch if that state has enacted legislation to expressly permit all out-of-state banks to establish branches in that
state. |

{

In 1995, California enacted legislation to implement important provisions of the Interstate Banking Act
discussed above and to repeal California’s previous interstate banking laws, which were largely preempted by the
Interstate Banking Act. ;




The changes effected by the Interstate Banking Act and California laws have increased competition in the
environment in which the Bank operates to the extent that out-of-state financial institutions directly or indirectly
enter the Bank’s market areas. It appears that the Interstate Banking Act has coniributed to the accelerated
consolidation of the banking industry. While many large out-of-state banks have already entered the California
market as a result of this legislation, it is not possible to predict the precise impact of this legislation on the Bank
and Canyon Bancorp and the competitive environment in which they operate.

Financial Modernization Act

The Gramm-Leach-Bliley Act, which became effective in 2000, eliminated most barriers to affiliations
among banks and securities firms, insurance companies, and other financial service providers, enabling full
affitiations to occur between such entities. This legislation permits bank holding companies to become “financial
holding companies” and thereby acquire securities firms and insurance companies and engage in other activities
that are financial in nature. A bank holding company may become a financial holding company if each of its
subsidiary banks is well capitalized under the FDICIA (“Federal Deposit Insurance Corporation Insurance Act”)
prompt corrective action provisions, is well managed, and has at least a satisfactory rating under the CRA by
filing a declaration that the bank holding company wishes to become a financial holding company. No regulatory
approval will be required for a financial holding company to acquire a company, other than a bank or savings
association, engaged in activities that are financial in nature or incidental to activities that are financial in nature,
as determined by the Federal Reserve Board.

The Gramm-Leach-Bliley Act defines “financial in nature” to include securities underwriting, dealing and
market making; sponsoring mutual funds and investment companies; insurance underwriting and agency;
merchant banking activities; and activities that the Federal Reserve Board has determined to be closely related to
banking. A national bank also may engage, subject to limitations on investment, in activities that are financial in
nature, other than insurance underwriting, insurance company portfolio investment, real estate development and
real estate investment, through a financial subsidiary of the bank, if the bank is well capitalized, well managed
and has at least a satisfactory CRA rating. Subsidiary banks of a financial holding company or national banks
with financial subsidiaries must continue to be well capitalized and well managed in order to continue to engage
in activities that are financial in nature without regulatory actions or restrictions, which could include divestiture
of the financial in nature subsidiary or subsidiaries. In addition, a financial helding company or a bank may not
acquire a company that is engaged in activities that are financial in nature unless each of the subsidiary banks of
the financial holding company or the bank has a CRA rating of satisfactory or better.

USA Patriot Act of 2001

The USA Patriot Act of 2001 was enacted in October 2001 in response to the terrorist attacks on
September 11, 2001. The Patriot Act is intended to strengthen United States law enforcement’'s and the
intelligence communities’ ability to work cohesively to combat terrorism on a variety of fronts, The impact of the
Patriot Act on financial institutions of all kinds has been significant and wide ranging. The Patriot Act
substantially enhanced existing anti-money laundering and financial transparency laws, and required appropriate
regulatory authorities to adopt rules to promote cooperation among financial institutions, regulators, and law
enforcement entities in identifying parties that may be involved in terrorism or money laundering. Under the
Patriot Act, financial institutions are subject to prohibitions regarding specified financial transactions and account
relationships, as well as enhanced due diligence and “know your customer” standards in their dealings with
foreign financial institutions and foreign customers. For example, the enhanced due diligence policies,
procedures, and controls generally require financial institutions to take reasonable steps:

*  to conduct enhanced scrutiny of account relationships to guard against money laundering and report
any suspicious transactions;

*  to ascertain the identity of the nominal and beneficial owners of, and the source of funds deposited into,
each account as needed to guard against money laundering and report any suspicious transactions;
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* 1o ascertain for any foreign bank, the shares of which are not publicly traded, the identity of the owners
of the foreign bank, and the nature and extent of the ownership iqterest of each such owner; and

*  to ascertain whether any foreign bank provides correspondent accounts to other foreign banks and, if
50, the identity of those foreign banks and related due diligence information.
|
The Patriot Act also requires all financial institutions to establish an'lti—money laundering programs, which
must include, at a minimum:

»  the development of internal policies. precedures, and conirols;
+  the designation of a compliance officer;
*  an ongoing employee training program; and

= an independent audit function 1o test the programs, b

Canyon National Bank has adopted comprehensive policies and procedures, and has taken all necessary
actions to ensure compliance with all financial transparency and anti-money laundering laws, including the
Patriot Act. ' !

f

Sarbanes-Oxley Act of 2002

As a public company, the Company is subject to the Sarbanes-Oxley Act of 2002, which implements a
broad range of corporate governance and accounting measures for public co:mpanies designed to promote honesty
and transparency in corporate America and better protect investors from corporate wrongdoing. The Sarbanes-
Oxley Act’s principal legislation and the derivative regulation and rule making promulgated by the Securities and
Exchange Commission includes: |

= the creation of an independent accounting oversight board; |

= auditor independence provisions that restrict non-audit services [glﬂ[ accountants may provide to their
audit clients;

1

*  additional corporate governance and responsibility measures, including the requirement that the chief
executive officer and chief financial officer certify financial statements;

+ a requirement that companies establish and maintain a system of internal control over financial
reporting and that a company’s management provide an annual report regarding its assessment of the
effectiveness of such internal control over financial reponir}g to the company’s independent

accountants: |

*  arequirement that the company’s independent accountants providé an attestation report with respect to
management’s assessment of the effectiveness of the Compan'y’s internal control over financial
reporting (this requirement is currently proposed to become effective for companies like Canyon
Bancorp which is not an accelerated SEC filer for a company’s fiscal year ending on or after
December 15, 2008); ‘

+  the forfeiture of bonuses or other incentive-based compensation and profits from the sale of an issuer’s
securities by directors and senior officers in the twelve month period following initial publication of
any financial statements that later require restatement; |

*  an increase in the oversight of, and enhancement of certain requirements relating to audit committees
of public companies and how they interact with the company’s independent auditors;

*  the requirement that audit committee members must be independent and are absolutely barred from
accepting consulting, advisory or other compensatory fees from the 'iissuer:

*  the requirement that companies disclose whether at least one member of the committee is a “financial
expert” (as such term is defined by the SEC) and if not, why not; l
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»  expanded disclosure requirements for corporate insiders, including accelerated reporting of stock
transactions by insiders and a prohibition on insider trading during pension blackout periods;

*  a prohibition on personal loans to directors and officers, except certain loans made by insured financial
institutions;

+ disclosure of a code of ethics and the requirement of filing of a Form 8-K for a change or waiver of
such code:

«  mandatory disclosure by analysts of potential conflicts of interest; and

< arange of enhanced penalties for fraud and other violations.

Commercial Real Estate Lending and Concentrations

On December 2, 2006, the federal bank regulatory agencies released Guidance on Concentrations in
Commercial Real Estate Lending, Sound Risk Management Practices {the Guidance). The Guidance, which was
issued in response 1o the agencies’ concern that rising CRE concentrations might expose institutions to
unanticipated earnings and capital volatility in the event of adverse changes in the commercial real estate market,
reinforces existing regulations and guidelines for real estate lending and loan portfolio management.

Highlights of the Guidance include the following:

»  The agencies have observed that CRE concentrations have been rising over the past several years with
small to mid-size institutions showing the most significant increase in CRE concentrations over the last
decade. However, some institutions’ risk management practices are not evolving with their increasing
CRE concentrations, and therefore, the Guidance reminds institutions that strong risk management
practices and appropriate levels of capital are important elements of a sound CRE lending program.

*  The Guidance applies to national banks and state chartered banks and is also broadly applicable to bank
holding companies. For purposes of the Guidance, CRE loans include loans for land development and
construction, other land loans and loans secured by multifamily and nonfarm residential properties. The
definition also extends (o loans to real estate investment trusts and unsecured loans to developers if
their performance is closely linked to the performance of the general CRE market.

»  The agencies recognize that banks serve a vital role in their communities by supplying credit for
business and real estate development. Therefore, the Guidance is not intended to limit banks’ CRE
lending. Instead, the Guidance encourages institutions to identify and monitor credit concentrations,
establish internal concentration limits, and report all concentrations to management and the board of
directors on a periodic basis.

The agencies recognized that different types of CRE lending present different levels of risk, and
therefore, institutions are encouraged to segment their CRE portfolios to acknowledge these
distinctions, However, the CRE portfolio should not be divided into multiple sections simply to avoid
the appearance of risk concentration.

Institutions should address the following key elements in establishing a risk management framework
for identifying, monitoring, and controlling CRE risk: (1) board of directors and management
oversight; (2) portfolic management; {3) management information systems; (4) market analysis;
(5) credit underwriting standards; (6) portfolio stress testing and sensitivity analysis; and (7) credit
review function.

As part of the ongeing supervisory monitoring processes, the agencies will use certain criteria to
identify institutions that are potentially exposed to significant CRE concentration risk. An institution
that has experienced rapid growth in CRE lending, has notable exposure to a specific type of CRE, or is
approaching or exceeds specified supervisery criteria may be identified for further supervisory
analysis.

Il
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The Company believes that the Guidance is applicable to it, as it has a concentration in CRE loans. The
Company and its board of directors have discussed the Guidance and believe that Canyon National Bank’'s
underwriting policy, management information systems, independent credit administration process and monthly
monitoring of real estate oan concentrations will be sufficient to addréss the Guidance. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Financial Condition—Loan
Portfolio.” |

i
Allowance for Loan and Lease Losses |

On December 13, 2006, the federal bank regutatory agencies release|d Interagency Policy Statement on the
Allowance for Loan and Lease Losses (*ALLL™), which revises and replaces the banking agencies’ 1993 policy
statement on the ALLL. The revised statement was issued to ensurelconsistency with generally accepted
accounting principles (GAAP) and more recent supervisory guidance.; The revised statement extends the
applicability of the policy to credit unions. Additionally, the agencies is§uecl 16 FAQs to assist institutions in
complying with both GAAP and ALLL supervisory guidance. [

Highlights of the revised statement include the foliowing: :

. . t .. . .

*  The revised statement emphasizes that the ALLL represents one of the most significant estimates in an
. e R ' .
institution’s financial statements and regulatory reports and that an assessment of the appropriateness
of the ALLL is critical to an institution’s safety and soundness. |

+  Each institution has a responsibility to develop, maintain, and décumem a comprehensive, systematic,
and consistently applied process for determining the amounts of the ALLL. An institution must
maintain an ALLL that is sufficient to cover estimated credit 19sses on individual impaired loans as
well as estimated credit losses inherent in the remainder of the portfolio.

*  The revised statement updates the previous guidance on lhe| following issues regarding ALLL:
(1) responsibilities of the board of directors, management, and bank examiners; (2) factors to be
considered in the estimation of ALLL; and (3) objectives and |e]f:mems of an effective loan review
system. |

= The agencies recognize that institutions may not have sufficient time to bring their ALLL processes
and documentation into full compliance with the revised guidance for 2006 year end reporting
purposes. However, these changes and enhancements should be completed near term.

|

The Company and its board of directors have discussed the revised statement and believe that the
Company’s ALLL methodology is comprehensive, systematic, and that it is consistently applied across the
Company. The Company believes its management information systems, independent credit administration
process, policies and procedures are sufficient to address the guidance.

|
Other Pending and Proposed Legislation |

Other legislative and regulatory initiatives, which could affect Canyon Bancorp. the Bank and the banking
industry in general, are pending, and additional initiatives may be propolsed or introduced, before the United
States Congress, the California legislature and other governmental bodies in the future. Such proposals, if
enacted, may further alter the structure, regulation and competitive relationship among financial institutions, and
may subject Canyon Bancorp and the Bank to increased regulation, disclosure and reporting requirements. In
addition, the various banking regulatory agencies often adopt new rules and'regulations to implement and enforce
existing legislation. It cannot be predicted whether, or in what form, any siich legislation or regulations may be
enacted or the extent to which the business of Canyon Bancorp and the Bank would be affected thereby.

f
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Item 1A. Risk Factors

You should carefully consider the following risk factors and all other information contained in this annual
report on Form 10-K. The risks and uncertainties described below are not the only ones the Company faces.
Additional risks and uncertainties not presently known to the Company or that the Company currently believes
are immaterial also may impair its business. If any of the events described in the following risk factors occur, the
Company’s business, results of operations and financial condition could be materially adversely affected. In
addition, the trading price of the Company’s common stock could decline due to any of the events described in
these risks.

Poor Economic Conditions in the Company’s Market Areas May Cause Higher Default Rates on Loans

A substantial majority of the Company’s assets and deposits are generated in the Coachella Valley in
Southern California. As a result, poor economic conditions in the Coachella Valley may cause the Company to
incur losses associated with higher default rates and decreased collateral values in the Company’s loan portfolio.
Economic activity slowed significantly immediately following the September 11, 2001 terrorist attacks and was
negatively impacted by high levels of unemployment. In addition, in the early 1990s. the entire state of California
experienced an economic recession that resulted in increases in the level of delinquencies and losses for many of
the state’s financial institutions. The State of California continues to face challenges upon which the long-term
impact on the State’s economy cannot be predicted, including the recent unprecedenied disruptions in the
secondary mortgage market resulting from reduced investor demand for mortgage loans and mortgage-backed
securities. A deterioration in economic conditions in Southern California, whether caused by a national recession
or local concerns, could result in higher than expected loan delinquencies or problem assets, a decline in the
values of the collateral held to secure the Company’s loan portfolio, a decrease in demand for products and
services, or lack of growth or a decrease in low cost or non-interest bearing deposits; any of which could
materially hurt the Company’s business.

Concentrations of Real Estate Loans Could Subject the Company to Increased Risks in the Event of a Real
Estate Recession or Natural Disaster

At December 31, 2007, 77% of the Company's loans are real estate loans, most of which are secured by real
property in Southern California. Conditions in the California real estate market would be expected to influence
the Company’s level of non-performing assets. A real estate recession in Southern California, particularly in the
Coachella Valley Region, could adversely affect results of operations. From 2003 through 2005, real estate prices
in Southern California, including the Coachella Valley, rose precipitously. During 2005 and 2006 price
appreciation slowed and 2007 and early 2008 have seen a substantial softening of the real estate market with
prices in certain markets declining. Should real estate prices fall significantly in Southern California, the security
for many real estate secured loans could be reduced and the Company could incur significant losses if borrowers
of real estate secured loans defaulted, and the value of collateral may be insufficient to cover losses. Historically,
California has experienced, on occasion, significant natural disasters, including earthquakes, fires and flooding.
The availability of insurance for losses from such catastrophes is limited. The occurrence of one or more of such
catastrophes could impair the value of the collateral for the Company’s real estate secured loans and creale stow
downs in certain industries in which the Company lends. These events could adversely affect the Company.

Challenges with Managing Growth

The Company’s total assets have increased from $239.2 million at December 31, 2005, to $252.4 million at
December 31, 2006, and $289.2 million at December 31, 2007.

The Company’s ability to manage its growth will depend primarily on its ability 10:

*  monitor and manage expanded operations;

. control costs:




*  maintain positive customer relations:

*  attract, assimilate and retain additional qualified personnel.

The Company's failure to manage its growth effectively would advers!cly affect the Company.
i

The Company’s Earnings are Subject to Interest Rate Risk |

Significant increases in market interest rates, or the perception that ah increase may occur, could adversely
affect both the Company’s ability to originate new loans and the Company’s ability to grow. Conversely, a
decrease in interest rates could result in an acceleration of the prepaymient of loans. In addition, changes in
market interest rates, or changes in the relationships between short-term zind long-term market interest rates, or
changes in the relationships between different interest rate indices, could affect the interest rates charged on
interest-earning assets differently than the interest rates paid on interest-béaring liabilities. This difference could
result in an increase in interest expense relative to interest income. An incrtlaase in market interest rates also could
adversely affect the ability of floating-rate borrowers to meet their higher payment obligations. If this occurred, it
couid cause an increase in non-performing assets and net charge-offs that could adversely affect the Company’s

business. |

I
The Company Operates in a Competitive Market Dominated by Banks and Other Financial Service
Providers, Many of Which Have Lower Cost Structures and Offer More Services

In California generally, and in the Company’s primary service area $pecifically, branches of major banks
dominate the commercial banking industry. By virlwe of their larger capital base, such institutions have
substantially greater lending limits than the Company, and perform cértain functions for their customers,
including trust services and international banking, which the Company is not equipped to offer directly (but some
of which can be offered indirectly through correspondent relationships). Many of these banks also operate with
economies of scale that result in lower operating costs relative to revenue ge;nerated.

The Company also competes with other financial institutions such as!savings and loan associations, credit
unions, thrift and loan companies, mortgage companies, securities brokerage companies and insurance
companies, and with quasi-financial institutions such as money market fux:lds for deposits and loans. Financial
services lke ours are increasingly offered over the Internet on a national and international basis, and the
Company competes with providers of these services as well. Ultimately, competition can drive down interest
margins and reduce profitability. It can also make it more difficult to continue to increase the size of the
Company’s loan and deposit portfolios. ;

i

|
Shareholders May Have Difficulty Selling Shares in the Future if a More Active Trading Market for the

Company’s Stock Does Not Develop :

Although the Company’s common stock is quoted for trading on the!OTC Bulletin Board, trading in the
Company’s stock has not been extensive and cannot be characterized as am:ouming to an active trading market.
Shareholders may have difficulty in selling their shares of common stock if a more active trading market does not
develop in the future, The Company has no current plans to list its shares for quotation on NASDAQ or for
trading on an exchange. ;

Loan Loss Allowance May Not Cover Actual Loans Losses !
1
The Company maintains an allowance for loan losses at a level which Management believes is adequate to
absorb any inherent losses in the loan portfolio. However, changes in economic, operating and other conditions,
including changes in interest rates, which are beyond Management's control, may cause actual loan losses to
exceed current allowance estimates. If the actual loan losses exceed the amount provided for, it will have a
|
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negative impact on the Company’s profitability. In addition. the Comptroller, as part of its supervisory functions,
periodically reviews allowance for loan losses. Such agency may require the Bank to increase the provision for
loan losses or to recognize further loan losses, based on its judgments, which may be different from those of
Management. Any increase in the allowance required by the Comptroller could also hurt the Company’s
business.

Management attempts to limit the risk that borrowers will fail to repay loans by carefully underwriting the
loans. Losses nevertheless occur. The Company’s accounting records incorporate allowances for estimated loan
losses. This estimate is determined by Management in consideration of the foltowing:

« levels of and trends in delinquencies and impaired loans;
. levels of and trends in charge-offs and recoveries;
. trends in volumes and terms of loans;

»  effects of any changes in risk selection and underwriting standards, and other changes in lending
policies, procedures and practices;

«  experience, ability and depth of lending management and other related staff;
. national and local economic trends and conditions;
*  industry standards;

= effects of changes in credit concentrations.

Loss of a Single Customer, Which is a Principal Shareholder, Could Adversely Affect the Company’s
Business

The ACBCI, a principal shareholder of the Company, and its affiliates, had deposits with the Company as of
December 31, 2007 and 2006, representing approximately 4.0% and 3.4% of the Company’s total deposits at
such dates, respectively. While the Company has no reason to believe that these deposits would be withdrawn or
significantly diminished in the future, such an event in a short-time frame may negatively impact the Company’s
liquidity and decrease its earnings. It is anticipated that securities available for sale, as well as the Company’s
credit availability from a number of sources, would be sufficient to offset any such liquidity need, although there
can be no assurance that this would be the case. See Part [I—Item 7—"Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Liquidity and Capital Resources.” In addition, the Company
earned approximately $661,000 and $1,278,000 in lease administration fees for the years ended December 31,
2007 and 2006, respectively, with respect to administirative services performed by the Company for the ACBCI
pursuant to an agreement which renews automatically on a year-to-year basis. Although the Company has no
reason to believe that the ACBCI or its affiliate will terminate this agreement, if such agreement should be
terminated, this would result in a significant loss of revenues for the Company. Further, the Company services
ATMs on the premises of the ACBCI or its affiliates for which the Company earned net fees of approximately
$287.000 and $251,000 for the years ended December 31, 2007 and 2006, respectively. Although the Company
has no reason to believe that the ACBCI or its affiliates would terminate the ATM servicing arrangements it has
with the Company, if such services were terminated, this would result in a significant loss of revenues for the
Company. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Resutts of Operations—Non-Interest Income.”

The Company Does Not Expect to Pay Cash Dividends in the Future

The Company currently believes the most effective use of its capital and earnings is to finance the
Company’s growth and operations. For this reason, the Company currently intends to retain all or a vast majority
of its earnings rather than distribuie them to the shareholders in the form of dividends. However, while the
Company has not paid a cash dividend to date, it will periodically assess the benefits of doing so. The Company’s
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ability to declare a dividend on its common stock will be influenced by, among other things, future earnings,
operating and financial conditions, income tax impact, capital requirements and general business conditions, and
receipt of regulatory approvals, if then required. See Part II—Item 5. “Mz:lrkct for Registrant’s Commen Equity,
Related Stockholder Matters and lssuer Purchases of Equity Securities—Dividends.”

|

Loss of Key Personnel Could Adversely Affect Business I

The Company’s future success depends in large part upon the: continuing contributions of its key
management personnel. If the Company loses the services of one or more key personnel within a short period of
time, it could be adversely affected. The Company’s future success is also dependent upon its continuing ability
to attract and retain other highly qualified personnel. Competition for such employees among financial
institutions in California is intense. The Company’s inability to attract and retain additional key officers could
adversely affect the Company. The Company can provide no assurance that the Company will be able to retain
any of its key officers and employees or attract and retain qualified personnel in the future. The Company has
entered into an employment contract with its President and Chief Executive Officer which currently renews on a
year-to-year basis. Additionally, the Company has entered into salary coﬁ'tinuation agreements with each of the
President, the Chief Financial Officer/Chief Operating Officer, Chief Credit Officer and other key officers of the
Company to encourage retention of these executive officers as well as o provide an incentive to maximize job
performance. The Company has also purchased key man insurance p011c1es on the President and Chief Executive
Officer and the Chief Financial Officer/Chief Operating Officer in Wthh the Company would receive a death
benefit in the event of the death of one of the above named executive offccrq

|

|

Item 1B. Unresolved Staff Comments ll
Not Applicable.

'
I

Item 2. Properties |

The Bank’s main office, located at 1711 East Palm Canyon Drive, Pal:m Springs, California 92264, currently
houses the Bank’s main office and certain administrative functions. The Bank leases these premises pursuant to a
lease which provides for an initial six-year term with two options to renew of six years each. The initial six-year
term of the lease expired on June 30, 2004. In December 2003, the Bank éxercised its first option to extend this
lease for six years or until June 30, 2010. '

|

The Bank owns its Palm Desert branch office. which is located in an' 8,000 square foot, free standing, full-

service banking facility. This facility is located at 74-150 Country Club Dri;ve. Palm Desert, California 92260.

On May 21, 2002, the Bank entered into a lease for 1,660 square feet of office space located at 1729 East
Palm Canyon Drive, Suite 200, Palm Springs. California 92264. On July 1, 2003, this lease was amended to
include an additional 340 square feet of adjoining office space. This oﬂ" ice space is used for administrative
services personnel including deposit operations, ATM operations, accountmg, finance, information technology,
and facilities personnel. This lease provides for an initial three-year term with two six- year renewal options with
expiration dates concurrent with the main office lease. l

On April 16, 2004, the Bank entered into a lease with the Agua Calienlte Development Authority, an affiliate
of the ACBCI, a principal shareholder of the Company, for a new 3,840 square foot, full service branch office,
located at 901 East Tahquitz Canyon Way, Palm Springs, California 92262. This lease provides for an initial
five-year term with two five-year renewal options, The initial expiration d'?le of this lease is July 31, 2009. This
branch commenced operations on January 24, 2005. )

t

The Bank also leases 460 square feet of office space from the Agua Caliente Development Authority where

the Bank’s Trust Enforcement Service Activities (“TESA™) personnel pérform lease administration activities.

|
16 |
|
|
|

|




This lease is for an initial five-year term with two five-year renewal options. The initial expiration date of the
lease is October 2008. This office is located at 901 East Tahquitz Canyon Way, Palm Springs, CA 92262.

On August 3, 2005, the Bank entered into a lease for 2,948 square feet for a full service branch oftice in the
Desert Business Park located at 77933 Las Montanas Road, Palm Desert, California 92211, This lease provides
for an initial ten-year term with two five-year renewal options with expiration dates. The Bank opened this
facility in March 2006.

On December 27, 2007, the Bank purchased a parcel of land in the city of Indio with the intent to build a
6,500 to 6,800 square foot full service banking facility. Pending approval by the city of Indio, construction of the
new facility is expected to begin in the second half of 2008. Until construction is complete, the Bank plans to
place a temporary structure on the parcel to begin providing banking services in the second half of 2008.

Current rental payments under the aforementioned leases total $28,000 per month, including common area
costs. Annual lease payments were $255,000 for the year ended December 31, 2007.

The Palm Springs main office building is a freestanding facility located in the Smoke Tree Village Shopping
Center. This building has interior floor space of approximately 7,200 square feet, and contains a vault, telter
windows, drive-through window, safe deposit boxes, night depository and two automated teller machines. The
Country Club Drive branch, has interior floor space of approximately 8,000 square feet, and contains a vault,
teller windows, drive-through window, safe deposit boxes, night depository and two automated teller machines.
The East Tahquitz Canyon Way branch has interior floor space of approximately 3,840 square feet, and contains
a vault, teller windows, safe deposit boxes, night depository and an automated teller machine. The Desert
Business Park branch has an interior floor space of approximately 2,636 square feet and confains a vault, teller
windows, drive-through window, safe deposit boxes, night depository and an automated teller machine. The two
adjoining administrative services facilities have a combined interior floor space of approximately 2,000 square
feet.

In the opinion of the Bank’s management, the Bank’s properties are adequately covered by insurance.

Item 3. Legal Proceedings

From time to time, the Bank is a party to claims and legal proceedings arising in the ordinary course of
business. After taking into consideration information furnished by counsel to the Bank as to the current status of
these claims or proceedings to which the Bank is a party, Management is of the opinion that the ultimate
aggregate liability represented thereby, if any, will not have a material adverse affect on the financial condition
of the Bank.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year ended
December 31, 2007.




PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Mt:ltters and Issuer Purchases of Equity
I

Securities

To date, there has been only a very limited over-the-counter market for the Company’s Common Stock, and
although the Company’s Common Stock is not subject to any specific restrictions on transfer (with the exception
of stock held by affiliates of the Company), and a more active trading| market for the Common Stock may
develop, there can be no assurance that an active trading market will develop in the future, or if developed, that it
will be maintained. The Company’s Common Stock is quoted for trading on the OTC Bulletin Board under the
symbol “CYBA.” Management is aware of the following securities dealers listed below which make a market in

the Company’s Common Stock:
. Automated Trading Desk, Mt. Pleasant, SC
*  Hill, Thompson Magid & Co., Inc., Jersey City, NJ
*  Howe Barnes Hoefer & Arnett, Inc., Chicago, IL
*  Monroe Securities, Inc., Chicago, IL
*  Knight Equity Markets, L.P., Jersey City, NJ
«  Pershing LLC, Jersey City, NY
. Sandler O’ Neill & Partners, L.P., New York, NY

|
The information in the following table indicates the high and low closing prices and approximate volume of
trading for the Common Stock for each quarterly period since January 1, 2006 and is based upon information

provided by Commodity Systems, Inc.

Quotations for the Company’s Common Stock(1)(2)
|

Calendar Quarter Ended

March 31, 2000 . .. ...
June 30,2006 ... ... e e
September 30,2006 . ....... .. .
December 31,2006 ... ... . i
March 31, 2007 ... ..
June 30, 2007 ... e
September 30,2007 .. ... .. e
December 31,2007 .. ... .

: Approximate

Trading
1 High(1) Low(1) Volume(l)

92721 $23.13 47,628
'$28.57  $23.58 29,437
1$24.71  $22.00 42405
$28.57  S22.72 78,939
152848 $2390 102,690
$2548  $22.43 46200
$2405 $i729 68,880
$2033  $1624 111,795

- I

(1) The historical stock price and approximate trading volume has been adjusted to reflect the 5% stock
dividends payable to shareholders of record as of December 8, 2006 and December 1 1, 2007,

(2) Quotations after June 30, 2006 are for the Company’s stock. Quotat:ons for June 30, 2006 and before are for

the Bank’s stock.

On March 19, 2008, the “bid” and “asked” quotations for the Comlrnon Stock were $15.25 and $17.00,
respectively. There were approximately 298 shareholders of record of the Common Stock on March 19, 2008.

Stock Repurchases

On October 31, 2007 the Board of Directors of the Company approved a plan to repurchase up to an
aggregate of 100,000 shares (approximately 5% of the shares outstanding as of that date) of its common stock.
The repurchase program began on November 5, 2007 and will continue forla period of twelve months thereafter,
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subject to earlier termination at the Company’s discretion. As of January 1, 2008, the Company had not
repurchased any of its common stock.

Dividends and Stock Split

As a bank holding company that currently has no significant assets other than its equity interest in the Bank,
the Company’s ability to declare dividends depends primarily upon dividends it receives from the Bank. The
dividend practice of the Bank, like the Company’s dividend practice, will depend upon its earnings, financial
position, current and anticipated cash requirements and other factors deemed relevant by the Bank’s Board of
Directors at the time.

The Bank's ability to pay cash dividends to the Company is also subject to certain legal limitations. No
national bank may, pursuant to 12 U.S.C. Section 56, pay dividends from its capital; all dividends must be paid
out of net profits then on hand, after deducting for expenses including losses and bad debts. The payment of
dividends out of net profits of a national bank is further limited by 12 U.S.C. Section 60(a) which prohibits a
bank from declaring a dividend on its shares of common stock until the surplus fund equals the amount of capital
stock, or if the surptus fund does not equal the amount of capital stock, until one-tenth of the bank’s net profits of
the preceding half-year in the case of quarterly or semiannual dividends, or the preceding two consecutive half-
year periods are transferred to the surplus fund before each dividend is declared.

Pursuant to 12 11.5.C. Section 60(b}, the approval of the Comptrolier of the Currency shall be required if the
total of all dividends declared by the Bank in any calendar year shall exceed the total of its net profits for that
year combined with its net profits for the two preceding years, less any required transfers to surplus or a fund for
the reticement of any preferred stock. The Comptroller has adopted guidelines, which set forth factors which are
to be considered by a national bank in determining the payment of dividends. A national bank, in assessing the
payment of dividends, is to evaluate the bank’s capital position, its maintenance of an adequate allowance for
loan and lease losses, and the need to review or develop a comprehensive capital plan, complete with financial
projections, budgets and dividend guidelines. Therefore, the payment of dividends by the Bank is also governed
by the Bank’s ability to maintain minimum required capital levels and an adequate allowance for loan and lease
losses. Additionally, pursuant to 12 U.S.C. Section 1818(b), the Comptroller may prohibit the payment of any
dividend which would constitute an unsafe and unscund banking practice.

The Company’s ability to pay dividends is also limited by state corporation law. The California General
Corporation Law prohibits the Company from paying dividends on the common stock unless: (i) its retained
earnings, immediately prior to the dividend payment, equals or exceeds the amount of the dividend or
(ii) immediately after giving effect to the dividend the sum of the Company’s assets (exclusive of goodwill and
deferred charges) would be at least equal to 125% of its liabilities and the current assets of the Company would
be at least equal to its current liabilities, or, if the average of its earnings before taxes on income and before
interest expense of the two preceding fiscal years was less than the average of its interest expense of the two
preceding fiscal years, at least equal to 125% of its current liabilities.

Shareholders are entitled to receive dividends only when and if declared by the Company’s Board of
Directors. The Company presently intends to follow a policy of retaining earnings, if any, for the purpose of
increasing the net worth and reserves of the Company. Accordingly, it is anticipated that no cash dividends will
be declared in the foreseeable future, and no assurance can be given that the Company’s earnings will permit the
payment of dividends of any kind in the future. The future dividend policy of the Company will be subject to the
discretion of the Board of Directors and will depend upon a number of factors, including future earnings,
financial condition, liquidity, and general business conditions,




|
|
I
I
b
i
The following table sets forth the Company’s past stock dividends and splits since inception of the Bank and

the Company. [

I
i
(dollars in thousands) |

Cash paid in

Declaration Record Payment lieu of issuing
_l.la_te Date(1) Date(l) Date(1) fraction shares
S 03/19/02  04/05/02  04/16/02 $1
S 03/18/03  03/31/03  04/14/03 3
e 11/18/03 12/05/03  12/19/03 5
2for lspht ... ... o 03/30/04  04/26/04  05/12/04 —
S e e e e 04/19/05 05/Q6/05 05/24/05 6
S0 e e e 11/22/05 12/07/05  12/22/05 4
S 11/28/06 12/08/06  12/22/06 6
L7 S 11727107 12/11/07 12/26/07 4

—_— I
(1) Stock dividends dated after 06/30/06 are for the Company. Stock cljividends and splits for dates prior to
06/30/06 are for the Bank. ‘

1

!

Equity Compensation Plan Information [
The following table provides information as of December 31, 2007, \;Jith respect to options outstanding and
available under the Company’s 1998 and 2000 Stock Option Plans, which are the Company’s only equity

compensation plan other than employee benefit plans meeting the qualification requirements of Section 401(a) of
the Internal Revenue Code.

Number of Securities to

be lssued Upon Weighted-Average  Number of Securities
Exercise Exercise Price of Remaining Available
Plan Category of Qutstanding Options  Outstanding Options  for Future Issuance
Equity compensation plans approved by security !
holders . ... .. e 158,706 $9.46 61,261
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Item 6. Selected Financial Data

The following table presents selected historical financial information, including per share data. The selected
historical financial data as of and for each of the years ended December 31, 2007 and 2006, are derived from the
Company’s audited financial statements and should be read in conjunction with the financial statements of the
Company and the notes thereto which appear elsewhere in this Annual Report and in this “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.” The selected financial data, as of and
for the year ended December 31, 2005, is derived from the Company’s audited financial statements which are not
included in this Annual Report.

Selected Financial Data
(dollars in thousands, except per share amounts)

As of and for the Years Ended
December 31,

2007 2006 2005

Summary Statement of Operations Data:
INEEFESt INCOTNE . . . . ..ottt et e et et e e $ 21,285 $ 19,i32 § 14,566
INEEMESt BXPENSE . . ..ottt ettt i e 6,202 4,146 2,007
Net interest income before provision for loanlosses ..................... 15,083 14,986 12,559
Provision for loan [0Sses ... .. .. ittt e 1,310 525 710
NOD-INterest iNCOIME . . .. .ottt et et et et et e 2,536 3,027 2,762
NON-INETESt EXPENMSE . . oo oottt ettt ettt ie e ie it e et ne oo 10,394 10,300 8418
Earnings before income taxes . ......... .ot 5915 7,188 6,193
NeLINCOME L. e i it e e 3,519 4,257 3,654
Summary Balance Sheet:
Loans receivable, nel ... ... i e e e 248,468 202,881 171,833
Allowance for loan losses . ... ... .. . i e 3,047 3,422 2,939
INVESIMENL SECUTTHES . ot v vr ettt et e e e ee et 12,196 14,250 24,702
Ol ASSBES & o ottt et e e e 289,156 252,368 239,240
Total deposits ... ..ot e 230,627 226,430 218,526
Total stockholders” equily ........ . . i 28,574 24,423 19,451
Per Share Data:
Earnings Per Share

BaSiC o vttt $ 143 $ 177 § 155

Diluted ... e 1.38 1.68 1.45
Book value atperiodend ..., ... ... 11.52 10.04 8.16
Selected Financial Ratios:
Returnon average equity(1} ........ ... ... . i 13.05% 1943% 2097%
Dividend payout ratio . . . ........ it e n/a n/a nfa
Return on average assets(2) .. ... ... i e 1.31% 1.70% 1.62%
Netinterest margin(3) ... ...ttt et 6.04% 6.53% 6.16%
Average equily 10 AVETAZE A58€LS . . .. ..ot tu et it 10.00% 8.74% 7.76%
Net loans 1o total deposits at periodend ... ... . i i, 109.5% 89.6% 78.6%
Asset Quality Ratios:
Nonperforming loans to total loans at periodend ....................... 0.45% 0.88% 0.20%
Net charge-offs (recoveries) to average total loans .. .................... 0.74% 0.02% 0.16%
Allowance for loan losses to total loans at periodend ... ................. 1.21% 1.65% 1.67%
Allowance for lean losses to nonperforming loans . ..................... 271.3%  190.7%  842.1%

(1) Net income divided by average stockholders’ equity.
(2) Net income divided by average total assets.
(3) Net interest income divided by average interest-earning assets.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Statements contained in this report that are not purely historical are: forward looking statements within the
meaning of Section 21E of the Securities Exchange Act of 1934, as amended, including the Company's
expectations, intentions, beliefs or strategies regarding the future. All forward looking statements concerning
economic conditions, rates of growth, development plans, rates of income or values as may be included in this
repon are based on information available to the Company on the date oflthis report, and the Company assumes
no obligation to update any such forward looking statements, It is impor:tant to note that the Company’s actual
results may differ materially from those in such forward looking statements due to, among other things,
fluctuations in interest rates, inflation, government regulations, economic conditions and competitive product and
pricing pressures in the geographic and business area in which the Company conducts its operations.

i

This discussion presents Management’s analysis of the results of ogerations and financial condition of the
Company for the years ended December 31, 2007 and 2006. The discussion should be read in conjunction with
the financial statements of the Company and the notes related thereto prese;nted elsewhere herein.

I
Critical Accounting Policies I

The Company’s accounting policies are integral to understanding lhé resuits reported. Accounting policies
are described in detail in Note#1 of the Financial Statements. The Company’s most complex accounting policies
require management’s judgment 1o ascertain the valuation of assets, Iiabillitics, commitments and contingencies.
The Company has established detailed policies and control procedures that are intended to ensure valuation
methods are well controlled and applied consistently from period to period. In addition, the policies and
procedures are intended to ensure that the process for changing methodologies occurs in an appropriate manner.
The following is a brief description of the Company’s current accounting policies involving significant

management valuation judgments. |
[

Allowance for Loan Losses ]

The allowance for loan losses represents management's best estimate, of losses inherent in the existing loan
portfolio. The allowance for loan losses is increased by the provision for loan losses charged to expense and
reduced by loans charged-off, net of recoveries, The allowance for '_loan losses is determined based on
management’s assessment of several factors: reviews and evaluation of individual loans, changes in the nature
and volume of the loan portfolio, current economic conditions and the related impact on specific borrowers and
industry groups, historical loan loss experiences and the level of classified and nonperforming loans.

Loans are considered impaired if, based on current information and events, it is probable that the Company
will be unable to collect the scheduled payments of principal or interest when due according to the contractual
terms of the loan agreement. The measurement of impaired loans is generally based on the present value of
expected future cash flows discounted at the historical effective interest rate stipulated in the loan agreement,
except that all collateral-dependent loans are measured for impairment based on the fair value of the collateral.

|

Changes in the financial condition of individual borrowers, economic, conditions, historical loss experience

and the condition of the various markets in which collateral may be sold may all affect the required level of the
allowance for loan losses and the associated provision for loan losses. *

|
Securities Available for Sale '

|
The fair value of most securities available for sale is based on quoted market prices. If quoted market prices
are not available, fair values are extrapolated from the quoted prices of similar instruments.

Deferred Tax Assets

The Company generally uses an estimate of future earnings to supp'prt its position that the benefit of its

deferred tax assets will be realized. If future income should prove nonexistent or less than the amount of the
|
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deferred tax assets within the tax years to which they may be applied, the asset may not be realized and the
Company’s net income will be reduced. The Company’s deferred tax assets are described further in Note #9 of
the Financial Statements.

Overview

Canyon Bancorp (the *Company™) is a bank hoiding company with a single banking subsidiary, Canyon
National Bank (the “Bank”). The Company incorporated on January 18, 2006, Effective June 30, 2006, the
Company acquired all of the stock of the Bank pursuant to a Plan of Reorganization, dated February 14, 2006,
between the Company and the Bank. The Bank is a nationally chartered banking association which was
organized under the laws of the United States on March 6, 1998. The Bank commenced operations on July 10,
1998 upon the granting to it of a national bank charter by the Comptroller. In October 2000, the Bank opened its
first branch office in Palm Desert, California, and in January 2003, the Bank opened a second branch office in
Palm Springs. In March 2006, the Bank opened its third branch office in Palm Desert.

During the year ended December 31, 2007, the Company experienced modest balance sheet growth despite
increased competition for the Coachella Valley’s customers. Total assets increased to $289.2 million at
December 31, 2007 from $252.4 million at December 31, 2006, for an increase of 14.6%. Total loans receivable,
net of unearned income and allowance for loan losses increased to $248.5 million at December 31, 2007 from
$202.9 million at December 31, 2006, for an increase of 22.5%. Total deposits increased to $230.6 million as of
December 31, 2007 from $226.4 million at December 31, 2006, for an increase of 1.9%. For 2007, net income
was $3.5 million compared to $4.3 million for the year ended December 31, 2006, a decline attributable mainly
to decreased real estate activities, related fee income, and an increase in the provision for loans losses. Diluted
earnings per share were $1.38 and $1.68 for the years ended December 31, 2007 and 2006, respectively. The
return on average assets was 1.31% and 1.70% for the years ended December 31, 2007 and 2006, respectively,
and the return on average equity for the same period was 13.05% and 19.43%. respectively.

One of the Company’s primary sources of revenue is net interest income, which is the difference between
interest derived from earning assets and interest paid on liabilities obtained to fund those assets. The Company's
net interest income is affected by changes in the volume of interest-earning assets and interest-bearing liabilities.
It is also affected by changes in yields earned on interest-earning assets and rates paid on interest-bearing
liabilities. The Company also generates non-interest income, including transaction fees, ATM fees, loan related
fees. and lease administration fees. The Company's non-interest expenses consist primarily of employee
compensation and benefits, occupancy and equipment expenses and other operating expenses. Net income is
affected by the provision for loan losses. Net income may also be affected by other factors, including general
economic and competitive conditions, mergers and acquisitions of other financial institutions within the
Company’s market area, changes in interest rates, government policies and actions of regulatory agencies.

Results of Operations
Net Interest Income and Net Interest Margin

The Company’s earnings depend largely upon the difference between the income received from its loan
portfolio and other interest-earning assets and the interest paid on deposits. The difference is “net interest
income,” The net interest income, when expressed as a percentage of average total interest-earning assets, is
referred to as the net interest margin. The Company’s net interest income is affected by the change in the level
and the mix of interest-earning assets and interest-bearing liabilities, referred to as volume changes. The
Company’s net interest income is also affected by changes in the yields earned on assets and rates paid on
liabilities, referred to as rate changes. Interest rates charged on the Company’s loans are affected principally by
the demand for such loans, the supply of money available for lending purposes and other factors. Those factors
are, in turn, affected by general economic conditions and other factors beyond the Company’s control, such as
federal econemic policies, the general supply of money in the economy, legislative tax poelicies, the governmental
budgetary matters, and the actions of the FRB.
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For the year ended December 31, 2007, the Company’s net interest ilncome was $15.1 million compared to
$15.0 million for the year ended December 31, 2006, The increase in net interest income from 2006 to 2007 was

primarily the result of the larger loan portfolio outstanding during 2007 offset by higher interest costs and
balances outstanding on interest-bearing deposits and borrowed funds.

i
Average net loans were $223.9 million for the year ended December 31, 2007 compared to average net
loans of $185.4 million for the year ended December 31, 2006. Average earning assets were $249.8 million for
the year ended December 31, 2007 on which an 8.52% yield was earned compared to average earning asseis of
$229.4 million for the year ended December 31, 2006 on which an 8.34% yield was earned. Average interest-
bearing liabilities were $160.7 million for the year ended December 31, 2007, resulting in an interest cost of
3.86%. Average interest-bearing deposits were $136.6 million for the year ended December 31, 2006, resulting in
an interest cost of 3.03%. During 2007, other borrowed funds were employled to fund asset growth.
|
Prime rate and short-term U. S. Treasury rates roses significantly throughout the first six months of 2006,
but declined in the latter half of 2007. The prime rate at December 31, 2007 was the same as at January 1, 2006:
7.25%. At December 31, 2007, 86% of the Company’s loan principal balance outstanding has terms which
provide for their interest rates to adjust during the term of the loan. Approximately 79% of the outstanding
principal balance of adjustable rate loans is indexed to the Prime Rate, Further, approximately 43% of the interest
rates on adjustable rate loans reprice as soon as the rate index changes and another 49% reprice at least annually.

Therefore, as interest rates increased and decreased throughout 2006 and 2007, the yield on loans has increased

and decreased accordingly. |

24




The table below shows the Company’s average balances of assets, liabilities and shareholders’ equity, the
amount of interest income or interest expense, the average yield or rate for each category of interest-earning
assels and interest-bearing liabilities, and the net interest spread and the net interest margin for the periods
indicated:

Distribution, Yield and Rate Analysis of Net Income
(dollars in thousands)

Year Ended December 31, 2007 Year Ended December 31, 2006

Interest  Annualized Interest  Annualized
Average Income/ Average Average Income/ Average
Balance Expense Rate/Yield Balance Expense Rate/Yield

Assets:
Earning assels:
Netloans(1) ........... ... ..o iinn.. $223,865 $20,034 8.95% 185,367 $17,251 9.31%
U.S. Treasurybonds ................... 245 12 490% 7,162 276 3.85%
Securities of U.S. government agencies . ... 5,457 271 4.97% 7,974 242 3.03%
Othersecurities ....................... 10,194 446 438% 12,008 530 4.41%
Federal fundssold . .................... 10,083 522 5.18% 16,870 833 4.94%
Total interest-earning assets .. ............... 249844 21,285 8.52% 229,381 19,132 8.34%
Non-interest earning assets:
Cash and due frombanks ............... 11,510 13,685
Premises and equipment,net ............. 4,459 4,605
Otherassets .......vuririein i, 3,798 3,020
Total non-interest earning assets . ............. 19,767 21,310

Total assets ........... ... ........ $269,611 250,691

Liabilities and Stockholders’ Equity:
Interest-bearing liabilities:

Money market deposits ................. 5 32i6 § 41 1.27% 4,423 3 44 0.99%
NOWdeposits ........................ 11,708 196 1.67% 8,155 51 0.58%
Savingsdeposits ...................... 77,868 2,767 3.55% 74,689 2,091 2.80%
Time certificates of deposit in
denominations of $100,000 or more . . ... 46,779 2,219 474% 38,268 1,532 4.00%
Other time deposits .................... 14,485 660 4.56% 10,475 428 4.09%
Other borrowedfunds . ................. 6,671 319 4.78% 2 0 8.33%
Total interest bearing liabilities .. ............. 160,727 6,202 3.86% 136,612 4,146 3.03%
Non-interest bearing liabilities
Demand deposits ...................... 79,795 90,452
Other liabilities ....................... 2,132 1,719
Total non-interest bearing labilities . . . 81,927 92,171
Stockholders™ equity .......... ... .. ... 26,957 21,908
Total liabilities and shareholders’
BAUILY . oo $269.611 250,691
Netinterest inCOMe ... ....oovtiinnennn.nn.. $15,083 $14,986
Net interest spread(2) .................. 4.66% 5.31%
Net interest margin(3) .................. 6.04% 6.53%
Net ratio of average interest bearing assets to
average interest bearing liabilities . . . .. .. 155.4% 167.9%

(1) Loans are net of the allowance for loan losses, deferred fees and related direct costs.

(2) Represents the average rate earned on interest-earning assets less the average rate paid on interest-bearing
liabilities.

(3) Represents net interest income as a percentage of average interest-earning assets.
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Rate/Volume Analysis of Net Interest Income

The table set forth below presents the dollar amount of changes in i'ptcrcst income and interest expense for
major components of interest-carning assets and interest-bearing liabilities. It distinguishes between: (i) the
increase or decrease related to changes in balances, and (ii) changes in interest rates. For each category of
interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to:
(i) changes in volume (i.e., changes in volume multiplied by the old rate), and (ii) changes in rate (i.e.. changes in
rate multiplied by old volume),

Year Ended December 31, 2007 over 2006
Due to Changes in: [
(dollars in thousands) !

|
| Volume(1) Rate(1) Total
Interest income: :

Netloans(2) ... e P $3.467 $ (684) $2,783
U.S. Treasurybonds ... ... .. .. Lo, (323) 59 (264)
Securities of U.S. government agencies ............ ... .. ... EERRES (93) 121 28
Other SECUTITIES . . i it i i e e et e feenan 79 (4) (83)
Federal fundssold ...... ... ... . . i (350) 39 (311)
Changeininlerestincome..................................-; ...... 2,622 (469) 2,153
Interest expense: :
NOW dePOSItS « e oo e ee e b 22 122 144
Money marketdeposits ... ... . i (14) 11 (3)
Savingsdeposils..............................................: ...... 92 585 677
Time certificates of deposit in denominations of $100,000 ormore . .....:...... 376 311 687
Other time deposils .. ... ... i i e 178 54 232
Otherborrowed funds .. ....... .. .. . ] Lo 319 — 319
Change in infErest EXPENSE . ...ttt et ettt ie e aannns S 973 1,083 2,056
Change in net iInlerest iNCOME ... ...ttt ee et ennnn e, L $1,649 3(1,552) § 97

(1) Changes in the interest earned and interest paid due to both the rate a:.nd volume have been allocated to the
change due to volume and the change due to rate in proportion to the relationship of the absolute dollar
amounts of the changes in each. !

(2) Loans are net of the allowance for loan losses, deferred fees and related direct costs.
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Year Ended December 31, 2006 over 2005
Due to Changes in:
(dollars in thousands)

Volume(l) Rate(l) Total

Interest income:

Nt L0anS ) . . .o e e $2.412  $1,747 $4,159
U.S. Treasury bonds . ... ... i (142) 96 (46)
Securities of U.S. government agencies . ........ ... ... ...ttt 30 22 )
Other SECUTIES . . ... .. e e e 2 60 62
Federal fundssold .. ...... ... .. . . i i i i i e e 134 266 400
Change ininterest income . .. ... ... ... .. ... .. ... ... .. 2,375 2,191 4,566
Interest expense:
NOW deposits . .. ... e e e e — 30 30
Money market deposits .. ... ... e (2) 15 13
Savings depositS . ... e (167) 942 775
Time certificates of deposit in denominations of $100,000 ormore ............. 737 334 1,071
Other time deposits . .. .. ... i it e e i 106 144 250
Change in iNterest BXPENSE . .. .. vttt it iaie e 674 1,465 2,139
Change in net interest iNCOME . .. . ... ittt it tie et ie e iaae e 31,701 % 726 82427

(1) Changes in the interest earned and interest paid due to both the rate and volume have been allocated to the
change due to volume and the change due to rate in proportion to the relattonship of the absolute dollar
amounts of the changes in each.

(2) Loans are net of the allowance for loan losses, deferred fees and related direct costs.

Provision for Loan Losses

For the year ended December 31, 2007, the provision for loan losses was $1,310,000 and for the year ended
December 31, 2006 the provision for loan losses was $525,000. The increase in the provision for loan losses from
2006 to 2007 is attributed to an increase in the factor utilized in estimating future losses offset by an increase in
the economic qualitative measurement factor employed in estimating future loan losses.

Provisions to the allowance for loan losses are made monthly, in anticipation of loan losses inherent in the
loan portfelio. The monthly provision is calculated on a predetermined formula to ensure adequacy as the
portfolio grows. The formula is composed of various components. Allowance factors are utilized in estimating
the allowance for loan losses. Allowance factors are based on types of loans and the internal risk classification
assigned to loan principal balances that are not adversely classified. For adversely classified loan balances
determined to be impaired, the fair value is determined and the allowance allocated to these loans equals the
amount in which the book value exceeds the fair value., Additionally, an economic adjustment factor is employed
to increase the calculated allowance amount in difficult economic times and reduce the calculated allowance
amount in good economic times. As higher allowance levels become necessary as a result of this analysis, the
allowance for loan losses is increased through the provision for loan iosses. See “Financial Condition—
Allowance for Loan Losses,” below.
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Non-Interest Income |

|
The following table sets forth the various components of the Compelmy’s non-interest income for the years

ended December 31, 2007 and 2006.

Non-Interest Income |

(dollars in thousands)
i

'For the Year Ended December 31,

'o2007 2006
| Percent Percent
Amount of Total Amount of Total
Service charges and fees on deposit accounts ............. $ 712 28% $ 591 19%
Loanrelatedfees ...... ... .o 464 18% 541 18%
Lease administration fees .. .......... .. .. . ... . .. ... 661 26% 1,278 42%
ATMoprocessing fees . ... ... .. .. ... ... ... ... ...... 699 28% 622 21%
Lossonsale of fixedassets ................... P = LI )] _0%
TOtal ..o $2.536 100%  $3,027 100%

In QOctober 2002, the Company assumed the operations of the formerl‘ Office of Trust Enforcement Services
Activities (“TESA™) of the ACBCI, which is a principal shareholder and affiliate of the Company. In conjunction
with the assumption of TESA, the Company acquired six employees. Ser\:rices performed by TESA are pursuant
to a year-to-year contract with the ACBCI and include: (i) real property, documenting services with respect to
transfers of real property held by individual members of the ACBCI (“Allocated Reservation Land™), and
(ii) rental collection services with respect to accounting for lease payments on behalf of landlords with respect to
certain Allocated Reservation Land. The lease administration fees collccte:d were $661,000 and represent 26% of
non-interest income for the year ended December 31, 2007 compared to $1,278,000 and represents 42% of
non-interest income for the year ended December 31, 2006, The decline in lease administration fees is
attributable to a decrease in the number of transactions processed due to the softening of the real estate market.
Although the Company anticipates that its contract with the ACBCI will ‘continue to be renewed and that lease
processing fees will continue to be a significant source of non-interest income for the Company, there can be no
assurance that this will be the case. '

Twenty-eight percent (28%) of non-interest income for the year cn:ded December 31, 2007 and 21% of
non-interest income for the year ended December 31, 2006 were derivéd from: (i) fees less related costs of
providing the Company’s automated teller machine (“ATM™} network ind support services to affiliated and
nonaffiliated third parties, (ii) usage fees related to the Company’s onsite and offsite ATM s, and (iii} fees related
to the Company’s debit card activity. Net fees related to ATM’s serviced for affiliates represent 11.3% and 8.3%
of total non-interest income for the years ending December 31, 2007 and 2006, respectively. ATMs serviced for
others are generally located at Native American gaming venues. In addition, the Company has five ATMs which
it operates for itself that are not located at a banking location. All banking locations have ATMs to service both

Bank customers and non-bank customer needs. !
|

i
Loan related fees are made up of two primary revenue drivers: fees earned on servicing government

guaranteed loans and mortgage banking fees. Fees earned on servicing government guaranteed loans are directly
related to the principal balance of such loans serviced. In late 2004, the Cjompany initiated a program to broker
loans under the Indian Home Loan Guarantee Program (“Section 184”). Fees generated under these programs are
included in loan related fees. During 2007, $283,000, or approximately, 61% of total loan related fees, was
generated by Section 184 related fees. During 2006, $311,000 in Section 184 fees, or approximately 58% of total
loan related fees, was collected. In 2007, mortgage banking fees totaled $109,000 and represented 23% of loan
related fees. In 2006, mortgage banking fees totaled $165,000 and represented 30% of loan related fees.
[
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Twenty-eight percent (28%) of non-interest income for the year ended December 31, 2007, and 20% of
non-interest income for the year ended December 31, 2006 were derived from fees and charges related to deposit
accounts and the associated deposit related services. Fee revenues generated from deposit accounts are made up
of two general categories: (i) periodic service fees, such as monthly account maintenance fees, and (ii) fees that
relate to transaction volumes, such as the processing insufficient fund activity, stop payment orders, wire
transfers, and merchant credit card processing. Service charge income on deposit accounts increased as
transaction volume and number of accounts grew and to the exient service fees are not waived.

Non-Interest Expense

The following table sets forth non-interest expense for the years ended December 31, 2007 and 2006.

Non-Interest Expense
(dollars in thousands)

For the Year Ended December 31,

' 2007 2006

Percent Percent

Amount of Total Amoundt of Total

Personnel and benefits ... ... ... ..., $ 5,282 519% $ 5,418 53%
Occupancy and equipment . . ... ... ... ... . 1,510 14% 1,456 14%
Professionalfees ............ .. ... s, 373 4% 339 3%
Regulatory assessments . .........ouuevrrnecnaeann. 257 2% 103 1%
Data processing .. ..ovv it 583 6% 530 5%
Advertising and marketing .......... ... .. ool 436 4% 431 4%
Loan products and services . ... ... ... ..o ool 82 15 176 2%
Deposit products and services ...... ... ..o, 403 4% 338 3%
Insurance ......... ... i i 103 1% 103 1%
Shareholders and directors .. ..... ... ... ... 516 5% 480 5%
Printing and supplies .......... ... ... . .. ... 146 1% 207 2%
Telephone ... ... o 66 1% 58 1%
Other . e 637 6% 661 6%
Total ... $10,394 100%  $10,300 100%

In the year ended December 31, 2007, the Company incurred $10.4 million in non-interest expenses, which
were composed primarily of personnel related costs (51%), occupancy and equipment costs (14%) and data
processing costs (6%).

In the year ended December 31, 2006, the Company incurred $10.3 million in non-interest expenses. which
were composed primarily of personnel related costs (53%), occupancy and equipment costs (14%) and data
processing costs (5%).

The ratio of non-interest expense 1o average assets for the years ended December 31, 2007 and 2006 was
3.86% and 4.11%, respectively.

While the composition of non-interest expense categories remained approximately the same and total
non-interest expenses increased only $94,000, or 0.9%, from 2006 to 2007, a number of categories saw
significant changes. Specifically, these changes in non-interest expenses can be attributed to:

1) Personnel additions were made to: a) support expanded products for Internet banking, Internet bill
payment, and ACH products, b) increase the number of loan officers, ¢) increase the note operations
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staffing, d) staffing additions related to the new Desert Busme.l.s Park branch facility which opened in
March 2006, and e) additicnal staffing for regulatory compllance and information technology.
Recruiting costs as well as merit increases and rising costs of employee benefits, such as healthcare,
also contributed to increased employee costs. However, offsetting these increases was a substantial
reduction of the annual incentive paid to employees. i

2) New facility costs for the new Palm Desert—Desert Business; Park branch, which opened in March

2006. |

3} Higher professional services costs for consulting, legal and ac:couming services due to the growth of
the Company and costs associated with implementing SOX 404 requirements.

i
4) Higher regulatory assessments due to the implementation of the FDIC’s new assessment system.

5} Higher data processing costs related to the number of deposit and loan accounts and item processing
charges. ,

. v I. - .
6) Lower loan products and services costs related to a) a reduction in the provision for losses for unfunded
loans, b) lower construction loan related costs, offset by c) higher legal fees related to loan collections.

7) Higher deposits products and services costs related to ATMfDebll card processing and returned deposit
items.

8) Lower printing and supply expenses related to changes in Comp%my‘s main provider for those services.

Provision for Income Taxes |

For the year ended December 31, 2007, the Company’s pre-lax incorfne was $5.9 million and its income tax
expense was $2.4 million. For the year ended December 31, 2006, the Company’s pre-tax income was $7.2
million and its income tax expense was $2.9 million. The effective'income tax rate for the year ended
December 31, 2007 and 2006 1s 40.5% and 40.8%, respectively.

The income tax rate used in determining the Company’s 2007 andl 2006 income tax expense is 34% for
federal income tax purposes and 7.2% for state income taxes, net of fedefal tax benefit. As reflected in Note #9
to the Financial Statements, income taxes are the sum of two components, namely, current and deferred income
taxes. Generally, current 1axes are the result of applying the current tax rate to taxable income. The deferred
portion is intended to account for the fact that income on which taxes are paid differs from financial statement
pre-tax income because some items of income and expense are recognized in different years for income tax
purposes than in the financial statements, These recognition anomalies cau;se *temporary differences.”

|
t
1
|
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FINANCIAL CONDITION

Loan Portfolio

Net loans receivable outstanding as of December 31, 2007 and 2006 were $248.5 million and $202.9
million, respectively, increasing $45.6 million, or 22.5%, in 2007. Net loans comprised 85.9% and 80.4% of total
assets at December 31, 2007 and 2006, respectively.

Real estate loans comprised the largest portion of the total loan portfolio, and were $194.6 million at
December 31, 2007 and $165.1 million at December 31, 2006, representing 77.1% and 79.7%, respectively, of
total loans. Real estate loans are extended to finance the construction, purchase, improvement and/or refinance of
commercial and residential real estate. The properties may be either owner occupied or held for investment
purposes. The Company adheres to the real estate loan guidelines set forth by the Company’s internal loan
policy. These guidelines include, among other things, review of appraisal values, limitation on loan to value
ratio, and minimum cash flow requirements to service debt. The majority of the properties taken as collateral are
located in the Coacheila Valley. Management anticipates that this category of lending, particularly construction
and commercial real estate lending, will continue to make up a majority of the Company’s loan pertfolio in the
future. The Company has pledged certain loans to the Federal Home Loan Bank of San Francisco (“FHLB-SF™)
as collateral for borrowings.

The following table sets forth the amount of total loans outstanding as of December 31, 2007 for real estate
loans by subcategory and occupancy type:

As of 12/31/2007
(Dollars in thousands)

Owner Non Qwner

Occupied  Occupied Total
Real Estate Loans
Construction
1tod family residential ... ... ..o e $ 2469 $ 31271 $ 33,740
Multifamily ..., o e -— — —
Commercial ... ... e 1,213 7,443 8,656
Land Improvements . . .. ... . oot —_ 3,786 3,786
Other
| to 4 Family Residential . ...... .. .. ... ... .. .. .. .. 13,454 13,483 26,937
Home Equity Linesof Credit ............ .. ... o i, 2,938 2,995 5,933
Multfamily ...... . ... e -— 2,802 2,802
Commercial ... ... e e 53,080 37177 90,257
Land . ..o e — 22,455 22,455
Total Real Estate Loans . ... oot n e e e e $73,154 $121,412 $194,566

In December 2006, the OCC, Board of Governors of the Federal Reserve System; and FDIC (the
“Agencies”) issued final joint Guidance on Concentrations in Commercial Real Estate Lending, Sound Risk
Management Practices (the “Guidance”). This Guidance was developed to reinforce sound risk management
practices for institutions with high and increasing concentrations of commercial real estate loans on their balance
sheets. This Guidance applies to national banks and state chartered banks.

For purposes of this Guidance, commercial real estate (CRE) loans are exposures secured by raw land, land
development and construction (including 1-4 family residential construction), multi-family property, and
nonresidential property where the primary or a significant source of repayment is derived from rental income
associated with the property) or the proceeds of the sale, refinancing, or permanent financing of the property.

Banks with CRE concentrations should have in place risk management practices consistent with this
Guidance to mitigate the increased risks associated with such concentrations. The Guidance sets forth the
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following criteria to determine whether a concentration in CRE lending warrants the use of heightened risk
management practices: (i) Total loans for construction, land developmeni, and other land represent one hundred
percent (100%) or more of the Bank’s total capital; or (ii) total loan secured by multifamily proprieties,
nonresidential properties, construction, land development, and other land represents three hundred percent
(300%}) or more of the Bank’s total capital. |

Banks exceeding the threshold would be deemed to have a conceritration in CRE loans and should have
heightened risk management practices appropriate to the degree of CRE concentration risk of these loans in their
portfolios and consistent with the Guidance set forth. The Agencies have excluded loans secured by owner-
occupied properties from the CRE definition because their risk profiles are less influenced by the condition of the
general CRE market.

At December 31, 2007, the Company exceeded the Guidance threshold for construction and land loans with
these loan balances comprising 228% of total capital. The Company’s ratio of total CRE loans to total capital
was 342% at December 31, 2007 and also exceeded the Guidance threshold at that date. The Company believes it
has adequate risk management practices in place in that it:

a) has secured U. S. Federal Government guarantees on certain loaPs to mitigate potential losses, and
b) has instituted an extensive funds control process to disburse con'struction loan proceeds, and

¢) has capital levels in excess of the well-capitalized amounts reqmred by federal banking authorities to
support possible future losses, and

d) has experienced no significant historical CRE loan charge-offs o‘ver the past eight years, and

e} has modified its minimum underwriting standards in response to slower growth of real estate values

and a general slowing in the local and national economies, and,
|
f)  has instituted a reporting process (o the Board of Directors to monitor concentrations.

Commercial loans were $53.0 million at December 31, 2007, representing 21.0% of gross loans and $36.2
million at December 31, 2006, representing 17.5% of gross loans. Conllmercial loans include term loans and
revolving lines of credit. Term loans have typical maturities of ihree to five years and are extended to finance the
purchase of business entities, business equipment, leasehold improvements. or for permanent working capital.

Lines of credit, in general, are extended on an annual basis to businesses that need temporary working capital.
I

Consumer loans, consisting primarily of installment loans, wer;e $4.9 million and $5.8 million at
December 31, 2007 and 2006, respectively. Consumer loans represenied 1.9% and 2.8% of the gross loan
portfolio at December 31, 2007 and 2006, respectively. !

I
The following table sets forth the amount of total loans outstanding in each category as of the dates

indicated:

|
|
[
Distribution of Loans t
(dollars in thousands) :

Amount Outstanding as of December 31,

2007 2006 2005 2004 2003
Real Estate: ’
Construction .. ....ouru e $ 46,182 $ 50,305 $ 34947 § 31,782 $ 23,406
Other . ..o 148,384 114,825 100,731 84,626 66,827
Commercial ............. . i 53,018 36,217 35.584 29,656 24,060
CONSUMET - . .o ottt e e e et 4,872 5,793 4,457 3,921 3,616
GrossLoans ..........oiiininiininn $252,456 $207,:140 $175.719 $149985 $117,909

|
32 |




The following table sets forth the percentage distribution of foans in each category as of the dates indicated:

Percentage Composition of Loan Portfolio
(dollars in thousands)

Amount Outstanding as of December 31,
2007 2006 2005 2004 2003

Real Estate:
CoNSIIUCHION . .. i i i i 18.3% 243% 199% 21.2% 19.8%
L 111 58.8% 554% 573% 564% 56.7%
Commercial .. ... 21.0% 17.5% 203% 19.8% 204%
L4 13 19% 28% 25% 26% 3.1%
Gross Loans . ... ... . e 100.0% 100.0% 100.0% 100.0% 100.0%

Loan balances with an outstanding principal balance of $8.9 million at December 31, 2007 include terms
under which the U.S. Department of the Interior—Bureau of Indian Affairs (the “BIA™) guarantees a substantial
portion of the credit. Loan principal balances guaranteed by the BIA at December 31, 2007 total $8.0 million,
Generally, these loans are made to Native American tribes. their economic development authority or similar
agency, Native American businesses or to Native American individuals. At year-end 2007, the Company
estimates it has $17.5 million in loan balances outstanding to Native American tribes, agencies, businesses and
individuals, which represent 6.9% of gross loans.

Off-Balance Sheet Arrangements

During the ordinary course of business, the Company will provide various forms of credit lines to meet the
finrancing needs of its customers. These commitments to provide credit represent an obligation of the Company to
its customers which is not represented in any form within the balance sheets of the Company. At December 31,
2007 and 2006, the Company had $56.6 million and $60.4 million, respectively, of off-balance sheet
commitments to fund certain loans. These unfunded commitments are predominately undisbursed construction
loan funds. To a lesser extent, unused lines of credit and contingent obligations under standby letters of credit
comprise the remaining amount of off-balance sheet commitments. These commitments represent a credit risk to
the Company.

The effect on the Company’s revenues, expenses, cash flows and liquidity from the unused portion of the
commitments to provide credit cannot be reasonably predicted because there is no guarantee that the lines of
credit will ever be used.

For more information regarding the Company’s off-balance sheet arrangements, see Note #15 to the
Financial Statements located elsewhere herein.
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The following table shows the maturity distribution and repricing intervals of the Company’s outstanding
loans as of December 31, 2007. In addition, the table shows the distributibn of such loans as between those with
variable or floating interest rates and those with fixed or predetermined interest rates. Balances of fixed rate loans
are displayed in the column representative of the loans’ stated maturity date. Balances for variable rate loans are
displayed in the column representative of the loans’ next interest rate change.

At December 31, 2007

| After One
Within But Within  After Five
One Year  Five Years Years Total

Real Estate: |

CONSITUCHON . ..\ttt s e e e e e $ 43,690 $2492 § — % 46,182

Other ... 62170 72,139 14,075 148,384
Commercial ........ ..o i 43,692 6.690 2,636 53.018
COMISUITIET vttt et e et e e e 1,459 3,150 263 4,872

Total o e %15 l,l01 1 $84,