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FNB@ Bancorp

Dear Shareholders, Customers, Employees and Friends:
Thank you for taking the time to review our 2008 Annual Report.

We believe that it is safe to say we have not seen a year like 2008 before. Among the
major events of the year: the largest bank failure in US banking history with the failure of
Indy Mac Bank, Washington Mutual and Wachovia had to be taken over by other banks
or risk outright failure, Lehmann Brother’s Investment Bank having been in business
since the US Civil War, not only failed but caused the commercial paper market to
virtually come to a stand still, the multiple cash infusions to AIG Insurance, the near
failure and bailout of Bear Sterns and the sale of Merrill Lynch and Countrywide
Mortgage to Bank of America, Goldman Sachs and Morgan Stanley converting to bank
holding companies were all unprecedented events. Many say the catalyst for this
economic tidal wave was the massive failure of the sub prime lending model. The
sustained low interest rate environment, where money was inexpensive and abundantly
available, created a business environment where some mortgage lenders encouraged the
creation of hybrid loans called sub prime loans which were made to credit impaired
borrowers. Mortgage brokers provided these loans to borrowers for homes at artificially
low introductory interest rates. When those introductory rates reset, the borrowers could
no longer afford to make the payments and defaults began to snowball. Simultaneously,
investment banks created complex securities of these sub prime mortgages which were
packaged and approved by the rating agencies and sold domestically and internationally.
Many of these loans were made without proper due diligence or underwriting. If our
bank had made one loan like that we would have been disciplined with significant
regulatory sanctions. One need only pick up the daily paper to see how far reaching an
impact this economic meltdown has had upon our entire economy.

While First National Bank of Northern California in no way contributed to this cascading
disaster, some of our borrowers have been negatively impacted as the economy worsens
and in the fourth quarter we began reviewing our entire loan portfolio to identify any
weaknesses and actively address those borrowers who were experiencing difficulty.
Areas of particular focus have been construction lending, commercial and industrial
loans. Our goal continues to be assisting those borrowers in meeting their obligations for
successful operation of their businesses and at the same time protecting the interests of
the bank. As you may know, many of the big banks, at the first sign of borrower
weakness will call the loan or force the borrower to take the loan to another bank. For 46
years, one of our greatest strengths has been our ability to work with borrowers when
unforeseen circumstances arise and that process continues today. Also, much of our
income is generated by the difference between the price we pay for deposits and the rate
at which we lend those dollars. Given that we continue to be in a sustained low interest
rate environment, our margins were very thin resulting in lower income in 2008. Below
is a comparison of year over year:



2007 2008

Earnings $6,679,000 $3,963,000
Earnings per share:

Basic: $2.13 $1.29

Diluted: $2.10 $1.28
Return on Average Assets 1.07% 0.60%
Return on Average Equity 10.39% 5.87%
Net Loans $489,574,000 $497,984,000
Total Deposits $499,255,000 $500,910,000
Total Assets $644,465,000 $660,957,000
Total Equity $66,545,000 $68,149,000

While we are not pleased with these numbers, we believe our fundamental operations are
sound and in comparison to many of our peers, we made money during a very
challenging year. We are well capitalized and have plenty of liquidity in the event that
we have to absorb additional classified loans. As an abundance of caution we have
increased our reserve for loan and lease losses. In 2007 the year end total was
$5,638,000 and in 2008 we finished the year with a reserve of $7,075,000. Again the
reasoning for this increase is to act as a cushion should unforeseen credit weaknesses
occur. Be mindful that our credit underwriting has tightened up even more and each
credit application is stress tested to provide us with as much comfort as possible should
the market deteriorate further.

We are in the risk business and while we continue to analyze thoroughly each credit
application, one of the inherent values of a community bank is that we know our
borrowers and we evaluate character. Most people can repay their notes in good times,
but what about in this uncertain market? Character counts for a great deal as we analyze
each application.

We remain diligent in reviewing every area of our operation attempting to identify areas
where we can reduce all unnecessary expenses without impairing the ability of the bank
to offer our quality products and outstanding service!

Another impact of this downturn is seeing many financial institutions either going out of
business or merging into other banks. Many of the large institutions that were lending at
significantly low rates are no longer doing so. The net result is that entering into 2009,
there are fewer lenders in the marketplace and the rates at which we are lending now are
based upon the risks of the specific credit, not to compete with large financial firms who
were in effect lending below their costs. Perhaps that is why they are no longer around.
One more positive note, reigning in uncontrolled consumption, that desire for instant
gratification based upon credit, i.e. enjoy now and pay later, is being replaced with that
old fashioned philosophy of living within our means; pretty revolutionary. So your bank
continues to lend, we continue to look at areas where we can reduce expenses and our
fundamental mission remains growing the bank in a safe and deliberate manner.



Once again, our greatest strength consists of our people; our committed Board of
Directors, our dedicated employees and our loyal customers. We do not take any of them
for granted. As you have seen, the economy and the world can change overnight. For
that reason we have zero tolerance for complacency and we continually prepare for the
future challenges that are bound to come our way. That philosophy has served the bank
well since 1963 and even thought the industry has changed dramatically since then, the
concepts of hard work, integrity, preparedness, community involvement and listening to
our customers will never change.

We invite you to stop by any of our 13 branches or visit our website at
www.fnbnorcal.com. You can also e-mail me at tmcgraw@fnbnorcal.com or call me at
650-875-4865.

I hope to see you at our Annual Meeting of shareholders on Wednesday, May 20, 2009 at
6:30 P.M. at the Basque Cultural Center, 559 Railroad Avenue, in South San Francisco.

Sincerely,

Thomas C. McGraw
Chief Executive Officer
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PART I
ITEM 1. BUSINESS

Forward-Looking Statements: Certain matters discussed or incorporated by reference in this Annual Report
on Form 10-K including, but not limited to, matters described in “Item 7 — Management’s Discussion and Analysis
of Financial Condition and Results of Operations,” are “forward-looking statements” within the meaning of Section
21E of the Securities Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as
amended. Such forward-looking statements may contain words related to future projections including, but not
limited to, words such as “believe,” “expect,” “anticipate,” “intend,” “may,” “will,” “should,” “could,” “would,” and
variations of those words and similar words that are subject to risks, uncertainties and other factors that could cause
actual results to differ materially from those projected. Factors that could cause or contribute to such differences
include, but are not limited to, the following: (1) variances in the actual versus projected growth in assets; (2) return
on assets; (3) loan and lease losses; (4) expenses; (5) changes in the interest rate environment including interest rates
charged on loans, earned on securities investments and paid on deposits; (6) competition effects; (7) fee and other
noninterest income earned; (8) general economic conditions nationally, regionally, and in the operating market areas
of the Company and its subsidiary; (9) changes in the regulatory environment; (10) changes in business conditions
and inflation; (11) changes in securities markets; (12) data processing problems; (13) a decline in real estate values
in the Company’s operating market areas; (14) the effects of terrorism, the threat of terrorism or the impact of the
current military conflict in Iraq and Afghanistan, and the conduct of the war on terrorism by the United States and its
allies, as well as other factors. The factors set forth under “Item 1A — Risk Factors” in this report and other
cautionary statements and information set forth in this report should be read carefully, considered and understood as
being applicable to all related forward-looking statements contained in this report when evaluating the business
prospects of the Company and its subsidiary.

<

Forward-looking statements are not guarantees of performance. By their nature, they involve risks,
uncertainties and assumptions. Actual results and shareholder values in the future may differ significantly from
those expressed in forward-looking statements. You are cautioned not to put undue reliance on any forward-looking
statement. Any such statement speaks only as of the date of the report, and in the case of any documents that may be
incorporated by reference, as of the date of those documents. We do not undertake any obligation to update or
release any revisions to any forward-looking statements, or to report any new information, future event or other
circumstances after the date of this report or to reflect the occurrence of unanticipated events, except as required by
law. However, your attention is directed to any further disclosures made on related subjects in our subsequent
reports filed with the Securities and Exchange Commission on Forms 10-K, 10-Q and 8-K.

General

FNB Bancorp (sometimes referred to herein as the “Company”) is a bank holding company registered
under the Bank Holding Company Act of 1956, as amended. The Company was incorporated under the laws of the
State of California on February 28, 2001. As a bank holding company, the Company is authorized to engage in the
activities permitted under the Bank Holding Company Act of 1956, as amended, and regulations thereunder. Its
principal office is located at 975 El Camino Real, South San Francisco, California 94080, and its telephone number
is (650) 588-6800.

The Company owns all of the issued and outstanding shares of common stock of First National Bank of
Northern California, a national banking association (‘“First National Bank” or the “Bank”). The Company has no
other subsidiary.

The Bank was organized in 1963 as “First National Bank of Daly City.” In 1995, the shareholders approved
a change in the name to “First National Bank of Northern California.” The administrative headquarters of the Bank
is located at 975 El Camino Real, South San Francisco, California. The Bank is locally owned and presently
operates thirteen full service banking offices in the cities of Colma, Daly City, South San Francisco, Millbrae,
Pacifica, Half Moon Bay, San Mateo, Redwood City, Pescadero, as well as its Financial District and Portola offices
in San Francisco. The Bank’s primary business is servicing the business or commercial banking needs of individuals
and small to mid-sized businesses within San Mateo and San Francisco Counties.

The Bank is chartered under the laws of the United States and is governed by the National Bank Act, and is
a member of the Federal Reserve System. The Federal Deposit Insurance Corporation insures the deposits of the



Bank up to the applicable legal limits. The Bank is also participating in the FDIC Transaction Account Guarantee
Program (“TAGP”). Under that program, through December 31, 2009, all noninterest-bearing transaction accounts
are fully guaranteed by the FDIC for the entire amount in the account. Coverage under the TAGP is in addition to
and separate from the coverage available under the FDIC’s general deposit insurance rules. The Bank is subject to
regulation, supervision and regular examination by the Office of the Comptroller of the Currency. The regulations of
the Federal Deposit Insurance Corporation, the Board of Governors of the Federal Reserve System, and the Office of
the Comptroller of the Currency govern many aspects of the Bank’s business and activities, including investments,
loans, borrowings, branching, mergers and acquisitions, reporting and numerous other areas. The Bank is also
subject to applicable provisions of California law to the extent those provisions are not in conflict with or preempted
by federal banking law. See “Supervision and Regulation” below.

First National Bank offers a broad range of services to individuals and businesses in its primary service
area, including a full line of business financial products with specialized services such as courier, appointment
banking, and business Internet banking. The Bank offers personal and business checking and savings accounts,
including individual interest-bearing negotiable orders of withdrawal (“NOW?”), money market accounts and/or
accounts combining checking and savings accounts with automatic transfer capabilities, IRA accounts, time
certificates of deposit, direct deposit services and computer cash management with access through the Internet. First
National Bank also makes available commercial loans and standby letters of credit and construction, accounts
receivable, inventory, automobile, home improvement, residential real estate, commercial real estate, single family
mortgage, Small Business Administration, office equipment, leasehold improvement and consumer loans as well as
overdraft protection lines of credit. In addition, the Bank sells travelers checks and cashiers checks, offers automated
teller machine (ATM) services tied in with major statewide and national networks and offers other customary
commercial banking services.

Most of First National Bank’s deposits are obtained from commercial and non-profit businesses,
professionals and individuals. As of December 31, 2008, First National Bank had a total of 23,420 deposit accounts.
On occasion, the Bank has obtained deposits through deposit brokers for which it pays a broker fee. As of December
31, 2008, First National Bank had no such deposits. There is no concentration of deposits or any customer with 5%
or more of First National Bank’s deposits.

At December 31, 2008, the Company had total assets of $660,957,000, net loans of $497,984,000, deposits
of $500,910,000 and shareholders’ equity of $68,149,000. The Company competes with approximately 33 other
banking or savings institutions in its service areas. The Company’s market share of Federal Deposit Insurance
Corporation insured deposits in the service area of San Mateo County is approximately 2.44% (based upon the most
recent information available by the Federal Deposit Insurance Corporation through June 30, 2008). See
“Competitive Data” below.

Employees

At December 31, 2008, The Company employed 180 persons on a full-time equivalent basis. The Company
believes its employee relations are good. The Company is not a party to any collective bargaining agreement.

Auvailable Information

FNB Bancorp and First National Bank of Northern California maintain an Internet website at
http://www.FNBNORCAL.com. The Company’s annual report on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and amendments to those reports, filed or furnished pursuant to Section 13(a) or 15(d)
of the Securities Exchange Act of 1934, are made available free of charge on or through such website as soon as
reasonably practicable after such material is electronically filed with, or furnished to, the Securities and Exchange
Commission. Also made available on or through such website are the Section 16 reports of ownership and changes
in ownership of the Company’s common stock which are filed with the Securities and Exchange Commission by the
directors and executive officers of the Company and by any persons who own more than 10 percent of the
outstanding shares of such stock. Information on such website is not incorporated by reference into this report.




SUPERVISION AND REGULATION
General

FNB Bancorp. The common stock of FNB Bancorp is subject to the registration requirements of the
Securities Act of 1933, as amended, and the qualification requirements of the California Corporate Securities Law of
1968, as amended. FNB Bancorp has registered its common stock under Section 12 (g) of the Securities Exchange
Act of 1934, as amended. The Company is also subject to the periodic reporting requirements of Section 13 of the
Securities Exchange Act of 1934, as amended, which include, but are not limited to, annual, quarterly and other
current reports required to be filed with the Securities and Exchange Commission.

FNB Bancorp is a bank holding company within the meaning of the Bank Holding Company Act of 1956,
as amended (the “Bank Holding Company Act”), and is registered as such with, and subject to the supervision of,
the Board of Governors of the Federal Reserve System (the “Board of Governors™). FNB Bancorp is required to
obtain the approval of the Board of Governors before it may acquire all or substantially all of the assets of any bank,
or ownership or control of the voting shares of any bank if, after giving effect to such acquisition of shares, FNB
Bancorp would own or control more than 5% of the voting shares of such bank. The Bank Holding Company Act
prohibits FNB Bancorp from acquiring any voting shares of, or interest in, all or substantially all of the assets of a
bank located outside the State of California unless such an acquisition is specifically authorized by the laws of the
state in which such bank is located. Any such interstate acquisition is also subject to the provisions of the Riegle-
Neal Interstate Banking and Branching Efficiency Act of 1994.

FNB Bancorp, and any subsidiary which it may acquire or organize, are deemed to be “affiliates” of the
Bank within the meaning of that term as defined in the Federal Reserve Act. This means, for example, that there are
limitations (a) on loans by First National Bank to its affiliates, and (b) on investments by First National Bank in
affiliates’ stock as collateral for loans to any borrower. FNB Bancorp and First National Bank are also subject to
certain restrictions with respect to engaging in the underwriting, public sale and distribution of securities.

In addition, regulations of the Board of Governors under the Federal Reserve Act require that reserves be
maintained by First National Bank in conjunction with any liability of FNB Bancorp under any obligation
(promissory note, acknowledgment of advance, banker’s acceptance or similar obligation) with a weighted average
maturity of less than seven (7) years to the extent that the proceeds of such obligations are used for the purpose of
supplying funds to First National Bank for use in its banking business, or to maintain the availability of such funds.

First National Bank of Northern California. As a national banking association licensed under the national
banking laws of the United States, First National Bank is regularly examined by the Office of the Comptroller of the
Currency and is subject to supervision and regulation by the Federal Deposit Insurance Corporation, the Board of
Governors of the Federal Reserve System, and the Office of the Comptroller of the Currency.

This supervision and regulation includes comprehensive reviews of all major aspects of First National
Bank’s business and condition, including its capital ratios, allowance for possible loan losses and other factors.
However, no inference should be drawn that such authorities have approved any such factors. First National Bank is
required to file reports with the Office of the Comptroller of the Currency and the Federal Deposit Insurance
Corporation. First National Bank’s deposits are insured by the Federal Deposit Insurance Corporation up to the
applicable legal limits.

Capital Standards.

The Board of Governors, the Federal Deposit Insurance Corporation, and the Office of the Comptrolier of
the Currency have adopted risk-based guidelines for evaluating the capital adequacy of bank holding companies and
banks. The guidelines are designed to make capital requirements sensitive to differences in risk profiles among
banking organizations, to take into account off-balance sheet exposures and to aid in making the definition of bank
capital uniform internationally. Under the guidelines, First National Bank is required to maintain (and FNB Bancorp
and First National Bank will be required to maintain) capital equal to at least 8.0% of its assets and commitments to
extend credit, weighted by risk, of which at least 4.0% must consist primarily of common equity (including retained
earnings) and the remainder may consist of subordinated debt, cumulative preferred stock, or a limited amount of
loan loss reserves.



Assets, commitments to extend credit, and off-balance sheet items are categorized according to risk and
certain assets considered to present less risk than others permit maintenance of capital at less than the 8% ratio. For
example, most home mortgage loans are placed in a 50% risk category and therefore require maintenance of capital
equal to 4% of those loans, while commercial loans are placed in a 100% risk category and therefore require
maintenance of capital equal to 8% of those loans.

Under the risk-based capital guidelines, assets reported on an institution’s balance sheet and certain off-
balance sheet items are assigned to risk categories, each of which has an assigned risk weight. Capital ratios are
calculated by dividing the institution’s qualifying capital by its period-end risk-weighted assets. The guidelines
establish two categories of qualifying capital: Tier 1 capital (defined to include common shareholders’ equity and
noncumulative perpetual preferred stock) and Tier 2 capital which includes, among other items, limited life (and in
the case of banks, cumulative) preferred stock, mandatory convertible securities, subordinated debt and a limited
amount of reserve for credit losses. Tier 2 capital may also include up to 45% of the pretax unrealized gains on
certain available-for-sale equity securities having readily determinable fair values (i.e. the excess, if any, of fair
market value over the book value or historical cost of the investment security). The federal regulatory agencies
reserve the right to exclude all or a portion of the unrealized gains upon a determination that the equity securities are
not prudently valued. Unrealized gains and losses on other types of assets, such as bank premises and available-for-
sale debt securities, are not included in Tier 2 capital, but may be taken into account in the evaluation of overall
capital adequacy and net unrealized losses on available-for-sale equity securities will continue to be deducted from
Tier 1 capital as a cushion against risk. Each institution is required to maintain a minimum risk-based capital ratio
(including Tier 1 and Tier 2 capital) of 8%, of which at least half must be Tier 1 capital.

A leverage capital standard was adopted as a supplement to the risk-weighted capital guidelines. Under the
leverage capital standard, an institution is required to maintain a minimum ratio of Tier 1 capital to the sum of its
quarterly average total assets and quarterly average reserve for loan losses, less intangibles not included in Tier 1
capital. Period-end assets may be used in place of quarterly average total assets on a case-by-case basis. The Board
of Governors and the Federal Deposit Insurance Corporation have also adopted a minimum leverage ratio for bank
holding companies as a supplement to the risk-weighted capital guidelines. The leverage ratio establishes a
minimum Tier 1 ratio of 3% (Tier 1 capital to total assets) for the highest rated bank holding companies or those that
have implemented the risk-based capital market risk measure. All other bank holding companies must maintain a
minimum Tier | leverage ratio of 4% with higher leverage capital ratios required for bank holding companies that
have significant financial and/or operational weakness, a high risk profile, or are undergoing or anticipating rapid
growth.

At December 31, 2008, the Company was in compliance with the risk-weighted capital and leverage ratios.
See “Capital” under Item 7 below.

Prompt Corrective Action

The Board of Governors, Federal Deposit Insurance Corporation, and Office of the Comptroller of the
Currency have adopted regulations implementing a system of prompt corrective action pursuant to Section 38 of the
Federal Deposit Insurance Act and Section 131 of the Federal Deposit Insurance Corporation Improvement Act of
1991 (“FDICIA™). The regulations establish five capital categories with the following characteristics:

(1) “Well capitalized” — consisting of institutions with a total risk-based capital ratio of 10% or greater, a Tier 1 risk-
based capital ratio of 6% or greater and a leverage ratio of 5% or greater, and the institution is not subject to an
order, written agreement, capital directive or prompt corrective action directive;

(2) “Adequately capitalized” — consisting of institutions with a total risk-based capital ratio of 8% or greater, a Tier
1 risk-based capital ratio of 4% or greater and a leverage ratio of 4% or greater, and the institution does not meet the
definition of a “well capitalized” institution:

(3) “Undercapitalized” — consisting of institutions with a total risk-based capital ratio less than 8%, a Tier | risk-
based capital ratio of less than 4%, or a leverage ratio of less than 4%;

(4) “Significantly undercapitalized” — consisting of institutions with a tota] risk-based capital ratio of less than 6%, a
Tier 1 risk-based capital ratio of less than 3%, or a leverage ratio of less than 3%;



(5) “Critically undercapitalized” — consisting of an institution with a ratio of tangible equity to total assets that is
equal to or less than 2%.

The regulations established procedures for classification of financial institutions within the capital
categories, filing and reviewing capital restoration plans required under the regulations and procedures for issuance
of directives by the appropriate regulatory agency, among other matters. The regulations impose restrictions upon all
institutions to refrain from certain actions which would cause an institution to be classified within any one of the
three “undercapitalized” categories, such as declaration of dividends or other capital distributions or payment of
management fees, if following the distribution or payment the institution would be classified within one of the
“undercapitalized” categories. In addition, institutions that are classified in one of the three “undercapitalized”
categories are subject to certain mandatory and discretionary supervisory actions. Mandatory supervisory actions
include:

(1) increased monitoring and review by the appropriate federal banking agency;
(2) implementation of a capital restoration plan;
(3) total asset growth restrictions; and

(4) limitation upon acquisitions, branch expansion, and new business activities without prior approval of the
appropriate federal banking agency. Discretionary supervisory actions may include:

(a) requirements to augment capital;

(b) restrictions upon affiliate transactions;

(c) restrictions upon deposit gathering activities and interest rates paid;
(d) replacement of senior executive officers and directors;

() restrictions upon activities of the institution and its affiliates;

(f) requiring divestiture or sale of the institution; and

(g) any other supervisory action that the appropriate federal banking agency determines is necessary to
further the purposes of the regulations. Further, the federal banking agencies may not accept a capital restoration
plan without determining, among other things, that the plan is based on realistic assumptions and is likely to succeed
in restoring the depository institution’s capital. In addition, for a capital restoration plan to be acceptable, the
depository institution’s parent holding company must guarantee that the institution will comply with such capital
restoration plan. ‘

The aggregate liability of the parent holding company under the guaranty is limited to the lesser of (1) an
amount equal to 5 percent of the depository institution’s total assets at the time it became undercapitalized, and (ii)
the amount that is necessary (or would have been necessary) to bring the institution into compliance with all capital
standards applicable with respect to such institution as of the time it fails to comply with the plan. If a depository
institution fails to submit an acceptable plan, it is treated as if it were “significantly undercapitalized”. FDICIA also
restricts the solicitation and acceptance of and interest rates payable on brokered deposits by insured depository
institutions that are not “well capitalized.” An “undercapitalized” institution is not allowed to solicit deposits by
offering rates of interest that are significantly higher than the prevailing rates of interest on insured deposits in the
particular institution’s normal market areas or in the market areas in which such deposits would otherwise be
accepted.

Any financial institution which is classified as “critically undercapitalized” must be placed in
conservatorship or receivership within 90 days of such determination unless it is also determined that some other
course of action would better serve the purposes of the regulations. Critically undercapitalized institutions are also
prohibited from making (but not accruing) any payment of principal or interest on subordinated debt without prior
regulatory approval and regulators must prohibit a critically undercapitalized institution from taking certain other
actions without prior approval, including (1) entering into any material transaction other than in the usual course of
business, including investment expansion, acquisition, sale of assets or other similar actions; (2) extending credit for
any highly leveraged transaction; (3) amending articles or bylaws unless required to do so to comply with any law,



regulation or order; (4) making any material change in accounting methods; (5) engaging in certain affiliate
transactions; (6) paying excessive compensation or bonuses; and (7) paying interest on new or renewed liabilities at
rates which would increase the weighted average costs of funds beyond prevailing rates in the institution’s normal
market areas.

Additional Regulations

Under FDICIA, the federal financial institution agencies have adopted regulations which require
institutions to establish and maintain comprehensive written real estate policies which address certain lending
considerations, including loan-to-value limits, loan administrative policies, portfolio diversification standards, and
documentation, approval and reporting requirements. FDICIA further generally prohibits an insured bank from
engaging as a principal in any activity that is impermissible for a national bank, absent Federal Deposit Insurance
Corporation determination that the activity would not pose a significant risk to the Bank Insurance Fund, and that
such bank is, and will continue to be, within applicable capital standards.

The Federal Financial Institutions Examination Council (“FFIEC”) utilizes the Uniform Institutions Rating
System (“UFIRS”), commonly referred to as “CAMELS,” to classify and evaluate the soundness of financial
institutions. Bank examiners use the CAMELS measurements to evaluate capital adequacy, asset quality,
management, earnings, liquidity and sensitivity to market risk. Effective January 1, 2005, bank holding companies
such as the Company, became subject to evaluation and examination under a revised bank holding company rating
system. This so-called BOPEC rating system, implemented in 1979, has been focused primarily on financial
condition, consolidated capital and consolidated earnings. The new rating system reflects a change toward analysis
of risk management (as reflected in bank examination under the CAMELS measurements), in addition to financial
factors and the potential impact of nondepository subsidiaries upon depository institution subsidiaries.

The federal financial institution agencies have established bases for analysis and standards for assessing
financial institution’s capital adequacy in conjunction with the risk-based capital guidelines including analysis of
interest rate risk, concentrations of credit risk, risk posed by non-traditional activities, and factors affecting overall
safety and soundness. The safety and soundness standards for insured financial institutions include analysis of (1)
internal controls, information systems and internal audit systems; (2) loan documentation; (3) credit underwriting;
(4) interest rate exposure; (5) asset growth; (6) compensation, fees and benefits; and (7) excessive compensation for
executive officers, directors or principal shareholders which could lead to material financial loss. If an agency
determines that an institution fails to meet any standard, the agency may require the financial institution to submit to
the agency an acceptable plan to achieve compliance with the standard. If the agency requires submission of a
compliance plan and the institution fails to timely submit an acceptable plan or to implement an accepted plan, the
agency must require the institution to correct the deficiency. The agencies may elect to initiate enforcement action in
certain cases rather than rely on an existing plan particularly where failure to meet one or more of the standards
could threaten the safe and sound operation of the institution.

Community Reinvestment Act (“CRA”) regulations evaluate banks’ lending to low and moderate income
individuals and businesses across a four-point scale from “outstanding” to “substantial noncompliance,” and are a
factor in regulatory review of applications to merge, establish new branches or form bank holding companies. In
addition, any bank rated in “substantial noncompliance” with the CRA regulations may be subject to enforcement
proceedings. First National Bank has a current rating of “satisfactory” for CRA compliance.

EDIC Insurance

In 1996, pursuant to Congressional mandate, the FDIC reduced bank deposit insurance assessment rates to
a range from $0 to $0.27 per $100 of deposits, dependent upon a bank’s risk. In 2005, Congress adopted the Federal
Deposit Insurance Reform Act of 2005 (the “Reform Act”), which had the effect of merging the Bank Insurance
Fund and the Savings Association Insurance Fund into a new Deposit Insurance Fund (“DIF”). The FDIC released
final regulations under the Reform Act on November 2, 2006 that established a revised risk-based deposit insurance
assessment rate system for members of the DIF to insure, among other matters, that there will be sufficient
assessment income for repayment of DIF obligations and to further refine the differentiation of risk profiles among
institutions as a basis for assessments. Under the new assessment rate system, the FDIC set the assessment rates that
became effective January 1, 2007 for most institutions from $0.05 to $0.07 per $100 of insured deposits and
established a Designated Reserve Ratio (“DRR”) for the DIF during 2007 of 1.25% of insured deposits.



The new assessment rate system consolidates the nine categories of the prior assessment system into four
categories (Risk Categories I, II, Il and IV) and three Supervisory Groups (A, B and C) based upon institution’s
capital levels and supervisory ratings. Risk Category I includes all well capitalized institutions with the highest
supervisory ratings. Risk Category II includes adequately capitalized institutions that are assigned to Supervisory
Groups A and B. Risk Category III includes all undercapitalized institutions that are assigned to Supervisory Groups
A and B and institutions assigned to Supervisory Group C that are not undercapitalized but have a low supervisory
rating. Risk Category IV includes all undercapitalized institutions that are assigned to Supervisory Group C.

On October 3, 2008, the Emergency Economic Stabilization Act of 2008 (the “EESA”) was signed into
law. The EESA temporarily raised the limit on federal deposit insurance coverage provided by the FDIC from
$100,000 to $250,000 per depositor.

On October 14, 2008, the FDIC implemented the Temporary Liquidity Guarantee Program (the “TLGP”) to
strengthen confidence and encourage liquidity in the financial system. The TLGP includes the Transaction Account
Guarantee Program (the “TAGP”). The TAGP offers full guarantee for noninterest-bearing transaction accounts held
at FDIC-insured depository institutions. The unlimited deposit coverage was voluntary for eligible institutions and
was in addition to the $250,000 FDIC deposit insurance per account that was included as part of the EESA. The
insured deposit limits are currently scheduled to return to $100,000 on January 1, 2010, except for certain retirement
accounts. The TAGP coverage became effective on October 14, 2008 and is scheduled to continue for participating
institutions until December 31, 2009. In addition to the existing risk-based deposit insurance premium assessed on
such deposits, TAGP participants will be assessed, on a quarterly basis, an annualized 10 basis point fee on balances
in noninterest-bearing transaction accounts that exceed the existing deposit insurance limit of $250,000. The Bank
has elected to participate in the TAGP.

On December 16, 2008, the FDIC approved an earlier proposed seven basis point rate increase for the first
quarter 2009 assessment period effective January 1, 2009 as part of the DIF restoration plan to achieve a minimum
DRR of 1.15% within five years.

On February 27, 2009, the FDIC issued a press release with attached final rule dated February 26, 2009,
which established increased assessment rates effective as of April 1, 2009 and included adjustments to improve
differentiation of risk profiles among institutions. The FDIC concurrently adopted an interim rule that imposes a 20
basis point emergency special assessment effective June 30, 2009, to be collected from all insured depository
institutions on September 30, 2009, in addition to the imposition of an emergency special assessment of up to 10
basis points at the end of any calendar quarter after June 30, 2009 if the FDIC determines the DRR will fall to a
Jevel that would adversely affect public confidence, among other factors. The proposed changes to differentiate risk
profiles will require riskier institutions to pay higher assessment rates based on classification into one of four risk
categories. Within each category, the FDIC will be able to assess higher rates to institutions with a significant
reliance on secured liabilities, which generally raises the FDIC’s loss in the event of failure without providing
additional assessment revenue. The proposal also would assess higher rates for institutions with a significant
reliance on brokered deposits but, for well-managed and well-capitalized institutions, only when accompanied by
rapid asset growth. The proposal also would provide incentives in the form of a reduction in assessment rates for
institutions to hold long-term unsecured debt and, for smaller institutions, high levels of Tier 1 capital. Together, the
changes would improve the way the system differentiates risk among insured institutions and help ensure that a
minimum DRR of at least 1.15% by the end of 2013.

Based upon the announced increase in assessments for insured financial institutions in 2009 as described
above and the continuing adverse economic conditions impacting financial institutions generally which may
necessitate further increases in assessments, the Company anticipates that such assessments will have a significantly
greater impact upon operating expenses in 2009 compared to 2008.

Limitation on Dividends

FNB Bancorp. The Company’s ability to pay cash dividends is subject to restrictions set forth in the
California General Corporation Law. The Company has to make dividend payments to the U. S. Treasury on the
Preferred shares that were issued in February 27, 2009, before the Company can pay dividends on our Common
Stock. Funds for payment of any cash dividends by the Company would be obtained from its investments as well as
dividends and/or management fees from First National Bank. First National Bank’s ability to pay cash dividends is



subject to restrictions imposed under the National Bank Act and regulations promulgated by the Office of the
Comptroller of the Currency.

FNB Bancorp has paid quarterly dividends for each quarter commencing with the second quarter of 2002.
Future dividends will continue to be determined after consideration of the Company’s earnings, financial condition,
future capital funds, regulatory requirements and other factors such as the Board of Directors may deem relevant. It
is the intention of the Company to continue to pay cash dividends, subject to legal restrictions on the payment of
cash dividends and depending upon the level of earnings, management’s assessment of future capital needs and
other factors to be considered by the Board of Directors.

The California General Corporation Law provides that a corporation may make a distribution to its
shareholders if the corporation’s retained earnings equal at least the amount of the proposed distribution. The
California General Corporation Law further provides that, in the event sufficient retained earnings are not available
for the proposed distribution, a corporation may nevertheless make a distribution to its shareholders if, after giving
effect to the distribution, it meets two conditions, which generally stated are as follows: (i) the corporation’s assets
must equal at least 125% of its liabilities; and (ii) the corporation’s current assets must equal at least its current
liabilities or, if the average of the corporation’s earnings before taxes on income and before interest expense for the
two preceding fiscal years was less than the average of the corporation’s interest expense for those fiscal years, then
the corporation’s current assets must equal at least 125% of its current liabilities.

The Board of Governors of the Federal Reserve System generally prohibits a bank holding company from
declaring or paying a cash dividend which would impose undue pressure on the capital of subsidiary banks or would
be funded only through borrowing or other arrangements that might adversely affect a bank holding company’s
financial position. The Federal Reserve Board policy is that a bank holding company should not continue its existing
rate of cash dividends on its common stock unless its net income is sufficient to fully fund each dividend and its
prospective rate of earnings retention appears consistent with its capital needs, asset quality and overall financial
condition.

First National Bank of Northern California. As First National Bank’s sole shareholder, FNB Bancorp is
entitled to receive dividends when and as declared by its Board of Directors, out of funds legally available therefore,
subject to the restrictions set forth in the National Bank Act.

The payment of cash dividends by First National Bank may be subject to the approval of the Office of the
Comptroller of the Currency, as well as restrictions established by federal banking law and the Federal Deposit
Insurance Corporation. Approval of the Office of the Comptroller of the Currency is required if the total of all
dividends declared by First National Bank’s board of directors in any calendar year will exceed First National
Bank’s net profits for that year combined with its retained net profits for the preceding two years, less any required
transfers to surplus or to a fund for the retirement of preferred stock. Additionally, the Federal Deposit Insurance
Corporation and/or the Office of the Comptroller of the Currency, might, under some circumstances, place
restrictions on the ability of a bank to pay dividends based upon peer group averages and the performance and
maturity of that bank.

COMPETITION

Competitive Data

In its market area, First National Bank competes for deposit and loan customers with other banks (including
those with much greater resources), thrifts and, to a lesser extent, credit unions, finance companies and other
financial service providers.

Larger banks may have a competitive advantage because of higher lending limits and major ad\;ertising and
marketing campaigns. They also perform services, such as trust services, international banking, discount brokerage
and insurance services, which First National Bank is not authorized nor prepared to offer currently. First National
Bank has made arrangements with its correspondent banks and with others to provide some of these services for its
customers. For borrowers requiring loans in excess of First National Bank’s legal lending limits, First National Bank
has offered, and intends to offer in the future, such loans on a participating basis with its correspondent banks and
with other independent banks, retaining the portion of such loans which is within its lending limits. As of December
31, 2008, First National Bank’s aggregate legal lending limits to a single borrower and such borrower’s related
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parties were $10,711,000 on an unsecured basis and $17,851,000 on a fully secured basis, based on regulatory
capital of $71,405,000.

First National Bank’s business is concentrated in its service area, which primarily encompasses San Mateo
County, but also includes portions of the City and County of San Francisco. The economy of First National Bank’s
service area is dependent upon government, manufacturing, tourism, retail sales, population growth and smaller
service oriented businesses.

Based upon the most recent information made available by the Federal Deposit Insurance Corporation, at
June 30, 2008, there were 33 commercial and savings banking institutions in San Mateo County with a total of
$18,572,979,000 in deposits at June 30, 2008. First National Bank had a total of 11 offices with total deposits of
$453,381,000 at the same date, or 2.44% of the San Mateo County totals.

Based upon the current assessment rate system, the Bank’s capital ratios and levels of deposits, the Bank
anticipates a significant increase in operating expenses due to the FDIC insurance assessment rate expected to be
applicable to the Bank during 2009 compared to the rate applicable to the Bank in 2008.

General Competitive Factors

In order to compete with the financial institutions in their primary service areas, community banks such as
First National Bank use to the fullest extent possible, the flexibility which is accorded by their independent status.
This includes an emphasis on specialized services, local promotional activity, and personal contacts by their
respective officers, directors and employees. They also seek to provide special services and programs for individuals
in their primary service area who are employed in the agricultural, professional and business fields, such as loans for
equipment, furniture and tools of the trade or expansion of practices or businesses. In the event there are customers
whose loan demands exceed their respective lending limits, they seek to arrange for such loans on a participation
basis with other financial institutions. They also assist those customers requiring services not offered by either bank
to obtain such services from correspondent banks.

Banking is a business that depends on interest rate differentials. In general, the difference .between the
interest rate paid by a bank to obtain their deposits and other borrowings and the interest rate received by a bank on
loans extended to customers and on securities held in a bank’s portfolio comprise the major portion of a bank’s
earnings. Commercial banks compete with savings and loan associations, credit unions, other financial institutions
and other entities for funds. For instance, yields on corporate and government debt securities and other commercial
paper affect the ability of commercial banks to attract and hold deposits. Commercial banks also compete for loans
with savings and loan associations, credit unions, consumer finance companies, mortgage companies and other
lending institutions.

The interest rate differentials of a bank, and therefore its earnings, are affected not only by general
economic conditions, both domestic and foreign, but also by statutes and as implemented by federal agencies,
particularly the Federal Reserve Board. The Federal Reserve Board can and does implement national monetary
policy, such as seeking to curb inflation and combat recession, by its open market operations in United States
government securities, adjustments in the amount of interest free reserves that banks and other financial institutions
are required to maintain, and adjustments to the discount rates applicable to borrowing by banks from the Federal
Reserve Board. These activities influence the growth of bank loans, investments and deposits and also affect interest
rates charged on loans and paid on deposits. The nature and timing of any future changes in monetary policies and
their impact on First National Bank are not predictable.

Legislative and Regulatory Impact

Since 1996, California law implementing certain provisions of prior federal law has (1) permitted interstate
merger transactions; (2) prohibited interstate branching through the acquisition of a branch business unit located in
California without acquisition of the whole business unit of the California bank; and (3) prohibited interstate
branching through de novo establishment of California branch offices. Initial entry into California by an out-of-state
institution must be accomplished by acquisition or merger with an existing whole bank, which has been in existence
for at least five years.
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The federal financial institution agencies, especially the Office of the Comptroller of the Currency and the
Board of Governors, have taken steps to increase the types of activities in which national banks and bank holding
companies can engage, and to make it easier to engage in such activities. The Office of the Comptroller of the
Currency has issued regulations permitting national banks to engage in a wider range of activities through
subsidiaries. “Eligible institutions™ (those national banks that are well capitalized, have a high overall rating and a
satisfactory CRA rating, and are not subject to an enforcement order) may engage in activities related to banking
through operating subsidiaries subject to an expedited application process. In addition, a national bank may apply to
the Office of the Comptroller of the Currency to engage in an activity through a subsidiary in which First National
Bank itself may not engage.

The Gramm-Leach-Bliley Act (the “Act”), eliminated most of the remaining depression-era “firewalls”
between banks, securities firms and insurance companies which was established by the Banking Act of 1933, also
known as the Glass-Steagall Act (“Glass-Steagall”). Glass-Steagall sought to insulate banks as depository
institutions from the perceived risks of securities dealing and underwriting, and related activities. The Act repealed
Section 20 of Glass-Steagall, which prohibited banks from affiliating with securities firms. Bank holding companies
that can qualify as “financial holding companies” can now, among other matters, acquire securities firms or create
them as subsidiaries, and securities firms can now acquire banks or start banking activities through a financial
holding company. The Act includes provisions which permit national banks to conduct financial activities through a
subsidiary that are permissible for a national bank to engage in directly, as well as certain activities authorized by
statute, or that are financial in nature or incidental to financial activities to the same extent as permitted to a
“financial holding company” or its affiliates. This liberalization of United States banking and financial services
regulation applies both to domestic institutions and foreign institutions conducting business in the United States.
Consequently, the common ownership of banks, securities firms and insurance is now possible, as is the conduct of
commercial banking, merchant banking, investment management, securities underwriting and insurance within a
single financial institution using a structure authorized by the Act.

Prior to the Act, significant restrictions existed on the affiliation of banks with securities firms and related
securities activities. Banks were also (with minor exceptions) prohibited from engaging in insurance activities or
affiliating with insurers. The Act removed these restrictions and substantially eliminated the prohibitions under the
Bank Holding Company Act on affiliations between banks and insurance companies. Bank holding companies
which qualify as financial holding companies can now, among other matters, insure, guarantee, or indemnify against
loss, harm, damage, illness, disability, or death; issue annuities; and act as a principal, agent, or broker regarding
such insurance services.

In order for a commercial bank to affiliate with a securities firm or an insurance company pursuant to the
Act, its bank holding company must qualify as a financial holding company. A bank holding company will qualify if
(1) its banking subsidiaries are “well capitalized” and “well managed” and (ii) it files with the Board of Governors a
certification to such an effect and a declaration that it elects to become a financial holding company. The
amendment of the Bank Holding Company Act now permits financial holding companies to engage in activities, and
acquire companies engaged in activities, that are financial in nature or incidental to such financial activities.
Financial holding companies are also permitted to engage in activities that are complementary to financial activities
if the Board of Governors determines that the activity does not pose a substantial risk to the safety or soundness of
depository institutions or the financial system in general. These standards expand upon the list of activities “closely
related to banking” which to date have defined the permissible activities of bank holding companies under the Bank
Holding Company Act.

One further effect of the Act was to require that federal financial institution and securities regulatory
agencies prescribe regulation to implement the policy that financial institutions must respect the privacy of their
customers and protect the security and confidentiality of customers’ non-public personal information. These
regulations require, in general, that financial institutions (1) may not disclose non-public information of customers to
non-affiliated third parties without notice to their customers, who must have an opportunity to direct that such
information not be disclosed; (2) may not disclose customer account numbers except to consumer reporting
agencies; and (3) must give prior disclosure of their privacy policies before establishing new customer relationships.

Neither the Company nor First National Bank has determined whether or when it may seek to acquire and
exercise new powers or activities under the Act, and the extent to which competition will change among financial
institutions affected by the Act has not yet become clear.
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RECENT LEGISLATION
The Patriot Act

On October 26, 2001, President Bush signed the USA Patriot Act (the “Patriot Act”), which includes
provisions pertaining to domestic security, surveillance procedures, border protection, and terrorism laws to be
administered by the Secretary of the Treasury. Title III of the Patriot Act entitled, “International Money Laundering
Abatement and Anti-Terrorist Financing Act of 2001 includes amendments to the Bank Secrecy Act which expand
the responsibilities of financial institutions in regard to anti-money laundering activities with particular emphasis
upon international money laundering and terrorism financing activities through designated correspondent and
private banking accounts.

Effective December 25, 2001, Section 313(a) of the Patriot Act prohibits any insured financial institution
such as First National Bank, from providing correspondent accounts to foreign banks which do not have a physical
presence in any country (designated as “shell banks”), subject to certain exceptions for regulated affiliates of foreign
banks. Section 313(a) also requires financial institutions to take reasonable steps to ensure that foreign bank
correspondent accounts are not being used to indirectly provide banking services to foreign shell banks, and Section
319(b) requires financial institutions to maintain records of the owners and agent for service of process of any such
foreign banks with whom correspondent accounts have been established.

Effective July 23, 2002, Section 312 of the Patriot Act created a requirement for special due diligence for
correspondent accounts and private banking accounts. Under Section 312, each financial institution that establishes,
maintains, administers, or manages a private banking account or a correspondent account in the United States for a
non-United States person, including a foreign individual visiting the United States, or a representative of a non-
United States person shall establish appropriate, specific, and, where necessary, enhanced, due diligence policies,
procedures, and controls that are reasonably designed to detect and record instances of money laundering through
those accounts.

The Patriot Act contains various provisions in addition to Sections 313(a) and 312 that affect the operations
of financial institutions by encouraging cooperation among financial institutions, regulatory authorities and law
enforcement authorities with respect to individuals, entities and organizations engaged in, or reasonably suspected of
engaging in, terrorist acts or money laundering activities. The Company and First National Bank are not currently
aware of any account relationships between First National Bank and any foreign bank or other person or entity as
described above under Sections 313(a) or 312 of the Patriot Act.

In March 2, 2006, after temporary extensions of the Patriot Act, Congress passed and President Bush
signed the “USA Patriot Act Improvement and Reauthorization Act of 2005,” and the related Amendments Act of
2006, which reauthorized all expiring provisions of the Patriot Act by making permanent 14 of the 16 provisions and
imposed a four-year expiration date in 2009 on the other two provisions related to “roving surveillance” and
production of business records.

The effects which the Patriot Act and any additional legislation enacted by Congress may have upon
financial institutions is uncertain; however, such legislation could increase compliance costs and thereby potentially
may have an adverse effect upon the Company’s results of operations.

Sarbanes-Oxley Act 0f 2002

On July 30, 2002, President George W. Bush signed into law the Sarbanes-Oxley Act of 2002 (the “Act”),
legislation designed to address certain issues of corporate governance and accountability. The key provisions of the
Act and the rules promulgated by the SEC pursuant to the Act include the following:

. Expanded oversight of the accounting profession by creating a new independent public company
oversight board to be monitored by the SEC.

. Revised rules on auditor independence to restrict the nature of non-audit services provided to audit
clients and to require such services to be pre-approved by the audit committee.

. Improved corporate responsibility through mandatory listing standards relating to audit
committees, certifications of periodic reports by the CEO and CFO and making issuer interference
with an audit a crime.
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. Enhanced financial disclosures, including periodic reviews for largest issuers and real time
disclosure of material company information.

. Enhanced criminal penalties for a broad array of white collar crimes and increases in the statute of
limitations for securities fraud lawsuits.

. Disclosure of whether a company has adopted a code of ethics that applies to the company’s
principal executive officer, principal financial officer, principal accounting officer or controller, or
persons performing similar functions, and disclosure of any amendments or waivers to such code
of ethics.

. Disclosure of whether a company’s audit committee of its board of directors has a member of the
audit committee who qualifies as an “audit committee financial expert.”

. A prohibition on insider trading during pension plan black-out periods.

. Disclosure of off-balance sheet transactions.

. A prohibition on personal loans to directors and officers.

. Conditions on the use of non-GAAP (generally accepted accounting principles) financial
measures.

. Standards of professional conduct for attorneys, requiring attorneys having an attorney-client

relationship with a company, among other matters, to report “up the ladder” to the audit
committee, to another board committee or to the entire board of directors regarding certain
material violations.

. Expedited filing requirements for Form 4 reports of changes in beneficial ownership of securities,
reducing the filing deadline to within 2 business days of the date on which an obligation to report
is triggered.

. Accelerated filing requirements for reports on Forms 10-K and 10-Q by public companies which
qualify as “accelerated filers,” with a phased-in reduction of the filing deadline for Form 10-K and
Form 10-Q.

. Disclosure concerning website access to reports on Forms 10-K, 10-Q and 8-K, and any

amendments to those reports, by “accelerated filers” as soon as reasonably practicable after such
reports and material are filed with or furnished to the SEC.

. Rules requiring national securities exchanges and national securities associations to prohibit the
listing of any security whose issuer does not meet audit committee standards established pursuant
to the Act.

The Company’s securities are not currently listed on any exchange. In the event of such a listing in the
future, in addition to the rules promulgated by the SEC pursuant to the Act, the Company would be required to
comply with the listing standards applicable to all exchange listed companies.

The Company has incurred and it is anticipated that it will continue to incur costs to comply with the Act
and the rules and regulations promulgated pursuant to the Act by the Securities and Exchange Commission of
approximately $200,000 annually.
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California Corporate Disclosure Act

Effective January 1, 2003, the California Corporate Disclosure Act (the “CCD Act”) required publicly
traded corporations incorporated or qualified to do business in California to disclose information about their past
history, auditors, directors and officers. Effective September 28, 2004, the CCD Act, as currently in effect and
codified at California Corporations Code Section 1502.1, requires the Company to file with the California Secretary
of State and disclose within 150 days after the end of its fiscal year certain information including the following:

. The name of the company’s independent auditor and a description of services, if any, performed
for a company during the previous two fiscal years and the period from the end of the most recent
fiscal year to the date of filing;

. The annual compensation paid to each director and the five most highly compensated non-director
executive officers (including the CEO) during the most recent fiscal year, including all plan and
non-plan compensation for all services rendered to a company as specified in Item 402 of
Regulation S-K such as grants, awards or issuance of stock, stock options and similar equity-based
compensation;

. A description of any loans made to a director or executive officer at a “preferential” loan rate
during the company’s two most recent fiscal years, including the amount and terms of the loans;

. Whether any bankruptcy was filed by a company or any of its directors or executive officers
within the previous 10 years;

. Whether any director or executive officer of a company has been convicted of fraud during the
previous 10 years; and

. A description of any material pending legal proceedings other than ordinary routine litigation as
specified in Item 103 of Regulation S-K and a description of such litigation where the company
was found legally liable by a final judgment or order.

The Company does not currently anticipate that compliance with the CCD Act will have a material adverse
effect upon its financial position or results of its operations or its cash flows.

Emergency Economic Stabilization Act of 2008

On October 3, 2008, the Emergency Economic Stabilization Act of 2008 (the “EESA”) was signed into law.
Pursuant to the EESA, the United States Department of the Treasury (the “U.S. Treasury”) was granted the authority
to take a range of actions for the purpose of stabilizing and providing liquidity to the U.S. financial markets and has
implemented several programs, including the purchase by the U.S. Treasury of certain troubled assets from financial
institutions under the Troubled Asset Relief Program” (the “TARP”) and the direct purchase by the U.S. Treasury of
equity securities of financial institutions under the Capital Purchase Program (the “CPP”). A summary of the CPP
appears below under “Recent Regulatory Developments.” The EESA also temporarily raised the limit on federal
deposit insurance coverage provided by the FDIC from $100,000 to $250,000 per depositor. Please refer to the
discussion of Pro Forma Risk-Based Capital Ratios following Table 14, and the discussion of liquidity sources,
immediately following the Pro Forma Risk-Based Capital Ratios.

On February 27, 2009, as part of the CPP, the Company entered into a Letter Agreement and Securities
Purchase Agreement — Standard Terms (collectively, the “Purchase Agreement”) with the U.S. Treasury. Pursuant to
the Purchase Agreement, the Company (i) sold to the U.S. Treasury 12,000 shares of the Company’s Fixed Rate
Cumulative Perpetual Preferred Stock, Series A (the “Series A Preferred Stock”), having a liquidation preference
amount of $1,000 per share, for a purchase price of $12,000,000 in cash, and (ii) issued to the U.S. Treasury a
warrant (the “Warrant™) to purchase 600 shares of the Company’s Fixed Rate Cumulative Perpetual Preferred Stock,
Series B (the “Series B Preferred Stock”), at an exercise price of $0.01 per share. Immediately after the issuance of
the Warrant, the U.S. Treasury exercised the Warrant in a cashless exercise resulting in the net issuance of 600
shares of the Series B Preferred Stock, having a liquidation preference amount of $1,000 per share, to the U.S.
Treasury. The Series A Preferred Stock entitles its holder(s) to cumulative dividends on the liquidation preference
amount on a quarterly basis at a rate of 5% per annum for the first five years, and 9% per annum thereafter. The
Series B Preferred Stock entitles its holder(s) to cumulative dividends on the liquidation preference amount on a
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quarterly basis at a rate of 9% per annum from the date of issuance. Subject to certain conditions, the Series A and
Series B Preferred Stock are redeemable at the option of the Company in whole or in part at a redemption price of
100% of the liquidation preference amount plus any accrued and unpaid dividends.

American Recovery and Reinvestment Act of 2009

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (the “ARRA”) was signed
into law. Section 7001 of the ARRA amended Section 111 of the EESA in its entirety. While the U.S. Treasury must
promulgate regulations to implement the restrictions and standards set forth in Section 7001, the ARRA, among
other things, significantly expands the executive compensation restrictions previously imposed by the EESA. Such
restrictions apply to any entity that has received or will receive financial assistance under the TARP, and shall
generally continue to apply for as long as any obligation arising from financial assistance provided under the TARP,
including preferred stock issued under the CPP, remains outstanding. These ARRA restrictions do not apply to any
TARP recipient during such time when the federal government (i) only holds any warrants to purchase common
stock of such recipient or (ii) holds no preferred stock or warrants to purchase common stock of such recipient.
Since the Company participates in the CPP, the restrictions and standards set forth in Section 7001 of the ARRA are
applicable to the Company.

Recent Regulatory Developments

In response to global credit and liquidity issues involving a number of financial institutions, the United
States government, particularly the U.S. Treasury and the Federal financial institution regulatory agencies, have
taken a variety of extraordinary measures designed to restore confidence in the financial markets and to strengthen
financial institutions, including capital injections, guarantees of bank liabilities and the acquisition of illiquid assets
from banks.

Capital Purchase Program. On October 24, 2008, the U.S. Treasury announced plans to direct $700 billion
of the TARP funding into the CPP to acquire preferred stock investments in bank holding companies and banks.
Requirements for bank holding companies and banks eligible to participate as a Qualifying Financial Institution
(“QFTI”) in the CPP include:

. Submission of an application prior to November 14, 2008 to the QFI’s Federal banking
regulator to obtain preliminary approval to participate in the CPP;

. If the QFI receives preliminary approval, it will have 30 days within which to submit
final documentation and fulfill any outstanding requirements;

. The minimum amount of capital eligible for purchase by the U.S. Treasury under the CPP
is 1 percent of the Total Risk-Weighted Assets of the QFI and the maximum is the lesser
of (i) an amount equal to 3 percent of the Total Risk-Weighted Assets of the QFI or (ii)

$25 billion;
. Capital acquired by a QFI under the CPP will be accorded Tier 1 capital treatment;
. The preferred stock issued to the U.S. Treasury will be non-voting (except in the case of

class votes), senior perpetual preferred stock that ranks senior to common stock and pari
passu with existing preferred stock (except junior preferred stock);

. In addition to the preferred stock, the U.S. Treasury will be issued warrants to acquire
shares of the QFI’s common stock equal in value to 15 percent of the amount of capital
purchased by the QFI;

. Dividends are payable to the U.S. Treasury at the rate of 5% per annum for the first 5

years and 9% per annum thereafter;

. Subject to certain exceptions and other requirements, no redemption of the preferred
stock is permitted during the first 3 years;

. Certain restrictions on the payment of dividends to shareholders of the QFI shall remain
in effect while the preferred stock purchased by the U.S. Treasury is outstanding;
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. Repurchase of the QFI’s stock requires consent of the U.S. Treasury, subject to certain
exceptions;

. The preferred shares are not subject to any contractual restrictions on transfer by the U.S.
Treasury; and

. The QFI must agree to be bound by certain executive compensation and corporate
governance requirements and senior executive officers must agree to certain
compensation restrictions.

Temporary Liquidity Guarantee Program. Among other programs and actions taken by the U.S. Treasury
and other regulatory agencies, the FDIC implemented the Temporary Liquidity Guarantee Program (the “TLGP”) to
strengthen confidence and encourage liquidity in the financial system. The TLGP is comprised of the Debt
Guarantee Program (the “DGP”) and the Transaction Account Guarantee Program (the “TAGP”). The Bank did not
participate in the DGP Program. The DGP guarantees all newly issued senior unsecured debt (e.g., promissory notes,
unsubordinated unsecured notes and commercial paper) up to prescribed limits issued by participating entities
beginning on October 14, 2008 and continuing through October 31, 2009. For eligible debt issued by that date, the
FDIC will provide the guarantee coverage until the earlier of the maturity date of the debt or June 30, 2012. The
TAGP offers full guarantee for noninterest-bearing transaction accounts held at FDIC-insured depository
institutions. The unlimited deposit coverage was voluntary for eligible institutions and was in addition to the
$250,000 FDIC deposit insurance per account that was included as part of the EESA. The insured deposit limits are
currently scheduled to return to $100,000 on January 1, 2010, except for certain retirement accounts. The TAGP
coverage became effective on October 14, 2008 and is scheduled to continue for participating institutions until
December 31, 2009. The Bank has elected to participate in the TAGP.

Initially, the TLGP programs, the DGP and TAGP, were provided at no cost for the first 30 days. On November 3,
2008, the FDIC extended the opt-out period to December 5, 2008 to provide eligible institutions additional time to
consider the terms before making a final decision regarding participation in the program. Participants in the DGP are
charged an annualized fee ranging from 50 basis points to 100 basis points (depending on the maturity of the debt
issued) multiplied by the amount of debt issued, and calculated for the maturity period of that debt, or through
June 30, 2012, whichever is earlier. As of December 31, 2008, the Bank has no senior unsecured debt outstanding.
The Company has not determined whether to issue qualifying senior debt securities under the DGP as part of its
liquidity planning for 2009 or thereafter. In addition to the existing risk-based deposit insurance premium paid on
such deposits, TAGP participants will be assessed, on a quarterly basis, an annualized 10 basis points fee on
balances in noninterest-bearing transaction accounts that exceed the existing deposit insurance limit of $250,000.

Financial Stability Plan. On February 10, 2009, the U.S. Treasury announced a Financial Stability Plan
(the “FSP”) as a comprehensive approach to strengthening the financial system and credit crisis. The Plan includes a
Capital Assistance Program (the “CAP”) that is intended to serve as a bridge to raising private capital and to ensure
sufficient capital to preserve or increase lending in a worse-than-expected economic deterioration. Eligibility to
participate in the CAP will be consistent with the criteria for QFI’s under the CPP. Eligible institutions with
consolidated assets in excess of $100 billion will be able to obtain capital under the CAP, subject to a supervisory
review process and comprehensive stress test assessment of the losses that could occur over a two year period in the
future across a range of economic scenarios, including conditions more severe than anticipated or as typically used
in capital planning processes. Eligible institutions with consolidated assets below $100 billion will be able to obtain
capital under the CAP after a supervisory review. As announced, the CAP includes issuance of a convertible
preferred security to the U.S. Treasury at a discount to the participating institution’s stock price as of February 9,
2009, subject to a dividend to be determined. The security instrument will be designed to incentivize institutions to
replace the CAP capital with private capital or redeem it. Institutions participating in the CPP under TARP may also
be permitted to exchange their CPP preferred stock for the convertible preferred CAP security. Among the other
elements of the FSP, is a temporary extension by the FDIC of the TLGP for enhancing financial institution liquidity
to October 31, 2009. On February 25, 2009, the FDIC and other regulatory agencies jointly announced the
commencement of the stress test assessment with the intention to complete the process of assessment not later than
April 2009.

Term Asset-Backed Securities Loan Facility. On March 3, 2009, the U.S. Treasury and the Board of
Governors announced the Term Asset-Backed Securities Loan Facility (the “TALF”). The TALF is one of the
programs under the Financial Stability Plan announced by the U.S. Treasury on February 10, 2009. The TALF is
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intended to help stimulate the economy by facilitating securitization activities which allow lenders to increase the
availability of credit to consumers and businesses. Under the TALF, the Federal Reserve Bank of New York
(“FRBNY™) will lend up to $200 billion to provide financing to investors as support for purchases of certain AAA-
rated asset-backed securities (“ABS”) initially for newly and recently originated auto loans, credit card loans,
student loans, and SBA-guaranteed small business loans anticipated to be funded on March 25, 2009, and rental,
commercial, and government vehicle fleet leases, small ticket equipment, heavy equipment, and agricultural
equipment loans and leases proposed to be funded in April.

ABS fundings will be held monthly beginning on March 25, 2009 through December 2009, or longer if the TALF is
extended. The loan asset classes may be expanded in the future to include commercial mortgages, non-Agency
residential mortgages, and/or other asset classes. Credit extensions under the TALF will be non-recourse loans to
eligible borrowers secured by eligible collateral for a three-year term with interest paid monthly. Any U.S. company
that owns eligible collateral may borrow from the TALF, provided the company maintains an account with a
primary dealer who will act as agent for the borrower and deliver eligible collateral to the FRBNY custodian in
connection with the loan funding. The FRBYN will create a special purpose vehicle (“SPV”) to purchase and
manage any assets received by the FRBYN in connection with the TALF loans.

The U.S. Treasury will provide $20 billion of credit protection to the FRBNY in connection with the TALF through
the Troubled Assets Relief Program (the “TARP”) by purchasing subordinated debt issued by the SPV to finance the
first $20 billion of asset purchases. If more than $20 billion in assets are purchased by the SPV, the FRBNY will
lend additional funds to the SPV to finance such additional purchases. The FRBNY’s loan to the SPV will be senior
to the TARP subordinated loan and secured by all of the assets of the SPV.

Future Legislation and Regulations

Certain legislative and regulatory proposals that could affect FNB Bancorp, First National Bank, and the
banking business in general are periodically introduced before the United States Congress, the California State
Legislature and Federal and state government agencies. It is not known to what extent, if any, legislative proposals
will be enacted and what effect such legislation would have on the structure, regulation and competitive
relationships of financial institutions. It is likely, however, that such legislation could subject FNB Bancorp and First
National Bank to increased regulation, disclosure and reporting requirements, competition, and costs of doing
business.

In addition to legislative changes, the various Federal and state financial institution regulatory agencies
frequently propose rules and regulations to implement and enforce already existing legislation. It cannot be
predicted whether or in what form any such rules or regulations will be enacted or the effect that such regulations
may have on the Company and First National Bank.

ITEM 1A. RISK FACTORS

In addition to the risks associated with the business of banking generally, as described above under Item 1
(Description of Business), the Company’s business, financial condition, operating results, future prospects and stock
price can be adversely impacted by certain risk factors, as set forth below, any of which could cause the Company’s
actual results to vary materially from recent results or from the Company’s anticipated future results.

Extensive Regulation of Banking. The Company’s operations are subject to extensive regulation by Federal, state
and local governmental authorities and are subject to various laws and judicial and administrative decisions
imposing requirements and restrictions on part or all of its operations. The Company believes that it is in substantial
compliance in all material respects with laws, rules and regulations applicable to the conduct of its business.
Because the Company’s business is highly regulated, the laws, rules and regulations applicable to it are subject to
regular modification and change. There can be no assurance that these laws, rules and regulations, or any other laws,
rules or regulations, will not be adopted in the future, which could make compliance much more difficult or
expensive, restrict the Company’s ability to originate, broker or sell loans, further limit or restrict the amount of
commissions, interest or other charges earned on loans originated or sold by the Company, or otherwise adversely
affect the Company’s results of operations, financial condition, or future prospects.

Governmental Fiscal and Monetary Policies. The business of banking is affected significantly by the fiscal and
monetary policies of the federal government and its agencies. Such policies are beyond the control of the Company.
The Company is particularly affected by the policies established by the Board of Governors in relation to the supply
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of money and credit in the United States, and the target federal funds rate. The instruments of monetary policy
available to the Board of Governors can be used in varying degrees and combinations to directly affect the
availability of bank loans and deposits, as well as the interest rates charged on loans and paid on deposits, and this
can and does have a material effect on the Company’s business, results of operations and financial condition.
Federal monetary policy may also affect the longer-term inflation rate which directly affects the national and local
economy.

The Effects of Legislation in Response to Current Credit Conditions. Legislation passed at the federal level and/or
by the State of California in response to current conditions affecting credit markets could cause the Company to
experience higher credit losses if such legislation reduces the amount that borrowers are otherwise contractually
required to pay under existing loan contracts with First National Bank. Such legislation could also result in the
imposition of limitations upon First National Bank’s ability to foreclose on property or other collateral or make
foreclosure less economically feasible. Such events could result in increased loan losses and require a material
increase in the allowance for loan losses and thereby adversely affect the Company’s results of operations, financial
condition, future prospects, profitability and stock price.

Geographic Concentration. All of the business of the Company is located in the State of California and the banking
offices of the Company are located in the Northern California Counties of San Mateo and San Francisco. The
Company and the Bank conduct business primarily in the San Francisco Bay area. As a result, our financial
condition, results of operations and cash flows are subject to changes in the economic conditions in this area. Our
success depends upon the business activity, population, income levels, deposits and real estate activity in these
markets, and adverse economic conditions could reduce our growth rate, or affect the ability of our customers to
repay their loans, and generally impact our financial condition and results of operations. Economic conditions in the
State of California are subject to various uncertainties at this time, including the budgetary and fiscal difficulties
facing the State Government. The Company can provide no assurance that conditions in the California economy will
not deteriorate further or that such deterioration will not adversely affect the Company.

Competition. Increased competition in the market of First National Bank of Northern California (the “Bank”) may
result in reduced loans and deposits. Ultimately, the Bank may not be able to compete successfully against current
and future bank and non bank competitors. Many competitors offer the banking services that are offered by the Bank
in its service area. These competitors include national and super-regional banks, finance companies, investment
banking and brokerage firms, credit unions, government-assisted farm credit programs, other community banks and
technology-oriented financial institutions offering online services. In particular, the Bank’s competitors include
several major financial companies whose greater resources may afford them a marketplace advantage by enabling
them to maintain numerous banking locations and mount extensive promotional and advertising campaigns.
Additionally, banks and other financial institutions with larger capitalization and financial intermediaries not subject
to bank regulatory restrictions have larger lending limits and are thereby able to serve the credit needs of larger
customers. Areas of competition include interest rates for loans and deposits, efforts to obtain deposits, and range
and quality of products and services provided, including new technology-driven products and services.
Technological innovation continues to contribute to greater competition in domestic and international financial
services markets as technological advances, such as Internet-based banking services that cross traditional geographic
bounds, enable more companies to provide financial services. If First National Bank is unable to attract and retain
banking customers, it may be unable to continue its loan growth and level of deposits, which may adversely affect
its and the Company’s results of operations, financial condition and future prospects.

The Effects of Changes to FDIC Insurance Coverage Limits and Assessments. These changes are uncertain and
increased premiums may adversely affect the Company. The FDIC charges insured financial institutions premiums
to maintain the Deposit Insurance Fund. Current economic conditions have increased expectations for bank failures.
In such event, the FDIC would take control of failed banks and guarantee payment of deposits up to applicable
insured limits from the Deposit Insurance Fund. Insurance premium assessments to insured financial institutions
may increase as necessary to maintain adequate funding of the Deposit Insurance Fund.

The Emergency Economic Stabilization Act of 2008 included a provision for an increase in the amount of deposits
insured by the FDIC to $250,000. On October 24, 2008, the FDIC announced the Temporary Liquidity Guarantee
Program that provides unlimited deposit insurance on funds in noninterest-bearing transaction deposit accounts not
otherwise covered by the existing deposit insurance limit of $250,000. All eligible institutions will be covered under
the program for the first 30 days without incurring any costs. After the initial period, participating institutions will
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be assessed a 10 basis point surcharge on the additional insured deposits through the scheduled end of the program,
currently December 31, 2009. Increased premiums will impact the Company’s earnings.

It is not clear how depositors may respond regarding the increase in insurance coverage. Despite the increase, some
depositors may reduce the amount of deposits held at First National Bank if concerns regarding bank failures persist,
which could affect the level and composition of the Bank’s deposit portfolio and thereby directly impact the Bank’s
funding costs and net interest margin. First National Bank’s funding costs may also be adversely affected in the
event that activities of the Federal Reserve Board and the U.S. Treasury to provide liquidity for the banking system
and improvement in capital markets are curtailed or are unsuccessful. Such events could reduce liquidity in the
markets, thereby increasing funding costs to First National Bank or reducing the availability of funds to First
National Bank to finance its existing operations and thereby adversely affect the Company’s results of operations,
financial condition, future prospects, profitability and stock price.

Dependence on Key Officers and Employees. We are dependent on the successful recruitment and retention of
highly qualified personnel. Our ability to implement our business strategies is closely tied to the strengths of our
executive officers who have extensive experience in the banking industry but who are not easily replaced. In
addition, business banking, one of the Company’s principal lines of business, is dependent on relationship banking,
in which First National Bank personnel develop professional relationships with small business owners and officers
of larger business customers who are responsible for the financial management of the companies they represent. If
these employees were to leave First National Bank and become employed by a local competing bank, we could
potentially lose business customers. In addition, we rely on our customer service staff to effectively serve the needs
of our consumer customers. We actively recruit for all open positions and management believes that its relations
with employees are good.

Growth strategy. We have pursued and continue to pursue a growth strategy which depends primarily on generating
an increasing level of loans and deposits at acceptable risk levels. We may not be able to sustain this growth strategy
without establishing new branches or new products. Therefore, we may expand in our current market by opening or
acquiring branch offices or other financial institutions or branch offices. This expansion may require significant
investments in equipment, technology, personnel and site locations. The Company and the Bank may also attempt to
grow through mergers and acquisitions. There can be no assurance that a successful merger or acquisition can be
successfully completed. We cannot assure you of our success in implementing our growth strategy either through
expansion of our existing branch system or through mergers and acquisitions, and there may be significant increases
in our noninterest expenses, without any corresponding balance sheet growth.

Commercial loans. As of December 31, 2008, approximately 16.5% of our loan portfolio consisted of commercial
business loans, which have a higher degree of risk than other types of loans. Commercial lending is dependent on
borrowers making payments on their loans and lines of credit in accordance with the terms of their notes. Our
current economic recession has made it difficult for many commercial borrowers to make their required loan
payments. This credit risk is increased when there is a concentration of principal in a limited number of loans and
borrowers, the mobility of collateral, the effect of general economic conditions and the increased difficulty of
evaluating and monitoring these types of loans. The availability of funds for the repayment of commercial business
loans may be substantially dependent on the success of the business itself and the general economic environment. If
the cash flow from business operations is reduced, the borrower’s ability to repay the loan may be impaired. In
addition, unlike residential mortgage loans, which generally are made on the basis of the borrower’s ability to make
repayment from his or her employment and other income and which are secured by real property whose value tends
to be more easily ascertainable, commercial business loans typically are made on the basis of the borrower’s ability
to make repayment from the cash flow of the borrower’s business. If the Bank is required to repossess equipment or
pursue collection efforts under personal guarantees, there could be a substantial decrease in value of collateral, if
any, increased legal costs, and an increased risk of loss on the amount outstanding.

Real Estate Values. A large portion of the loan portfolio of the Company is dependent on the performance of our
real estate portfolio. At December 31, 2008, real estate (including construction loans) served as the principal source
of collateral with respect to approximately 82.9% of the Company’s loan portfolio. The current substantial decline in
the economy in general, coupled with a continued decline in real estate values in the Company’s primary operating
market areas could have an adverse effect on the demand for new loans, the ability of borrowers to repay
outstanding loans, and the value of real estate and other collateral securing loans. Real estate values have declined,
due in part to reduced construction lending, tighter underwriting requirements, and reduced borrower ability to make
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payments, Real estate loans may pose collection problems, resulting in increased collection expenses, and delays in
the ultimate collection of these loans. In addition, acts of nature, including fires, earthquakes and floods, which may
cause uninsured damage and other loss of value to real estate that secures these loans, may also negatively impact
the Company’s financial condition.

Allowance for Loan and Lease Losses. The Company maintains an allowance for loan losses to provide for loan
defaults and non-performance, but its allowance for loan losses may not be adequate to cover actual loan and lease
losses. In addition, future provisions for loan and lease losses could materially and adversely affect the Company
and therefore the Company’s operating results. The Company’s allowance for loan and lease losses is based on prior
experience, as well as an evaluation of the risks in the current portfolio. The amount of future losses is susceptible to
changes in economic, operating and other conditions, including changes in interest rates that may be beyond the
Company’s control, and these losses may exceed current estimates. Federal regulatory agencies, as an integral part
of their examination process, review the Company’s loans and allowance for loan and lease losses. Although we
believe that the Company’s allowance for loan and lease losses is adequate to cover current losses, we cannot assure
you that it will not further increase the allowance for loan and lease losses or that the regulators will not require it to
increase this allowance. Either of these occurrences could materially and adversely affect the Company’s earnings.

Environmental Liabilities. In the course of our business, we may foreclose and take title to real estate, and could be
subject to environmental liabilities with respect to these properties. We may be held liable to a governmental entity
or third parties for property damage, personal injury, investigation and clean-up costs incurred by these parties in
connection with environmental contamination, or may be required to investigate or clean up hazardous or toxic
substances, or chemical releases at a property. The costs associated with investigations or remediation activities
could be substantial. In addition, as the owner or former owner of a contaminated site, we could become subject to
common law claims by third parties based on damages and costs resulting from environmental contamination
emanating from the property. If we ever become subject to significant environmental liabilities, our business
prospects, financial condition, liquidity, results of operations and stock price could be materially and adversely
affected.

Dilution of Common Stock. Shares of the Company’s common stock eligible for future sale could have a dilutive
effect on the market for common stock and could adversely affect the market price.

The Articles of Incorporation of the Company authorize the issuance of 10,000,000 shares of common stock, of
which 3,030,000 were outstanding at December 31, 2008. Pursuant to its 1997, 2002 and 2008 Stock Option Plans,
at December 31, 2008, the Company had outstanding options to purchase 347,792 shares of common stock. As of
December 31, 2008, 337,386 shares of common stock remained available for grants under the 2008 Stock Option
Plan as well as an additional 27,866 shares under the 2002 Stock Option Plan. The issuance of substantial amounts
of the Company’s newly issued common stock in the public market could adversely affect the market price of the
Company’s common stock. The market for the Company’s common stock is limited. The ability to raise funds in the
future through a stock offering could be difficult.

Operating Losses. The Company is subject to certain operations risks, including, but not limited to, data processing
system failures and errors and customer or employee fraud. The Company maintains a system of internal controls to
mitigate against such occurrences and maintains insurance coverage for such risks, but should such an event occur
that is not prevented or detected by the Company’s internal controls, uninsured or in excess of applicable insurance
limits, it could have a significant adverse impact on the Company’s business, financial condition or results of
operations. Additionally, the Company is dependent on network and computer systems. If these systems and their
back-up systems were to fail or were breached, the Company could be adversely affected.

Business Confidence Uncertainty. Terrorist activities in the future and the actions taken by the United States and its
allies in combating terrorism on a worldwide basis could adversely impact the Company and the extent of such
impact is uncertain. Even more so, the problems in the mortgage and credit markets, the government conservatorship
of Fannie Mae and Freddie Mac, the failure of investment firms such as of Bear, Stearns, and Lehman Brothers, as
well as large write-offs at some major financial institutions have had a ripple effect on the entire financial services
industry, and may continue to do so for some time. Such events have had and may continue to have an adverse effect
on the economy in the Company’s market areas. Such continued economic deterioration could adversely affect the
Company’s future results of operations by, among other matters, reducing the demand for loans and the amounts
required to be reserved for loan losses, reducing the value of collateral held as security for the Company’s loans, and
causing a decline in the Company’s stock price.
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Restrictions in Purchase Agreement with U.S. Treasury. The Purchase Agreement between the Company and the
U.S. Treasury dated February 27, 2009, pursuant to which the Company sold $12 million of the Company’s Series A
Preferred Stock and issued 600 share of the Company’s Series B Preferred Stock (upon exercise of the Warrant
issued to the U.S. Treasury), provides that prior to the earlier of (1) February 27, 2012 and (2) the date on which all
of the shares of the U.S. Treasury Preferred Stock have been redeemed by the Company or transferred by the U.S.
Treasury to third parties, the Company may not, without the consent of the Treasury, (a) declare or pay any dividend
or make any distribution on capital stock or other equity securities of any kind of the Company other than (i) regular
quarterly cash dividends of not more than the amount of the last quarterly cash dividend per share declared, or (ii)
dividends payable solely in shares of common stock, or (b) subject to limited exceptions, redeem, repurchase or
otherwise acquire shares of the Company’s common stock or preferred stock other than the U.S. Treasury Preferred
Stock. In addition, the Company is unable to pay any dividends on the Company’s common stock unless the
Company is current in the Company’s dividend payments on the U.S. Treasury Preferred Stock. These restrictions
could have a negative effect on the value of the Company’s common stock. Dividends paid by the Company on the
shares of U.S. Treasury Preferred Stock will reduce the net income available to the holders of Company common
stock and the Company’s earnings per common share. The holders of the Company’s common stock are entitled to
receive dividends only when, as and if declared by the Company’s Board of Directors. Although the Company has
historically paid stock and cash dividends on the Company’s common stock, the Company is not required to do so
and the Company’s Board of Directors could reduce or eliminate these common stock dividends in the future,
depending on the circumstances. The U.S. Treasury Preferred Stock will also receive preferential treatment in the
event of liquidation, dissolution or winding up of the Company.

Restrictions on Executive Compensation. Pursuant to the terms of the Purchase Agreement, the Company adopted
certain standards for executive compensation and corporate governance. These standards generally apply to the
Company’s Chief Executive Officer, the Chief Financial Officer and the three next most highly compensated senior
executive officers. The standards (1) ensure that incentive compensation for senior executives does not encourage
unnecessary and excessive risks that threaten the value of the financial institution; (2) require “clawback” of any
bonus or incentive compensation paid to a senior executive based on statements of earnings, gains or other criteria
that are later proven to be materially inaccurate; (3) prohibit making golden parachute payments to senior
executives; and (4) confirm agreement not to deduct for tax purposes executive compensation in excess of $500,000
for each senior executive. Pursuant to the American Recovery and Reinvestment Act of 2009, further compensation
restrictions, including significant limitations on incentive compensation and “golden parachute” payments, have
been imposed on the Company’s most highly compensated employees, which could, in the future, make it more
difficult for the Company to retain and recruit qualified personnel.

Federal Home Loan Bank Risk. The failure of the Federal Reserve Bank (“FHLB”) of San Francisco or the national
Federal Home Loan Bank System may have a material negative impact on our earnings and liquidity.

Recently, the FHLB of San Francisco announced that it was suspending dividend payments and suspending capital
repurchases due to the deterioration in the market value of their mortgage-backed securities portfolio. While the
FHLB of San Francisco has announced it does not anticipate that additional capital is immediately necessary, nor
does it believe that its capital level is inadequate to support realized losses in the future, the FHLB of San Francisco
could require its members, including the Bank, to contribute additional capital in order to return the FHLB of San
Francisco to compliance with capital guidelines.

At December 31, 2008, we held $4.4 million of common stock in the FHLB of San Francisco. Should the FHLB of
San Francisco fail, we anticipate that our investment in the FHLB’s common stock would be “other than
temporarily” impaired and may have no value.

At December 31, 2008, we maintained a line of credit with the FHLB of San Francisco equal to 30% of total assets
to the extent the Bank provides qualifying collateral and holds sufficient FHLB stock. At December 31, 2008, we
were in compliance with collateral requirements. We are highly dependent on the FHLB of San Francisco to provide
the primary source of wholesale funding for immediate liquidity and borrowing needs. The failure of the FHLB of
San Francisco or the FHLB System in general, may materially impair our ability to meet our growth plans or to meet
short and long term liquidity demands.
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ITEM 1B. UNRESOLVYED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

FNB Bancorp does not own any real property. Since its incorporation on February 28, 2001, FNB Bancorp
has conducted its operations at the administrative offices of First National Bank, located at 975 El Camino Real,
South San Francisco, California 94080.

First National Bank owns the land and building at 975 El Camino Real, South San Francisco, California
94080. The premises consist of a modern, three-story building of approximately 15,000 square feet and off-street
parking for employees and customers of approximately 45 vehicles. The Buri Buri Branch Office of First National
Bank is located on the ground floor of this three-story building and administrative offices, including the offices of
senior management, occupy the second and third floors.

First National Bank owns the land and two-story building occupied by the Daly City Branch Office (6600
Mission Street, Daly City, CA 94014); the land and two-story building occupied by the Colma Branch Office (1300
El Camino Real, Colma, CA 94014); the land and two-story building occupied by the South San Francisco Branch
Office (211 Airport Boulevard, South San Francisco, CA 94080); the land and two-story building occupied by the
Redwood City Branch Office (700 El Camino Real, Redwood City, CA 94063); the land and two-story building
occupied by the Millbrae Branch Office (1551 El Camino Real, Millbrae, CA 94030); the land and single-story
building occupied by the Half Moon Bay Branch Office (756 Main Street, Half Moon Bay, CA 94019); and the land
and two-story building occupied by the Pescadero Branch Office (239 Stage Road, Pescadero, CA 94060). All
properties include adequate vehicle parking for customers and employees.

First National Bank leases premises at 1450 Linda Mar Shopping Center, Pacifica, California 94044, for its
Linda Mar Branch Office. This ground floor space of approximately 4,100 square feet is leased from Fifty
Associates and Demartini/Linda Mar, LLC. The lease term is 10 years and expires on September 1, 2009.

First National Bank leases premises at 210 Eureka Square, Pacifica, California 94044, for its Eureka Square
Branch Office. This ground floor space of approximately 3,000 square feet is leased from Joseph A. Sorci and
Eldiva Sorci. The lease term is for 5 years, commencing January 1, 1995, with two 5-year options to extend the lease
term, the second of which has been exercised and expires on December 31, 2009.

First National Bank leases premises at 65 Post Street, San Francisco, CA 94104, for its Financial District
Office. The current lease term expires April 30, 2013, with one 5-year option to extend the lease remaining. The
location consists of approximately 2,826 square feet of street level, 1,322 square feet of basement, and 1,077 square
feet of mezzanine space.

First National Bank leases premises at 6599 Portola Drive, San Francisco, CA 94127, for its Portola Office.
The current lease expires June 30, 2009, and has a remaining 5-year option to extend the lease. The location consists
of approximately 1,325 square feet of street level space.

First National Bank leases premises at 150 East Third Avenue, San Mateo, CA 94401, for its San Mateo
Branch Office. The current lease term, expires July 31, 2013. It has one remaining five-year option to extend the
lease. The location consists of approximately 4,000 square feet of ground floor usable commercial space.

First National Bank leases a warehouse facility at 450 Cabot Road, South San Francisco, CA 94080. The
lease term is for 5 years and one half month, and will expire February 28, 2011. The facility consists of
approximately 7,600 square feet of office/warehouse space.

The foregoing summary descriptions of leased premises are qualified in their entirety by reference to the
full text of the lease agreements listed as exhibits to this report.
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ITEM 3. LEGAL PROCEEDINGS

There are no material legal proceedings adverse to the Company or First National Bank to which any
director, officer, affiliate of the Company, or 5% shareholder of the Company, or any associate of any such director,
officer, affiliate or 5% shareholder of the Company are a party, and none of the foregoing persons has a material
interest adverse to the Company or First National Bank.

From time to time, the Company and/or First National Bank are a party to claims and legal proceedings
arising in the ordinary course of business. The Company’s management is not aware of any material pending legal
proceedings to which either it or First National Bank may be a party or has recently been a party, which will have a
material adverse effect on the financial condition or results of operations of the Company and First National Bank,
taken as a whole.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None in the fourth quarter.
PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Since March 18, 2002, the common stock of the Company has been quoted on the OTC Bulletin Board
under the trading symbol, “FNBG.OB.” There has been limited trading in the shares of common stock of the
Company. On February 28, 2009, the Company had approximately 700 shareholders of common stock of record.

The following table summarizes sales of the Common Stock of FNB Bancorp during the periods indicated
of which management of the Bank has knowledge, including the approximate high and low bid prices during such
periods and the per share cash dividends declared for the periods indicated. All information has been adjusted to
reflect 5% stock dividends effected on December 14, 2007 and on December 15, 2008. The prices indicated below
reflect inter-dealer prices, without retail mark-up, mark-down or commission and may not necessarily represent
actual transactions.

Bid Price of FNB
Bancorp Cash
Common Stock Dividends
High Low Declared (1)
2007
FITSt QUATET ...ttt ettt ee e aneens $35.3351 $333506 $ 0.15
SeCONd QUATTET ..ottt ettt ettt erere e sae e 34.7288 33.5160 0.15
Third QUATET ......cccoviriiiiieieeeeee ettt ar e 33.6263 30.6495 0.15
Fourth QUATter ..........ccooiiiniireee e 30.5025 25.7250 0.15
2008
FIrst QUATTET.....c..cotitiviiieieieeecie ettt e b et e $ 244650 $21.5250 $ 0.15
Second QUATLET ........cceviriieiiririeieteet ettt et enes 23.1000 16.2750 0.15
Third QUATTET ......evieieierierieieiiee ettt 16.9050 11.5500 0.15
Fourth QUarter ..........c.ccocniiiininiererr et 13.0000 10.1500 0.15

(1) See Item 1, “Limitations on Dividends,” above, for a description of the limitations applicable to the payment
of dividends by FNB Bancorp.
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STOCK PERFORMANCE GRAPH

Set forth below is a line graph comparing the annual percentage change in the cumulative total return on
FNB Bancorp Common Stock with the cumulative total return of the SNL Securities Index of Pink Banks (asset size
of over $500 million) and the Russell 2000 Index as of the end of each of the last five fiscal years.

The graph assumes that $100.00 was invested on December 31, 2003 in FNB Bancorp Common Stock and
each index, and that all dividends were reinvested. Returns have been adjusted for any stock dividends and stock

splits declared by FNB Bancorp. Shareholder returns over the indicated period should not be considered indicative
of future shareholder returns.

I FNB Bancorp
Total Return Performance
200 |
—— FNB Bancorp
175 4~ —#— Russell 2000
i SNL Bank Pink > $500M
150
125
> !
.3 ;
g 100 ‘\ “
75 \
50 ..
25 + 4 + }
12131003 1213104 12/31005 12/31/08 12/31/07 12131/08
Period Ending
Index 12/31/03  12/31/04  12/31/05  12/31/06  12/31/07  12/31/08
FNB Bancorp........ccccoveeveeurereenrenens. 100.00 122.27 128.50 131.20 98.73 53.86
Russell 2000 .....oveeeeeeeeereeeeeeeeenn, 100.00 118.33 123.72 146.44 144.15 95.44
SNL Bank Pink > $500M Index ........ 100.00 116.97 124.48 136.58 125.85 91.32

ISSUER PURCHASES OF EQUITY SECURITIES

On August 24, 2007, the Board of Directors of the Company authorized a stock repurchase program which
calls for the repurchase of up to five percent (5%) of the Company’s then outstanding 2,863,635 shares of Common
Stock, or 143,182 shares. There were no repurchases during the quarter ended December 31, 2008. There were
10,457 shares remaining that may be purchased under this Plan as of December 31, 2008. Effective February 27,
2009, based on the Purchase Agreement with the U. S. Treasury, the Company may not repurchase Company
common stock so long as the Treasury’s Preferred Stock investment is outstanding.
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ITEM 6 - SELECTED FINANCIAL DATA

The following table presents a summary of selected financial information that should be read in conjunction
with the Company’s consolidated financial statements and notes thereto included under item 8 - “FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA.”

At and for the years ended December 31,

Dollar amounts in thousands, except
per share amounts and ratios 2008 2007 2006 2005 2004

STATEMENT OF INCOME DATA

Total interest income $ 39,427 $ 42290 § 37,196  $ 30,732 $ 24,046

Total interest expense ... 11,507 13,657 9,821 5,533 2,533
Net interest income ............... 27,920 28,633 27,375 25,199 21,513

Provision for loan losses 3,045 690 683 628 408
Net interest income after provision for

102N 10SSES v.ovvvevvieeiieeeceeeieeseeee e 24,875 27,943 26,692 24,571 21,105
Total noninterest income ............. 5,043 4,300 6,259 3,841 3,787
Total noninterest expenses 25,344 23,182 21,760 20,255 18,627
Earnings before taxes ..........c.ccccoeeuveunennn. 4,574 9,061 11,191 8,157 6,265
Income tax exXpense .........cccceeevvervenirnnenns 611 2,382 3,609 2,429 1,577
Net €arnings ........ccocveveeveererveeerereereereenens 3 3963 § 6,679 $ 7,582 $ 5728 % 4,688
PER SHARE DATA - see note (1)
Net earnings per share:

Basic ..o $ 1.29  § 213§ 242§ 1.83 §$ 1.48

Diluted .....coocovirriennnen, e $ 128  $ 210§ 237 $ 1.80 § 1.45
Cash dividends per share ........................ $ 060 $ 060 $ 0.60 $ 060 $ 0.60
Weighted average shares outstanding:

Basic ..o 3,077,000 3,139,000 3,133,000 3,122,000 3,171,000

Diluted ....coooveriiriieerene 3,099,000 3,173,000 3,203,000 3,181,000 3,222,000
Shares outstanding at period end ........... 3,030,000 2,965,000 2,853,000 2,700,000 2,586,000
Book value per share .......c.cooevvvvveeennnene $ 2249 § 2244 § 2175 8 2046 $ 20.35
BALANCE SHEET DATA
Investment Securities ...........cc.cooveeueenenn. 99,221 94,432 94,945 113,463 102,823
Net1oans .....ccocecevviriienniceee 497,984 489,574 419,437 380,224 341,107
Allowance for loan losses . 7,075 5,638 5,002 4,374 3,133
Total assets 660,957 644,465 581,270 569,314 490,255
Total deposits .... 500,910 499,255 481,567 507,544 413,253
Shareholders’ equity .......ccccovvevvmnnn.e. 68,149 66,545 62,063 55,243 52,629
SELECTED PERFORMANCE DATA
Return on average assets 0.60% 1.07% 1.32% 1.08% 1.02%
Return on average equity 5.87% 10.39% 12.86% 10.75% 8.94%
Net interest margin ..........c.c.oooeveveevennnn. 4.75% 5.05% 5.26% 5.27% 5.14%
Average loans as a percentage of average

depOSILS .c.coeririrriiieeeee e, 97.93% 91.74% 78.92% 77.80% 79.98%
Average total stockholders’ equity as a

percentage of average total assets ....... 10.25% 10.31% 10.25% 10.06% 11.37%
Dividend payout ratio .........cccccevereirnnnn, 44.71% 25.69% 21.43% 26.92% 32.55%
SELECTED ASSET QUALITY

RATIOS
Net loan charge-offs to average loans...... 0.32% 0.01% 0.01% 0.02% 0.13%
Allowance for loan losses/Total Loans ... 1.40% 1.14% 1.18% 1.14% 0.91%
CAPITAL RATIOS
Total risk-based capital 11.86% 11.47% 12.00% 11.59% 13.50%
Tier 1 risk-based capital 10.67% 10.52% 11.05% 10.67% 12.69%
Tier 1 leverage capital ........cccccooveverenenn. 9.70% 9.89% 10.08% 9.50% 10.72%

(1) per share data has been adjusted for stock dividends.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS OF FNB BANCORP AND SUBSIDIARY

Critical Accounting Policies And Estimates

Management’s discussion and analysis of its financial condition and results of operations are based upon
the Company’s financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these financial statements requires the Company to
make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. On an on-going basis, the Company evaluates its estimates,
including those related to its loans and allowance for loan losses. The Company bases its estimates on current
market conditions, historical experience and on various other assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions. All adjustments that, in the opinion of management, are necessary for a fair
presentation for the periods presented have been reflected as required by Regulation S-X, Rule 10-01. The Company
believes the following critical accounting policy requires significant judgments and estimates used in the preparation
of the consolidated financial statements.

Allowance for Loan Losses

The allowance for loan losses is periodically evaluated for adequacy by management. Factors considered
include the Company’s loan loss experience, known and inherent risks in the portfolio, current economic conditions,
known adverse situations that may affect the borrower’s ability to repay, regulatory policies, and the estimated value
of underlying collateral. The evaluation of the adequacy of the allowance is based on the above factors along with
prevailing and anticipated economic conditions that may impact borrowers’ ability to repay loans. Determination of
the allowance is part objective and part a subjective judgment by management given the information it currently has
in its possession. Adverse changes in any of these factors or the discovery of new adverse information could result
in higher charge-offs and loan loss provisions.

Goodwill

Goodwill arises from the Company’s purchase price exceeding the fair value of the net assets of an
acquired business. Goodwill represents the value attributable to intangible elements acquired. The value of goodwill
is supported ultimately by profit from the acquired business. A decline in earnings could lead to impairment, which
would be recorded as a write-down in the Company’s consolidated statements of income. Events that may indicate
goodwill impairment include significant or adverse changes in results of operations of the acquired business or asset,
economic or political climate; an adverse action or assessment by a regulator; unanticipated competition; and a
more-likely-than-not expectation that a reporting unit will be sold or disposed of at a loss.

Other Than Temporary Impairment

The decline in the fair value of any security in the Company’s investment portfolio that is considered other
than temporarily impaired is written down with a charge to noninterest income in the period in which the
impairment occurs in an amount that equals the book value less the fair value of the security. There are many factors
that are considered before an other than temporary impairment is recorded. These factors include the length of time
and the extent to which market value has been less than cost, reasons for decline in market price — whether an
industry issue or issuer specific, changes in the general market condition of the area or issuer’s industry, the issuer’s
financial condition, capital strength, ability to make timely future payments and any changes in agencies ratings that
drop the security’s rating below investment grade and any potential legal actions.

Provision for Income Taxes

The Company is subject to income tax laws of the United States, its states, and municipalities in which it
operates. The Company considers its income tax provision methodology to be critical, as the determination of
current and deferred taxes based on complex analyses of many factors including interpretation of federal and state
laws, the difference between tax and financial reporting bases of assets and liabilities (temporary differences),
estimates of amounts due or owed, the timing of reversals of temporary differences and current financial standards.
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Actual results could differ significantly from the estimates due to tax law interpretations used in determining the
current and deferred income tax liabilities. Additionally, there can be no assurances that estimates and
interpretations used in determining income tax liabilities may not be challenged by federal and state taxing
authorities.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board (“FASB”) announced that it had revised Statement
141, Business Combinations, with 141(R). The revised Statement No. 141 was written to improve the relevance,
representational faithfulness and comparability of the information that a reporting entity provides in its financial
reports about a business combination and its effects. This Statement establishes principles and requirements for how
the acquirer:

a. Recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, and any noncontrolling interest in the acquiree

b. Recognizes and measures the goodwill acquired in the business combination or a gain from a
bargain purchase

c. Determines what information to disclose to enable users of the financial statements to evaluate the
nature and financial effects of the business combination

This Statement applies prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. The Company does not
expect this Standard to have a material effect on the Company’s financial statements.

In December 2007, the Financial Accounting Standards Board (“FASB™) issued Statement No. 160,
“Noncontrolling Interest in Consolidated Financial Statements — an amendment of ARB No. 51.” Statement No. 160
clarifies reporting and disclosure requirements related to noncontrolling interest included in an entity’s consolidated
financial statements. This Statement clarifies that noncontrolling interests are to be reported in the noncontrolling
section of the balance sheet and requires net income to include amounts from both the parent and the noncontrolling
interest. This Statement also requires the parent company to recognize a gain or loss in net income when a
subsidiary is deconsolidated. This Statement is effective for fiscal years (and interim periods within those years),
beginning on or after December 15, 2008. The Company will apply this Statement prospectively and does not expect
the Statement to have a material impact on the Company’s financial statements.

In March, 2008, the Financial Accounting Standards Board (“FASB”) issued Statement No. 161
“Disclosures About Derivative Instruments and Hedging Activities — an amendment of FASB Statement No. 133.”
Statement No. 161 changes the disclosure requirements for derivative instruments and hedging activities by
requiring enhanced disclosures about (a) how and why an entity uses derivative instruments, (b) how derivative
instruments and related hedged items are accounted for, and (c) how derivative instruments and related hedged items
affect an entity’s financial position, financial performance and cash flows. This statement is effective for fiscal years
and interim periods beginning after November 15, 2008. The Company does not expect this Standard to have a
material impact on the Company’s financial statements.

In May, 2008 the Financial Accounting Standards Board (“FASB”) issued Statement No. 162 “The Hierarchy of
Generally Accepted Accounting Principles.” This new standard is intended to improve financial reporting by
identifying a consistent framework, or hierarchy, for selecting accounting principles to be used in preparing financial
statements that are presented in conformity with U. S. generally accepted accounting principles (GAAP) for
nongovernmental entities. This Statement becomes effective 60 days following the SEC’s approval of the Public
Company Oversight Board amendments to AU Section 411, The Meaning of Present Fairly in Conformity With
Generally Accepted Accounting Principles. The Company does not expect this Standard to have a material impact
on the Company’s financial statements.
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Earnings Analysis

Net earnings in 2008 were $3,963,000, a $2,716,000 or a 40.7% decrease from 2007 earnings of
$6,679,000. Earnings for the year 2007 decreased $903,000 or 11.9% from year 2006 earnings of $7,582,000. The
principal source of earnings is interest income on loans. The Federal Open Market Committee made a series of
significant reductions in the intended federal funds rate in 2008, with a 4.25% rate on January 1, 2008, ending with a
target rate of 0% to 0.25% on December 16, 2008.

Basic earnings per share were $1.29 in 2008, $2.13 in 2007 and $2.42 in 2006. Diluted earnings per share
were $1.28 in 2008; $2.10 in 2007; and $2.37 in 2006.

Net interest income for 2008 was $27,920,000, a decrease of $713,000 or 2.5% from 2007. In 2007 it was
$28,633,000, an increase of $1,258,000 or 4.6% from 2006. Interest income was $39,531,000 in 2008, a decrease of
$2,759,000 or 6.5% from 2007. Interest income was $42,290,000 in 2007, an increase of $5,094,000 or 13.7% over
2006. The decrease in net interest income was caused by a decrease in the interest rate on earning assets which
exceed the decrease in the interest rate on interest bearing liabilities, reflecting the actions of the Federal Open
Market Committee, mentioned above. Most of the interest earning assets are tied to the prime lending rate, which
adjusts immediately, whereas most of the interest-bearing liabilities adjust on a lagged basis, particularly in the case
of time deposits, which change only at maturity. An increase in the volume of loans in nonaccrual status of
$2,637,000 during 2008 also contributed to the decline. Average interest earnings assets in 2008 were $598,399,000,
an increase of $31,154,000 or 5.5% over 2007. Average interest earning assets in 2007 were $567,245,000, an
increase of $46,315,000 or 8.9% over 2006. The yield on interest earning assets decreased 79 basis points in 2008
compared to 2007. The yield on interest earning assets increased 32 basis points in 2007 compared to 2006. The
principal earning assets were loans, and average loans outstanding increased $30,100,000 in 2008 versus 2007, and
$80,269,000 in 2007 versus 2006, while their yield decreased 100 basis points in 2008 versus 2007, and decreased
10 basis points in 2007 versus 2006.

Interest expense for 2008 was $11,507,000 compared to $13,657,000 for 2007, a decrease of $2,150,000 or
15.7%. It increased by $3,836,000 in 2007 over 2006, or 39.1%. The decrease in interest expense during 2008 and
2007 was caused by rate decreases on deposits, as rates followed the declines in prevailing short term market interest
rates. The Federal Open Market Committee intended federal funds rate was 4.25% on December 31, 2007. By
December 31, 2008, that rate had been reduced to a target of 0% to 0.25%. No new branches or significant product
lines were added during 2008. Average interest bearing liabilities were $463,546,000 in 2008, $426,354,000 in 2007
and $386,254,000 in 2006. This represented an increase of $37,192,000 in 2008 over 2007, or 8.7%, and an increase
of $40,100,000 or 10.4% in 2007 compared to 2006. The cost of these liabilities decreased 72 basis points in 2008
compared to 2007, and increased 66 basis points in 2007 compared to 2006. The principal cost was in time deposits,
which decreased 113 basis points in 2008 compared to 2007, and increased 78 basis points in 2007 compared to
2006.
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Net Interest Income

Net interest income is the difference between interest yield generated by earning assets and the interest
expense associated with the funding of those assets. Net interest income is affected by the interest rate earned or
paid and by volume changes in loans, investment securities, deposits and borrowed funds.

TABLE 1

(Dollar amounts in thousands)
INTEREST EARNING ASSETS
Loans, gross (1) (2)
Taxable securities (3)
Nontaxable securities (3) ...
Federal funds sold .............
Total interest earning assets ...

NONINTEREST EARNING ASSETS:

Cash and due from banks .............ccooverererrnans

Premises and equipment .

Other assets ..........c..........
Total noninterest earning assets .

TOTAL ASSETS ...cocviriinirecerere s

INTEREST BEARING LIABILITIES:

Deposits:

Demand, interest bearing ....

Money market ...

Savings ......

Time deposits ...

Fed Home Loan Bank advances

Fed funds purchased .
Total interest bearing liabilities .................

NONINTEREST BEARING LIABILITIES:
Demand deposits .
Other liabilities ....
Total noninterest bearing labilities ..

Total liabilities
Stockholders’ equity ....

TOTAL LIABILITIES AND
STOCKHOLDERS’ EQUITY ..o

NET INTEREST INCOME AND MARGIN
ON TOTAL EARNING ASSETS (4) ........

Net Interest Income and Average Balances

Year ended December 31

(1) Interest on non-accrual loans is recognized into income on a cash received basis.

2008 2007 2006
Interest Average Interest Average Interest Average
Average Income Yield Average Income Yield Average Income Yield
Balance  (Expense)  (Cost) Balance  (Expense)  (Cost) Balance (Expense)  (Cost)
$ 497,532 § 35515 7.14% $ 467,432 $ 38,035 8.14% $ 387,163 § 31,898 8.24%
53,328 2,248 4.22% 34,323 1,733 5.05% 62,354 2,595 4.16%
42,809 2,044 4.77% 56,080 2,643 4.71% 57,580 2,664 4.63%
4,730 106 2.24% 9,410 487 5.18% 13,833 683 4.94%
$598,399 § 39913 6.67% $ 567,245 § 42,898 7.56% $ 520,930 § 37,840 7.26%
$ 17,155 $ 17487 $ 19,384
13,648 13,735 12,875
$ 28,906 24,924 21,927
$ 59,709 $ 56,146 $ 54,186
$ 658,108 $ 623,391 $ 575,116
$ 59472 % 329 0.55% $ 59,491 § 416 0.70% § 62,382 § 338 0.54%
140,177 3,259 2.32% 136,672 4,656 3.41% 119,779 3,423 2.86%
46,695 127 0.27% 48,633 247 0.51% 53,965 264 0.49%
142,895 4,689 3.28% 140934 6,210 441% 132,497 4,814 3.63%
73,777 3,084 4.18% 39,482 2,070 5.24% 15,863 880 5.55%
530 19 3.58% 1,142 58 5.08% 1,768 102 5.77%
$ 463,546 $§ 11,507 248% §$426354 $ 13,657 3.20% $ 386,254 $§ 9,821 2.54%
118,784 123,766 121,957
8,290 8,977 7,944
$ 127,074 $132,743 $ 129,901
$ 590,620 $ 559,097 $ 516,155
$ 67488 $ 64,294 $ 58961
$ 658,108 $ 623,391 $ 575,116
$ 28,406 4.75% $ 29,241 5.15% $§ 28019 5.38%

(2) Amounts of interest earned included loan fees of $1,425,000, $1,593,000 and $1,445,000 for the years ended
December 31, 2008, 2007 and 2006, respectively.

(3) Tax equivalent adjustments recorded at the statutory rate of 34% that are included in the nontaxable securities
portfolio are $481,000, $608,000 and $625,000 for the years ended December 31, 2008, 2007 and 2006,
respectively, and were derived from nontaxable municipal interest income. Tax equivalent adjustments recorded at
the statutory rate of 34% that are included in taxable securities portfolio were created by a dividends received
deduction of $5,000, $0 and $19,000 in the years ended December 31, 2008, 2007 and 2006, respectively.

(4) Net interest margin is computed by dividing net interest income by total average interest earning assets.
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The following table analyzes the dollar amount of change in interest income and expense and the changes in dollar
amounts attributable to (a) changes in volume (changes in volume at the current year rate), (b) changes in rate
(changes in rate times the prior year’s volume) and (c) changes in rate/volume (changes in rate times changes in
volume). In this table, the dollar change in rate/volume is prorated to volume and rate proportionately.

TABLE 2
Rate/Volume Variance Analysis
Year Ended December 31
2008 compared to 2007 2007 compared to 2006
Increase (decrease) Increase (decrease)

Interest Interest

Income/ Variance Income/ Variance

Expense Attributable To Expense Attributable To
(Dollar amounts in thousands) Variance Rate Volume  Variance Rate Volume
INTEREST EARNING ASSETS:
LOANS ....vieviivieieciiete st $ 2,520) ($ 4,669) $ 2,149 $ 6,137 ($ 394 §$ 6,531
Taxable SeCurities .........ccovvevvereiveerinennenn. 515 (444) 959 (862) 305 (1,167)
Nontaxable securities............ooveevvreeeennens (599) 27 (626) 21 48 (69)
Federal funds sold..........ccccovvevvenurrnnnnnne (381) (276) (105) (196) 33 (229)

Total ..o ($ 2985 (% 5362) $ 2377 $ 5058 $ -8 § 5,066
INTEREST BEARING LIABILITIES:
Demand deposits...........ccceveereecveeennnnne. 6 87) (3§ 87) $ — 3 78 $ 94 (8 16)
Money market.........coceeeereereniienieicncene (1,397) (1,478) 81 1,233 658 575
Savings deposits .......cc.ceeevvveeneenieenennens (120) (115) (5) a7n 10 27)
Time deposits.......occeeverererrerieniencrneae (1,521) (1,607) 86 1,396 1,089 307
Federal Home Loan Bank advances ....... 1,014 (420) 1,434 1,190 48) 1,238
Federal funds purchased ...........ccccccccee.. 39) 17 (22) (44) (12) (32)
TOtal ..ot $ 2,150) ($ 3,724) $ 1574 $ 383 $ 1,791 § 2,045

NET INTEREST INCOME.................... (3 835) ($ 1,638) $ 803 $ 1,222 (§ 1,799) § 3,021

In 2008, net interest income represented 84.70% of net revenue (net interest income plus noninterest
income) compared to 86.94% in 2007 and 81.39% in 2006. The net interest margin on average earning assets was
4.75% in 2008 compared to 5.05% in 2007 and 5.26% in 2006. The average rate earned on interest earning assets
was 6.67% in 2008, up from 7.46% in 2007, and 7.14% in 2006. The average cost for interest-bearing liabilities was
2.48% in 2008 compared to 3.20% in 2007 and 2.54% in 2006.

As mentioned above under the heading “Earnings Analysis”, there were increases in the prime lending rate
during 2006, followed by decreases from 8.25% at the end of 2006 to 7.25% at the end of 2007, and 3.25% at the
end of 2008, as a result of action by the Federal Open Market Committee of the Federal Reserve, which affected
interest-bearing assets and interest-bearing liabilities.
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Yield on average loans was 7.14% in 2008, 8.14% in 2007 and 8.24% in 2006. Interest on average taxable
securities was 4.22% in 2008, 5.05% in 2007, and 4.13% in 2006. Interest on average nontaxable securities was
4.77% in 2008, 3.63% in 2007 and 3.54% in 2006. Interest on average federal funds sold was 2.24% in 2008, 5.18%
in 2007 and 4.94% in 2006. Interest on average total interest earning assets was 6.67% in 2008, 7.46% in 2007 and
7.14% in 2006. On the expense side, interest on average interest bearing demand deposits was 0.55% in 2008,
0.70% in 2007 and 0.54% in 2006. Interest on average money market accounts was 2.32% in 2008, 3.41% in 2007
and 2.86% in 2006. Interest on average savings accounts was 0.27% in 2008, 0.51% in 2007 and 0.49% in 2006.
Interest on average time deposits was 3.28% in 2008, 4.41% in 2007 and 3.63% in 2006. Interest on average Federal
Home Loan Bank advances was 4.18% in 2008, 5.24% in 2007 and 5.55% in 2006. Interest on federal funds
purchased was 3.58% in 2008, 5.08% in 2007 and 5.77% in 2006. Interest on average total interest bearing liabilities
was 2.48% in 2008, 3.20% in 2007 and 2.54% in 2006.

Allowance For Loan Losses

The Bank has the responsibility of assessing the overall risks in its loan portfolio, assessing the specific loss
expectancy, and determining the adequacy of the loan loss reserve. The level of reserves is determined by internally
generating credit quality ratings, reviewing economic conditions in the Bank’s market area, and considering the
Bank’s historical loan loss experience. The Bank is committed to maintaining adequate reserves, identifying credit
weaknesses by consistent review of loans, and maintaining the risk ratings and changing those risk ratings in a
timely manner as circumstances change.

During 2006, the Bank transferred a portion of the allowance for loan losses to establish a reserve for
unfunded loan commitments in a separate account in Other Liabilities. The Allowance for Loan Losses in Table 3
has been reclassified for prior years to agree with the current year presentation.

Real estate loans outstanding increased by $961,000 in 2008 compared to 2007. They increased by
$33,395,000 in 2007 compared to 2006. The proportion of the Allowance for Loan Losses attributable to real estate
loans was $4,712,000 in 2008 compared to $3,669,000 in 2007, and $3,864,000 in 2006. Real estate loans in 2008
remained nearly the same as in 2007, reflecting tighter underwriting standards that were imposed during 2008
coupled with the fact that there were fewer loans available that met those standards. We priced our loans
competitively, but did not discount our loans in order to attract new business. The real estate loan growth in 2007
and 2006 was primarily the result of increased market penetration within our existing market area. The perceived
risk in the Real Estate loan portfolio had decreased slightly in 2006 and 2007. The reserve allocated to these loans
was increased in 2008, to mitigate the risk involved in the current markets. We experienced increased loan charge-
offs and non accrual loans during 2008. The credit quality of our underlying collateral also deteriorated during 2008,
necessitating an increased provision for loan losses.

The allowance for loan losses totaled $7,075,000, $5,638,000 and $5,002,000 at December 31, 2008, 2007,
and 2006, respectively. This represented 1.40%, 1.14% and 1.18% of total loans outstanding on those dates. These
balances reflect amounts that, in management’s judgment, are adequate to provide for probable loan losses based on
the considerations listed above. During 2008, the provision for loan losses was $3,045,000, and the charge-offs were
$1,788,000. During 2007, the provision for loan losses was $690,000, and the charge-offs were $80,000. In 2006,
the provision for loan losses was $683,000, while charge-offs were $59,000.

TABLE 3
Allocation of the Allowance for Loan Losses
(Dollar amounts in thousands)
2008 2007 2006 2005 2004
Percent Percent Percent Percent Percent
of loans of loans of loans of loans of loans
in each in each in each in each in each
category category category category category
to total to total to total to total to total
Amount  Loans Amount  Loans Amount  Loans Amount  Loans Amount  Loans
Real Estate.................. $ 4,712 69.9% $ 3,669 71.1% $ 3,864 749% $ 3,373 78.5% 8§ 1,940 73.9%
Construction ... 1,388 13.0% 1,576 11.6% 539 8.7% 365 6.8% 755 8.4%
Commercial .... 932 16.5% 370 16.6% 582 15.6% 611 13.8% 415 17.0%
Consumer........ 43 0.6% 23 0.7% 17 0.8% 25 0.9% 23 0.7%
Total...cccovveerereriennane $ 7,075 100.0% $ 5,638 100.0% $ 5,002 100.0% $ 4,374 100.0% $ 3,133 100.0%
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Table 4 summarizes transactions in the allowance for loan losses and details the charge-offs, recoveries and
net loan losses by loan category for each of the last five fiscal years ended December 31, 2008. The amount added to
the provision and charged to operating expenses for each period is based on the risk profile of the loan portfolio.

TABLE 4
Allowance for Loan Losses
Historical Analysis
For the year ended December 31,

(Dollar amounts in thousands) 2008 2007 2006 2005 2004
Balance at Beginning of Period.................. $ 5638 $ 5002 $ 4374 $ 3,133 § 3,155
Provision for Loan LosSes ........ccceeevvevennnn 3,045 690 683 628 408
Charge-offs:
Real Estate.........ccooevevuieeevieiiieeiee e (493) (48) 0 (70) (383)
Commercial ........cccceeevvvveeiiinneiirireeeeeineeen, (1,284) (19) 49) (34) 31
(070) 111111113 U (11) (13) (10) (6) 17

TOtal ..oooviieieiieieecee e (1,788) (80) (59) (110) (431)
Recoveries:
Real Estate........ccooovvvvevivviiivcvinreinee v, 36 15 — — —
Commercial .......cceeeeeiiiiiieieeeeee s 144 10 3 22 —
[010)0 1100111 U — 1 1 1 1

TOtal .coveeviiiiieieeeieteccreecree e 180 26 4 23 1
Net Charge-offs .....ccvveverevvenienenecieeeen (1,608) (54) (55) (87) (430)
Allowance acquired in business

CcoOMbINAtION........coeevviiieeeeiieere e — — — 700 —
Balance at End of Period ........cc.ocovenen. $ 7,075 §$ 5638 $ 5002 § 4374 $ 3,133
Percentages
Allowance for loan losses/total loans ........ 1.40% 1.14% 1.18% 1.14% 0.92%
Net charge-offs/real estate loans................ 0.14% 0.01% 0.00% 0.02% 0.15%
Net charge-offs/commercial loans............. 1.37% 0.01% 0.07% 0.02% 0.05%
Net charge-offs/consumer loans ................ 0.35% 0.33% 0.27% 0.15% 0.62%
Net charge-offs/total loans........c..ccuenee. 0.32% 0.01% 0.01% 0.02% 0.13%
Allowance for loan losses/non-

performing loans ...........cooevevverceeiecnennne 50.17%  49.18% 190.33%  25729.41% 111.97%

The increase in charge-offs during 2008 is primarily related to problems related to specific borrowers rather than
problems with a specific segment of the loan portfolio. In particular, borrowers who had exposure to real estate
projects outside of San Mateo and San Francisco counties were identified as having a relatively higher risk profile
than those operating solely in these two counties. If real estate values continue to decline in the future, an increase in

our allowance for loan losses may be warranted.

Non-performing Assets.

Non-performing assets consist of nonaccrual loans, foreclosed assets, and loans that are 90 days or more
past due but are still accruing interest. The accrual of interest on non-accrual loans is discontinued when, in
management’s opinion, the borrower may be unable to meet payments as they become due. For the years ended
December 31, 2008, 2007 and 2006, had non-accrual loans performed as agreed, approximately $692,000, $547,000,
and $70,000, respectively, would have accrued in additional interest.
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Table 5 provides a summary of contractually past due loans for the most recent five years. Nonperforming
loans were 1.8% of total loans at December 31, 2008 compared to 2.4% of total loans at December 31, 2007.
Nonperforming loans were 2.4% of total loans at December 31, 2007 compared to 0.6% of total loans at December
31, 2006. Management believes the current list of past due loans are collectible and does not anticipate significant
losses. Nonperforming loans at December 31, 2008 include five Real Estate loans compared to four Real Estate
loans at December 31, 2007. The one nonperforming Real Estate loan at the end of 2006 has since paid off.

TABLE 5
Analysis of Nonperforming Assets
Year ended December 31

(Dollar amounts in thousands) 2008 2007 2006 2005 2004
Accruing loans 90 days or more .........c.ccceveveerene. $ — 8 — 8 —  $ — 8 —
Nonaccrual 10ans ...........coevvevvveeivienieeneeceee e, 14,102 11,465 2,628 17 2,798
Other real estate owned ...........cooovvvevevveeeiiniieneennn, 3,557 440 — — —
TOtAL.ocviriciieecr ettt $17659 $11905 §$§ 2,628 § 17 § 2,798

There was no commitment to lend additional funds to any customer whose loan was classified as nonperforming at
December 31, 2008, 2007 or 2006.

Nonaccrual loans at December 31, 2008 consist of several single family residence loans and commercial loans as
well as some commercial real estate loans. The Bank is working with our borrowers to develop strategies that can
give the borrowers time to work through their financial difficulties. The other real estate owned consists of two
single family residences and a land development parcel. The Bank is actively marketing these properties. However,
given current market conditions, there can be no assurance that these properties can be sold in the near future.

Noninterest Income

The following table sets forth the principal components of noninterest income:

TABLE 6
Noninterest Income Variance Variance
Years ended December 31, 2008 vs. 2007 2007 vs. 2006

(Dollar amounts in thousands) 2008 2007 2006 Amount Percent Amount Percent
Service charges........ccccceveuen., $2888 $2580 $2463 $§ 308 119% $ 117 4.8%
Death benefit bank owned life

insurance policy .........cou...... 760 — — 760 — — —
Credit card fees.........ccccuenene. 749 778 839 29) -3.7% (61) -1.3%
Gain on sale of other equity

SECUNItICS. .. .oevereiercirreriraeeaas — . 1,352 — — (1,352) -100.0%
Gain on sale of other real

estate owned.........c.ooevevenrnenn ) — 756 — — (756) -100.0%
Gain (loss) on sale or

impairment of securities

AFS (290) 4 (1) (294) 7350.0% 15 136.4%
Other iIncome .........ccoeeeveenennn. 938 938 860 0 0.0% 78 9.1%

Total noninterest income...... $5043 $4300 $6259 § 745 17.3% (§ 1,959) -31.3%

Total noninterest income consists mainly of service charges on deposits. The increase in service charges on deposits
in 2008 over 2007 is primarily attributable to an increase in non-sufficient-funds fees and ATM surcharge fees. The
increased non-sufficient-funds fees are the result of increased liquidity problems that some of our deposit customers
are facing, stemming from the current economic downturn. The increase in ATM surcharge fees is a function of
increased demand for cash from our ATM machines by those who do not have a deposit relationship with the Bank.
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Noninterest income in 2008 included proceeds from a life insurance contract related to death benefits received from
a policy that was placed on the life of an executive who is no longer working at the Bank. Noninterest income in
2006 included a gain on sale of other equity securities of $1,352,000 related to the sale of Pacific Coast Banker’s
Bank stock and a gain of $756,000 on sale of other real estate owned in 2006. The principal source of Other Income
was policy dividends on Officers’ Life Insurance, which was $404,000, $364,000, and $304,000 in the years 2008,
2007 and 2006, respectively, which reflected an increased investment in these policies.

Noninterest Expenses

The following table sets forth the various components of noninterest expense:

TABLE 7
Noninterest Expenses Variance Variance
Years ended December 31, 2008 vs. 2007 2007 vs. 2006

(Dollar amounts in thousands) 2008 2007 2006 Amount  Percent Amount  Percent
Salaries and employee benefits.... $ 14,335 $ 12,778 $ 12,300 $ 1,557 12.2% 478 3.9%
Occupancy eXpense ...........ccooveene 2,081 1,975 1,728 106 5.4% 247 14.3%
Equipment expense.........c.ccouv..... 1,930 1,620 1,665 310 19.1% 45) -2.7%
Professional fees...........ccccoeeuenne 1,149 1,303 1,278 (154) -11.8% 25 2.0%
Telephone, postage, supplies....... 1,029 1,017 1,056 12 1.2% (39) -3.7%
Advertising eXpense ...........co....... 686 942 770 (256) -27.2% 172 22.3%
Bankcard expenses ...........ccocoeene. 697 708 797 (11) -1.6% (89) -11.2%
Data processing expense.............. 495 503 452 )] -1.6% 51 11.3%
Surety iNSUrance .........c.coeeeeeenen. 842 502 479 340 67.7% 23 4.8%
Director €Xpense........ccoeeevereurenen. 180 195 207 (15) -7.7% (12) -5.8%
Other ..o 1,920 1,639 1,028 281 17.1% 611 59.4%

Total noninterest expense......... $25344 $23,182 §$21,760 $§ 2,162 93% $ 1422 6.5%

Total noninterest expenses for the year ended December 31, 2008 were $25,344,000 compared to
$23,182,000 and $21,760,000 for the years ended December 31, 2007 and 2006. Salaries and employee benefits
were $14,335,000 in 2008, $12,778,000 in 2007, and $12,300,000 in 2006. Salaries and employee benefits represent
over 50% of noninterest expense. They increased by 12.2% in 2008 over 2007 and 3.9% in 2007 over 2006. During
the third quarter of 2008, a Call Center was established; there were also support staff increases in the loan area
during 2008. In an effort to stem the increasing salaries and employee benefits costs, the company instituted a
downsizing program, whereby eight staff positions were eliminated in the fourth quarter. In a further effort to reduce
expenses, advertising expense decreased by $256,000 in 2008 compared to 2007. Within this category, efficiencies
were achieved by decreasing advertising in the media, community and through advertising agencies, which
decreased $185,000. Surety insurance increased $340,000 in 2008 over 2007. The principal item in this expense is
FDIC insurance, which increased by $378,000, while the remaining items (Office of the Comptroller of the
Currency assessment, Local Agency assessment and regular insurance) declined $38,000 net in the same period.
Other expense, which includes numerous smaller accounts, increased $281,000 in 2008 over 2007. The principal
increase was an Other Real Estate Owned write-down of $218,000. which is primarily related to a single family
residence in San Jose, while the remaining thirty-seven expense categories increased a net $63,000. Other expense
increased $611,000 in 2007 over 2006, due primarily to Low Income Housing investment expenses of $219,000.
The remaining thirty-seven expense categories increased a net $392,000.

Balance Sheet Analysis

Total assets of the Company were $660,957,000, an increase of 2.6% over 2007. Total assets were
$644,465,000 at December 31, 2007, an increase of 10.9% over 2006. Assets averaged $658.1 million in 2008,
compared to $623.4 million in 2007 and $575.1 million in 2006. Average earning assets increased from $520.9
million in 2006 to $567.2 in 2007 and $598.4 million in 2008. Average earning assets represented 90.6% of total
average assets in 2006, 91.0% in 2007 and 90.9% in 2008. Average interest-bearing liabilities were $386.3 million
in 2006, $426.4 million in 2007 and $463.5 million in 2008.

35



Loans

The loan portfolio is the principal earning asset of the Bank. Loans outstanding at December 31, 2008
increased by $9.8 million or 2.0% over December 31, 2007. December 31, 2007 increased by $70.8 million or
16.7% over December 31, 2006.

Real estate loans increased by $1.0 million or 0.3% in 2008 compared to 2007, and they increased by $33.4
million or 10.5% in 2007 compared to 2006. Construction loans increased by $8.3 million or 14.4% in 2008
compared to 2007, and they increased by $20.3 million or 54.6% in 2007 compared to 2006. This increase occurred
despite a tightening in our underwriting standards. Commercial loans increased by $1.2 million in 2008 or 1.5%
compared to 2007, and increased by $16.1 million in 2007 or 24.3% compared to 2006. Consumer loans represent a
nominal portion of total loans. They decreased by $0.5 million in 2008 or 13.6% compared to 2007, and they
increased $0.4 million in 2007 or 10.9% compared to 2006.

Table 8 presents a detailed analysis of loans outstanding at December 31, 2004 through December 31,

2008.
TABLE 8
Loan Portfolio
December 31
(Dollar amounts in thousands) 2008 2007 2006 2005 2004
Real Estate 10ans..........ccooeeveveveeeeneenns $§ 353,011 $ 352,050 $ 318,655 $ 302,813 § 255,433
Construction loans ............c.ccceeeveeeennnn. 65,647 57,362 37,094 26,243 28,997
Commercial loans.........c.cccoeevvivveinenns 83,442 82,228 66,139 53,070 58,849
Consumer 1oans ...........cccoceveevveeinievnenns 3,136 3,636 3,279 3,420 2,589
Sub total ......ooceeeiiiieieee 505,236 495,276 425,167 385,546 345,868
Net deferred loan fees..........cccecocueennnenn (177) (64) (728) (948) (1,628)
Total ..cocovveiieiecreieeeeeeeeeeeeeeeeee, $ 505,059 $§ 495212 $ 424439 $ 384,598 $ 344240

The following table shows the Bank’s loan maturities and sensitivities to changes in interest rates as of December
31, 2008.

TABLE 9
Maturing
Maturing After One Maturing
Within One  But Within  After Five
(Dollar amounts in thousands) Year Five Years Years Total
Real Estate 10ans...........cccocveoirrnriercierrsreresieveines $ 184,190 114,207 54,614 § 353,011
Construction 10anS........c.cveviiieieioeeieceeie e 34,252 21,239 10,156 65,647
Commercial l0ans..........ccoceeeeeeeeeiieieeeceeee s 43,538 26,995 12,909 83,442
Consumer loans ..........cceeeeeeeeeeeveeeeee e 1,636 1,015 485 3,136
Sub total ...c.ooiniiii e 263,616 163,456 78,164 505,236
Net deferred loan fees..........ccovevevieinenereeenceceenn, (92) (58) 27) 177
Total ..o $ 263,524 $ 163398 § 78,137 $ 505,059

Investment Portfolio

Investments at December 31, 2008 were $99,221,000, an increase of $4,789,000 or 5.1% over December
31, 2007. At December 31, 2007, they were $94,432,000, a decrease of $513,000 or 0.5% from 2006.

Available funds are first used to fund Loans, purchase investments, pay down borrowings, or sold as
Federal Funds. The Company’s primary source of funds is the deposit base. If more funds are needed, investment
maturities, calls and sales from the Investment Portfolio may be used, which accounts for the volume variances in
Investments year over year. The Bank’s investment portfolio is concentrated in debt securities of U. S. Government
Agencies and in obligations of States and their political subdivisions. The Bank believes this provides for an
appropriate liquidity level.
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The following table sets forth the maturity distribution and interest rate sensitivity of investment securities at
December 31, 2008:

TABLE 10
After After
One Five
Due Year Years Due
In One Through Through After Maturity
(Dollar amounts Year Five Ten Ten Fair In Average
in thousands) Or Less Yield Years Yield Years Yield Years Yield Value Years Yield
U. S. Government
Agencies............ $ 7,723 3.08% $ 37,589 3.56% 1,878 4.46% $ 12252 557% $ 59,442 2.46 3.94%
States & Political
Subdivisions...... 3817 3.85% 23,934 3.76% 12,028 3.81% — — 39,779 4.23 3.78%
Total .cocceerrunnnn. $ 11,540 3.34% $ 61,523 3.64% $ 13,906 3.89% $ 12,252 557% $99,221 5.31 3.88%

The following table shows the securities portfolio mix at December 31, 2008, 2007 and 2006.
TABLE 11

2008 2007 2006
Amortized Fair Amortized Fair Amortized Fair

(Dollar amounts in thousands) Cost Value Cost Value Cost Value
U.S. Government Agencies ........... $ 57,995 59,442 38,370 38,672 29,197 29,132
States & Political Subdivisions...... 38,918 39,779 52,357 52,760 59,693 59,761
Corporate Debt .........coocererveeneennne — — 2,999 3,000 3,984 3,974
Other Securities .........coceeevevvveeennns — — — — 2,078 2,078

Total ..o $ 96913 99,221 93,726 94,432 94,952 94,945

The increase in average earning assets in 2008 was funded by increases in average deposits and from
increased Federal Home Loan Bank advances. During 2008, average deposits were $508,023,000, a decrease of
$1,473,000, or 0.3% over 2007. During 2007, average deposits were $509,496,000, an increase of $18,916,000, or
3.9% over 2006. In 2008, average interest-bearing deposits were $389,239,000, an increase of $3,509,000, or 0.9%
over 2007. In 2007, average interest-bearing deposits were $385,730,000, an increase of $17,107,000, or 4.6% over
2006. The prime lending rate rose from 5.25% at the beginning of 2005 to 7.25% at the end of 2005 and 8.25% at
the end of 2006. The rate did not change again until September 18, 2007, when it dropped to 7.75%, followed by a
decrease to 7.50% on October 31, 2007 and 7.25% on December 11, 2007. Time deposits lagged the prime rate
changes because their rates changed only as certificates matured or new certificates were issued. Thus, interest-
bearing demand costs averaged 0.3% in 2005, 0.5% in 2006 and 0.7% in 2007. Money market deposit costs
averaged 2.9% in 2006, 3.4% in 2007 and 2.3% in 2008. Savings rates averaged 0.5% in 2006 and 2007 and 0.3% in
2008. Finally, average interest on time certificates of deposit of $100,000 or more was 4.0% in 2006, 4.9% in 2007
and 3.6% in 2008. On certificates under $100,000, average rates were 3.1% in 2006, 3.7% in 2007 and 2.8% in
2008.

The following table summarizes the distribution of average deposits and the average rates paid for them in
the periods indicated:

TABLE 12
Average Deposits and Average Rates paid for the period ending December 31,
2008 2007 2006

(Dollar amounts in Average  Average % of total Average  Average % of total Average  Average % of'total
thousands) Balance Rate Deposits Balance Rate Deposits Balance Rate Deposits
Deposits:
Interest-bearing

demand.............oo..... $ 59,472 0.6% 11.7% $ 59,491 0.7% 11.7% § 62,382 0.5% 12.2%
Money market ... 140,177 2.3% 27.6 136,672 3.4% 26.8 119,779 2.9% 23.5
Savings .......ccecceeieinnne 46,695 0.3% 9.2 48,633 0.5% 9.5 53,965 0.5% 10.6
Time deposits

$100,000 or more..... 89,705 3.6% 17.7 85,115 4.9% 16.7 73,061 4.0% 14.3
Time deposits under

$100,000.................. 53,190 2.8% 10.5 55,819 3.7% 11.0 59,436 3.1% 11.7
Total interest bearing

deposits.........coeveene. $ 389,239 2.2% 76.6  $ 385,730 3.0% 75.7 $ 368,623 2.4% 72.4
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The following table indicates the maturity schedule of time deposits of $100,000 or more:

TABLE 13

Analysis of Time Deposits $100,000 or more at December 31, 2008
(Dollar amounts in thousands) Over Three Over Six Over
Total Deposits Three Months To Six To Twelve Twelve
$100,000 or more Or Less Months Months Months
90,176 .ot 50,932 16,686 15,891 6,667
Capital

At December 31, 2008, shareholders’ equity of the Company was $68,149,000 an increase of $1,604,000 or
2.4% over 2007; at December 31, 2007, shareholders’ equity of the Company was $66,545,000, an increase of
$4,482,000 or 7.2% over 2006. The increases were primarily attributable to retention of net income after payment of
cash dividends of $1,772,000 in 2008, $1,720,000 in 2007 and, $1,633,000 in 2006.

In 1989, the Federal Deposit Insurance Corporation (FDIC) established risk-based capital guidelines
requiring banks to maintain certain ratios of “qualifying capital” to “risk-weighted assets”. Under the guidelines,
qualifying capital is classified into two tiers, referred to as Tier 1 (core) and Tier 2 (supplementary) capital.
Currently, the Company’s Tier 1 capital consists of common shareholders’ equity, though other instruments such as
certain types of preferred stock can also be included in Tier 1 capital. Tier 2 capital consists of eligible reserves for
possible loan losses and qualifying subordinated notes and debentures. Total capital is the sum of Tier 1 plus Tier 2
capital. Risk-weighted assets are calculated by applying risk percentages specified by the FDIC to categories of both
balance sheet assets and off-balance sheet obligations. At year-end 1990, the FDIC also adopted a leverage ratio
requirement. This ratio supplements the risk-based capital ratios and is defined as Tier 1 capital divided by quarterly
average assets during the reporting period. This requirement established a minimum leverage ratio of 3.0% for the
highest rated banks and ratios of 100 to 200 basis points higher for most other banks. Furthermore, in 1993, the
FDIC began assessing risk-based deposit insurance assessments based on financial institutions’ capital resources and
“management strength”, as mandated by the FDIC Improvement Act of 1991. To qualify for the lowest insurance
premiums as indicated in the following table, “well-capitalized” financial institutions must maintain risk-based Tier
1 and total capital ratios of at least 6.0% and 10.0% respectively. “Well-capitalized” financial institutions must also
maintain a leverage ratio equal to or exceeding 5.0%.

The following table shows the risk-based capital ratios and the leverage ratios at December 31, 2008, 2007 and 2006
for the Bank.

TABLE 14
Minimum
“Well

Capitalized”
Risk-Based Capital Ratios 2008 2007 2006 Requirements
Total Capital .........cccooovveiniiriniiecee, 11.84% 11.42% 11.98% z 10.00%
Tier 1 Capital.......ccoocerveinrniieiieeeeeee, 10.65% 10.47% 11.03% > 6.00%
Leverage ratios ........c.cooeeeeveviveninennineee e, 9.68% 9.84% 10.06% > 5.00%

Subsequent to December 31, 2008, the Company accepted a $12 million dollar investment in Preferred Shares issue
to the U. S. Department of the Treasury. The funds were subsequently contributed to the Bank. If this capital
investment had been received on December 31, 2008, the Bank’s risk-based capital ratios would have been as
follows:

Pro Forma at

Risk-Based Capital Ratios December 31, 2008
TOtal Capital.......c.cooiiiiii ettt 13.78%
THEr 1 CapItal....ooiiiiiiiiiiiccccc ettt ettt 12.59%
LEVETAZE TALIO ....cuvviiiiiieiciei ettt ettt ettt sttt s ee s enen 11.29%
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Liquidity

The Company’s primary source of liquidity on a stand-alone basis is dividends from the Bank. The
payment of dividends by the Bank is subject to regulatory restrictions. Liquidity is a measure of the Company’s
ability to convert assets into cash. Liquidity consists of cash and due from other banks accounts, including time
deposits, federal funds sold, and Securities Available-for-Sale. The Company’s policy is to maintain a liquidity ratio
of 5% or greater of total assets. As of December 31, 2008, the Company’s primary liquidity was 17.26%, compared
to 17.10% in 2007 and 20.98% in 2006. Total Liquid Assets were $114,086,000 in 2008, $110,182,000 in 2007 and
$121,967,000 in 2006. The objective of liquidity management is to ensure that the Company has funds available to
meet all present and future financial obligations and to take advantage of business opportunities as they occur.
Financial obligations arise from withdrawals of deposits, repayment on maturity of purchased funds, extension of
loans or other forms of credit, payment of operating expenses and payments of dividends.

Core deposits, which consist of all deposits other than time deposits, have provided the Company with a
sizable source of relatively stable low-cost funds. The Company’s average core deposits represented 61.8% of
average total liabilities of $590,620,000 for the year ended December 31, 2008, 65.9% of average total liabilities of
$559,097,000 for the year ended December 31, 2007 and 69.4% of average total liabilities of $516,155,000 for the
year ended December 31, 2006.

As of December 31, 2008, the Company had contractual obligations and other commercial commitments
totaling approximately $205,553,000. The following table sets forth the Company’s contractual obligations and
other commercial commitments as of December 31, 2008. These obligations and commitments will be funded
primarily by loan repayments and the Company’s liquidity sources, such as cash and due from other banks, federal
funds sold, securities available for sale, as well as time deposits.

TABLE 15
Payments Due by Period
(Dollar amounts in thousands) 1 year Over 1 to Over 3 to Over
Contractual Obligations Total or less 3 years 5 years 5 years
Federal Home Loan Bank Advances.............. $ 86,100 $ 81,100 $ 5,000 — —
Operating Leases .......ccceccenievrinininicinnnninens 1,798 566 740 492 —
Salary Continuation Agreements.................... 1,834 418 260 260 § 896
Total Contractual Cash Obligations................ $ 89,732 §$ 82,084 § 6,000 $ 752§ 896
Amount of Commitment Expirations Per Period
Total
(Dollar amounts in thousands) Amounts 1 year Over 1 to Over 3 to Over
Other Commercial Commitments Committed or less 3 years 5 years 5 years
Lines of Credit......ccooereeenenencnenieeceeee, $ 73,735 $ 60,486 § 6,666 $ 4320 § 2,263
Standby Letters of Credit.......cccocveviiiinnnnnn, 2,743 2,643 — 100 —
GUATANLEES ....eeeeeerrereeerereererrereenare e — — — — —
Other Commercial Commitments................... 39,343 29,948 7,895 1,500 —
Total Commercial Commitments ................... $ 115821 $ 93,077 § 14561 $§ 5920 § 2,263

The largest component of the Company’s earnings is net interest income, which can fluctuate widely when
significant interest rate movements occur. The prime lending rate rose from 5.25% at the beginning of 2005 to
7.25% at the end of 2005 and 8.25% at the end of 2006. The rate decreased to 7.25% at the end of 2007, and to
3.25% at the end of 2008. The Company’s management is responsible for minimizing the Bank’s exposure to
interest rate risk and assuring an adequate level of liquidity. This is accomplished by developing objectives, goals
and strategies designed to enhance profitability and performance.
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Ongoing management of the Company’s interest rate sensitivity in order to keep interest rate risk levels
within acceptable limits. Management can adjust the Bank’s interest rate by controlling the mix and maturity of
assets and liabilities. Management regularly reviews the Company’s position and evaluates alternative sources and
uses of funds as well as changes in external factors. Various methods are used to achieve and maintain the desired
rate sensitivity position including the sale or purchase of assets and product pricing.

In order to ensure that sufficient funds are available for loan growth and deposit withdrawals, as well as to
provide for general needs, the Company must maintain an adequate level of liquidity. Asset liquidity comes from the
Company’s ability to convert short-term investments into cash and from the maturity and repayment of loans and
investment securities. Liability liquidity is provided by the Company’s ability to attract deposits and obtain short
term credit through established borrowing lines. The primary source of liability liquidity is the Bank’s customer
base, which provides core deposit growth. The overall liquidity position of the Company is closely monitored and
evaluated regularly. The Company has federal fund borrowing facilities for a total of $40,000,000, a Federal Home
Loan Bank line of credit of up to 30% of total assets, and a Federal Reserve Bank borrowing facility. Management
believes the Company’s liquidity sources at December 31, 2008 are adequate to meet its operating needs in 2009 and
into the foreseeable future. Subsequent to December 31, 2008, the Company received a $12,000,000 investment in
Company Preferred Stock from the U. S. Department of the Treasury. This investment was then contributed to the
Bank as an additional capital contribution. These funds are intended to fund loan workout programs and to bolster
lending activity of the Bank.

Effect of Changing Prices

The results of operations and financial conditions presented in this report are based on historical cost
information and are not adjusted for the effects of inflation.

Since the assets and liabilities of banks are primarily monetary in nature (payable in fixed, determinable
amounts), the performance of the Company is affected more by changes in interest rates than by inflation. Interest
rates generally increase as the rate of inflation increases, but the magnitude of the change in rates may not be the
same.

The effect of inflation on banks is normally not as significant as its influence on those businesses that have
large investments in plant and inventories. During periods of high inflation, there are normally corresponding
increases in the money supply, and banks will normally experience above average growth in assets, loans and
deposits. Also, increases in the price of goods and services will result in increased operating expenses.

The following table includes key ratios, including returns on average assets and equity.

TABLE 16
Return on Equity and Assets
(Key financial ratios are computed on average balances)
Year Ended December 31,
2008 2007 2006

Return on average assets.......c.ccocceeeeeieeenvevnneennennn. 0.60% 1.07% 1.32%
Return on average equity ......c.cceceveeeeveeeccinicnesrieninen, 5.87% 10.39% 12.86%
Dividend payout 1atio ........ccceceeeeeeereineecienireeeenine 44.71% 25.69% 21.43%
Average equity t0 assets Tatio........cocevereererienrerennnn, 10.25% 10.31% 10.25%
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk

Closely related to the concept of liquidity is the concept of interest rate sensitivity (i. e., the extent to which
assets and liabilities are sensitive to changes in interest rates). Management uses an asset/liability model that
considers the relative sensitivities of the balance sheet, including the effect of interest rate caps on adjustable rate
mortgages and the relatively stable aspects of core deposits. As such, management can model a net interest income
simulation that is designed to address the probability of interest rate changes and behavioral response of the balance
sheet to those changes. Market value of portfolio equity represents the fair value of the net present value of assets,
liabilities and off-balance sheet items. The starting point (or “base case™) for the following table is the Company’s
net portfolio at December 31, 2008, using current discount rates, and an estimate of net interest income for 2009
assuming that both interest rates and the Company’s interest-sensitive assets and liabilities remain at December 31,
2008 levels. The “rate shock” information in the table shows estimates of net portfolio value at December 31, 2008
and net interest income for 2009 assuming fluctuations or “rate shocks” of minus 100 and 200 basis points and plus
100 and 200 basis points. Rate shocks assume that current interest rates change immediately. The information set
forth in the following table is based on significant estimates and assumptions, and constitutes a forward-looking
statement within the meaning of that term set forth in Rule 175 under the Securities Act of 1933 and Rule 3b-6(c) of
the Securities Exchange Act of 1934.

TABLE 17

Market Risk in Securities
Interest Rate Shock
(Dollar amounts in thousands) At December 31, 2008
Available for Sale securities

Rates Decline Rates Increase
Rate change %) (1%) Current +1% +2%
Unrealized gain (10SS).......ccovveeveecerevcncniieinns $ 4708 $ 3,609 $ 2308 § 872 §  (988)
Change from current...........cceeivieieviinennns $ 2400 §$ 1,301 ($ 1436) (3 3,296)

Market Risk on Net Interest Income

(Dollar amounts in thousands) At December 31, 2008

Rates Decline Rates Increase
Rate change (2%) (1%) Current +1% +2%
Change in net interest income...........c.cocceeee. $ 28963 $§ 28380 $ 27920 § 28292 § 28,776
Change from current.........cocceocecveivinnrinninene $ 1,043 § 460 $ 372§ 856
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
FNB Bancorp and Subsidiary

We have audited the accompanying consolidated balance sheets of FNB Bancorp and subsidiary, (the Company) as
of December 31, 2008 and 2007 and the related statements of earnings, changes in stockholders’ equity and
comprehensive income and cash flows for each of the years in the three year period ended December 31, 2008. We
have also audited FNB Bancorp’s internal control over financial reporting as of December 31, 2008, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). FNB Bancorp’s management is responsible for these financial
statements, for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on these
financial statements and an opinion on the effectiveness of the Company’s internal control over financial reporting
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over
financial reporting was maintained in all material respects. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. An audit of internal control over financial reporting includes obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as
we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of the effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of FNB Bancorp and subsidiary as of December 31, 2008 and 2007 and the results of its operations and cash flows
for each of the three years in the three year period ended December 31, 2008 in conformity with accounting
principles generally accepted in the United States of America. Also, in our opinion FNB Bancorp maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control — Integrated Framework issued by the COSO.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2008, the Company adopted
Statement of Financial Accounting Standard No. 157, “Fair Value Measurements.”

/s/ Moss Adams, LLP

Stockton, California
March 13, 2009
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FNB BANCORP AND SUBSIDIARY
Consolidated Balance Sheets
December 31, 2008 and 2007

(Dollar amounts in thousands)
Assets

Securities available-fOr-Sale .........ccccoociiiiiiiiiice e
Loans, net of allowance for loan losses of $7,075 and $5,638 on December 31, 2008
ANA 2007 et e e et r e e e ntt e e e et e serateeesaranenenne
Bank premises, equipment & leasehold improvements ..........c..ccoeveveeveniercnneserneenee e
Other real €State OWNEA ........cooveiiiiiiieiiciceee ettt ee et eere et e st esaeeebe e e eenennas
GOOAWILL ittt et et e e e r e enb e ert e etesteeste e e eeseneaaseesaeenens

Liabilities & Stockholders’ Equity

Deposits:
Demand, noninterest BEAring ..........c.ccvcvveeerrireieeierieeteeeeeeeeeeeeee e seee e st eesen e
Demand, INtErest DEATINE ......cccovviveirieieiereiriieieeteteesteenee et ees e et seseebesesseresnenes
SAVINES ...ttt ettt ettt s e e e s e st e sttt esasa et e nne et easeeesens
THIME .ttt ettt ettt ettt et e s e sseeba et s erb e bentebeeteeateaseneennnnrens

Federal Home Loan Bank advances ............occcoeeeoieiiniennininieieeseceee et
Federal funds purchased ...t s
Accrued expenses & other liabilities .........coccevvviviirierieneinieceeiee et

Total HADILITIES .....eeoteiiieeieieieeeee ettt ettt e v sre e eae e

Commitments and contingencies (notes 10 and 14)

Stockholders’ equity:
Common stock, no par value: authorized 10,000,000 shares; issued and outstanding
3,030,000 and 2,965,000 shares on December 31, 2008 and 2007, respectively ........
Retained arnings ........ccccceeveveeereieinieirceieee e ettt ne e
Accumulated other comprehensive iNCOME ...........ocvirierieiermrieeieieereieereeeee e,
Total stockholders’ eqUIty ..o
Total liabilities and stockholders’ equity ...........c....cccocoviiiiniinieiinenieeeeeen,

See accompanying notes to consolidated financial statements.
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2008 2007
$ 14,865 § 15,750
14,865 15,750
99,221 94,432
497,984 489,574
13,030 13,686
3,557 440
1,841 1,841
30,459 28,742
$ 660,957 $ 644,465
$ 121,237 § 120,423
58,451 61,215
179,382 181,276
141,840 136,341
500,910 499,255
86,100 66,000
— 5,595
5,798 7,070
592,808 577,920
43,827 43,089
22,960 23,039
1,362 417
68,149 66,545
$ 660,957 $ 644,465




FNB BANCORP AND SUBSIDIARY
Consolidated Statements of Earnings
Years ended December 31, 2008, 2007 and 2006

(Amounts in thousands, except per share) 2008 2007 2006
Interest income:
Interest and fees 0N 10ANS ......c.covvvvvicieeeiieeeeeere e enes $ 35515 $ 38,035 §$§ 31,898
Interest and dividends on taxable SeCUrities ...........cccoeevevciierriiieeeninecenenes 2,243 1,733 2,576
Interest on tax-eXempt SECUTILIES .........coccerviiiiiiiiiiiinienee e 1,563 2,035 2,039
Federal funds SOIA ........cccoovviiiiiiieieecetr e 106 487 683
Total INtETESt INCOME ....vvvvevieeeeeieeiiiiiiieeeeeeerearreeeee e e s rnieereeeeesesbnanines 39,427 42,290 37,196
Interest expense:
DIEPOSIES .evvevevvrriercrtirerere ettt s 8,404 11,529 8,839
Federal Home Loan Bank advances ........ccccccoeeeveeviivieeeiirineneeeeennnenenene 3,084 2,070 880
Fed funds purchased ...........cccovevviieiiciniiiiiie s 19 58 102
Total INtETESt EXPENSE ....oveverirerueniereeirereritireiriteri e sre e es 11,507 13,657 9,821
Net INLErESt INCOIMIE ...vvievveireeirierieirerrereeesereeesaeseaesnesaeesarseressressesnsens 27,920 28,633 27,375
Provision for 108N 10SSES ...ccvevviiiveciieiiecriesresree e e eieens 3,045 690 683
Net interest income after provision for loan l0Sses ........ccccoecninnennne. 24,875 27,943 26,692
Noninterest income:
SErvVICe CHATEES ..ovveivieririieiieicetctenic ettt s 2,888 2,580 2,463
Death benefit bank owned life insurance policy .........ccccceevrcviiiiivininnn 760 — —
Credit Card fEES ..cvvivvviiviiieeerieeeeeeett et e et seeere s sbe s saes 749 778 839
Gain on sale of other equity SECUTItIES ......c.ccceviniiiciiiiniiiiiiiiineeeeeene — — 1,352
(Loss) gain on sale of other real estate owned ............ccccoceeviiiiiininnnnn 2) — 756
(Loss) gain on impairment and called investment securities .................... (290) 4 an
(01317 SO U USSR U OU OV PROPRURRRN 938 938 860
Total NONINLETESt INCOIME ..vvvvivieieeieiiiiiiieeeeeeeeieirreeeraeeesereatrereeeeeeeneanen 5,043 4,300 6,259
Noninterest expense:
Salaries and employee benefits .........c.ccvveviniiiiiiiin 14,335 12,778 12,300
OCCUPANCY EXPEISE -.c.eeenrervirereeirieeiinisesmsaesaesseeseasssssesreessatsessasssssassanses 2,081 1,975 1,728
EQUIPMENt EXPEISE ...coeorviiiriiiririiiiicieiiietieteris et 1,930 1,620 1,665
Professional fEES .....coooiveieeiiee et e 1,149 1,303 1,278
Telephone, postage, SUPPLIES ......ccocviiviiiiiiiiiiiin i 1,029 1,017 1,056
AQVErtiSIng EXPEISE ..c.ccueeverieeenieiiicieieriiiitiire st s ete e abe e 686 942 770
Bankcard EXPENSE ......cocvveoereeveerieieiereiiineieiinis st 697 708 797
Data processing XPENSE .......c.coeicririruiiiiiiiscsinieterinreree s sssssesens 495 503 452
SUELY INSUMAINCE ....cuveiteiierercrercreie ettt 842 502 479
DITECLOr EXPENSE ..vereeriereeeriiireseereeeeeieessiets st e st ese s a e ranes 180 195 207
OHET ettt e e ettt et e e reeete e asseesreeestesseaneeenseeateemtesmeseseseaaesraesaneaeas 1,920 1,639 1,028
Total NONINLETESt EXPENSE ...cvvereeeereriiiiciciciiiiristieie e sre e b b enenes 25,344 23,182 21,760
Earnings before income tax eXPenSse ........cooeeueieuieviiiiiiinieninieeneienenes 4,574 9,061 11,191
INCOME tAX EXPEIISE ..cvverveeueemreiiierieirieeiiieaesnistesaesree s aassnes e sseesbassessaensassens 611 2,382 3,609
NEL CATTIINES ...vevveriveerrererereeseereesenerereeseeresessesesessseeassessinssiesesessnaesesaens $ 393 $ 6679 $ 7,582
Earnings per share data:
BASIC c.veveeeeeeeeet ettt ettt ettt b et n et n bttt en e $ 129 $ 213§ 2.42
DIIULEA .veivve ettt cre ettt et e eeesetesbeesbnesabeeanesane s e erassnaesaaenn $ 128 § 2.10 § 2.37
Weighted average shares outstanding:
BASIC .oiuviiiiitiieeeee ettt e s e e s e e s e e sb ettt et e a e eeb e s ee e b rn e eaes 3,077 3,139 3,133
DIIULEA ..ottt ettt st ettt s e s et 3,099 3,173 3,203

See accompanying notes to consolidated financial statements.

45



FNB BANCORP AND SUBSIDIARY

Consolidated Statement of Changes in Stockholders’ Equity and Comprehensive Income

(Dollar amounts in thousands)
Balance at December 31, 2005

Net earnings .......c.coccvevereenreenens

Other comprehensive income:

Years ended December 31, 2008, 2007 and 2006

Unrealized gain on securities, net of tax

provision of $276 ................
Comprehensive income ...............
Cash dividends of $0.15 per share,
quarterly .....coccoviviiininiienenn,
Stock dividend of 5% ........ccc.......

Cash on fractional shares related to stock

dividend .......ccoeviiriiiiiinn,
Stock-based compensation expense

Stock repurchased and retired

Stock options exercised, including tax

benefit of $83 ......oooviiiiiinin
Balance at December 31, 2006 ...
Net €arnings .....cooceeveveceereerirenans

Other comprehensive income:

Unrealized gain on securities, net of tax

provision of $292 ...............

Comprehensive income ...............

Cash dividends of $0.15 per share,
quarterly .......ccocooveneiriiienenns

Stock dividend of 5%

Cash on fractional shares related to stock

dividend ......cocoveeviirrriceene
Stock-based compensation expense ...

Stock repurchased and retired

Stock options exercised, including tax

benefit of $22 ..o

Balance at December 31, 2007

Net earnings .......cccecveeerieceivnrvnnnns

Other comprehensive income:

Unrealized gain on securities, net of tax

provision of $657,000

Comprehensive income ...............

Cash dividends of $0.15 per share,
quarterly .......cooceenienrinnnine

Stock dividend of 5%

Stock-based compensation expense

Stock repurchased and retired

Stock options exercised, including tax

benefit of $8 ....ovvvvvveiie,

Balance at December 31, 2008

See accompanying notes to consolidated financial statements.
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Accumulated
other
Common stock Retained comprehensive Comprehensive
Shares  Amount earnings _income(Loss) income Total

................ 2,700 $ 34,812 § 20,832 § (401) $ 55,243
................ — — 7,582 — 7,582 7,582
................ — — — 397 397 397

................ $ 7,979
................ — — (1,625) — (1,625)
................ 136 4,679 (4,679) — —
................ — — 8) — 8)
............ — 39 — — 39
................ 2 (73) — — (73)
19 508 — — 508
2,853 39,965 22,102 “ 62,063
................ 6,679 $ 6,679 6,679
................ — — — 421 421 421

................ $ 7,100
— — (1,716) — (1,716)
141 4,022 (4,022) — —
................ — — o) — “
— 68 — — 68
................ (46) (1,334) — — (1,334)
................ 17 368 — — 368
2,965 43,089 23,039 417 66,545
................ — — 3,963 — 3,963 3,963
— — — 945 945 945

................ $ 4,508
................ — — (2,226) — (2,226)
146 1,816 (1,816) — —
............ — 171 — — 171
................ (92) (1,464) — — (1,464)
................ 11 215 — — 215
................ 3,030 $§ 43,827 § 22960 $ 1,362 $ 68,149



FNB BANCORP AND SUBSIDIARY
Consolidated Statements of Cash Flows

Years ended December 31, 2008, 2007 and 2006

(Dollar amounts in thousands)
Cash flows from operating activities:
NEL CAIMIINZS ..veureererereeereiesierteietert ettt s e bt ese et e b ta b e e s snnene
Adjustments to reconcile net earnings to net cash provided by operating
activities:
Depreciation, amortization and accretion ............cceeeeiiniiiiiiiciiiniinennn
Loss (gain) on sale or impairment of securities available-for-sale ............
Gain on sale of other equity SECUTItIES .......ccccceriviiiiviiiiiiiie e
Loss (gain) on sale of other real estate owned ..........ccccoeeeveiiiniiicicnnnnnnn.
Write-down of other real estate owned ........c.ccccoecvvininiiiiiiiniinnne.
Stock-based compensation EXPENSE ..........coiviiieirirenieinieneiiie e
Provision for 10an LOSSES ..........cccevverreeieinercciene i
DeEferred tAXES .uvvivureieiiieeiee ettt et et et b
(Increase) decrease in interest receivable and other assets ........................
(Decrease) increase in accrued expenses and other liabilities ....................
Net cash provided by operating activities ...........coccoevevvrrereeniiniiniininnens
Cash flows from investing activities:
Proceeds from matured/called securities available-for-sale ..............cocoeune.
Purchases of securities available-for-sale .........ccocooevcciiinniinn.
Proceeds from sale of other real estate owned .........cccccenvieiiieiineiicinnnn,
Net inCrease in LOANS .......oocveveerierierierenieceteretee et s
Proceeds from sales of bank premises, equipment, and leasehold
TIMPTOVEIMENLS ...eouieitirenteienierietcrentisateieeneesseses b e ssbe e ssrssrtsraesr e aenseaeasnes
Purchases of bank premises, equipment, and leasehold improvements ........
Net cash used in investing actiVities ........cccccccreveeriniiiniiiiiiiiiieeeees
Cash flows from financing activities:
Net (decrease) increase in demand and savings deposits ..........cccccevvnevenann
Net increase (decrease) in time dePoSits ......c.ccecoevriienireinieniiiiiiiern e
Increase in FHLB advances .........cccoovieienieecninieieeeneree e
Net (decrease) increase in federal funds purchased ...
Cash dividends paid .......cccooeeveeerineiiccc e,
Exercise of stock options including tax benefit of $8 in 2008, $22 in 2007
ANd $83 1N 2006 ....onoieeiiiieeceee ettt e e
Repurchases of common Stock ..o
Net cash provided by financing activities ...........ccccceoverovrninviineninens.

Net increase (decrease) in cash and cash equivalents ..........cccccoeeeeeeenn.
Cash and cash equivalents at beginning of year ...........cccoccinininniiinininnnn
Cash and cash equivalents at end of year ..o,

Additional cash flow information:
INtErest PAIA ......ooveeeieririeiciere e
INCOME taXES PAId .ovvvieeeenieieiceeietceenee et
Noncash - stock dividend .........ccoooeeiiiiniiicniiin
Change in unrealized gain(loss) in securities available-for-sale ...................
Loans transferred to Other Real Estate Owned ........ccccooconeiieieiniiininicnnenn.

See accompanying notes to consolidated financial statements.
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2008 2007 2006
3963 § 6,679 $ 7,582
1,928 1,264 1,220
290 @) 1

— —(1,352)
2 — (756)
398 — —
171 68 39
3,045 690 683
(470) (306) 7)

(1,249)  (1,806) 669
(2,385) (861) 1,011
5,693 5,724 9,100

58445 37,159 65,092

(62,253)  (38,005) (45,949)

— — 3,356
(14,970)  (71267)  (40,069)
15 — 541
(956)  (1479)  (3,172)

(19,719) _ (73,592) _ (20,201)
(3,843) 15,736  (19,534)
5,499 1,951  (6,443)

20,100 36,000 30,000
(5,595) 5,595 —
(1,771)  (1,720)  (1,633)
215 368 508
(1,464)  (1,334) (73)
13,141 56,596 2,825
(885) (11272)  (8,276)
15,750 27,022 35,298
14,865 $ 15,750 $ 27,022
12,226 § 13215 $ 9,533
1,590 2,335 4,020
4,141 4,022 4,679
945 421 397
3,515 440 —
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FNB BANCORP AND SUBSIDIARY
Notes to Consolidated Financial Statements
December 31, 2008, 2007 and 2006

The Company and Summary of Significant Accounting Policies

FNB Bancorp (the “Company”) is a bank holding company registered under the Bank Holding Company
Act of 1956, as amended. The Company was incorporated under the laws of the State of California on
February 28, 2001. The consolidated financial statements include the accounts of FNB Bancorp and its
wholly owned subsidiary, First National Bank of Northern California (the Bank). The Bank provides
traditional banking services in San Mateo and San Francisco counties.

The preparation of consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements and revenue and expenses during the reporting period. Actual results
could differ from those estimates. For the Bank, the significant accounting estimate is the allowance for
loan losses (note 1f). A summary of the significant accounting policies applied in the preparation of the
accompanying consolidated financial statements follows.

(a) Basis of Presentation

The accounting and reporting policies of the Company and its wholly owned subsidiary are in
accordance with accounting principles generally accepted in the United States of America. All
intercompany balances and transactions have been eliminated.

(b) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, and federal funds sold.
Generally, federal funds are sold for one-day periods. The cash equivalents are readily convertible
to known amounts of cash and present insignificant risk of changes in value due to original
maturity dates of 90 days or less. Included in cash and cash equivalents are amounts restricted for
the Federal Reserve requirement of approximately $3,046,000 and $791,000 at December 31,
2008 and 2007, respectively.

(¢ Investment Securities

Investment securities consist of U.S. Treasury securities, U.S. agency securities, obligations of
states and political subdivisions, obligations of U.S. corporations, mortgage-backed securities and
other securities. At the time of purchase of a security, the Company designates the security as
held-to-maturity or available-for-sale, based on its investment objectives, operational needs, and
intent to hold. The Company does not purchase securities with the intent to engage in trading
activity. Held to maturity securities are recorded at amortized cost, adjusted for amortization of
premiums or accretion of discounts. The Company did not have any investments in the held-to-
maturity portfolio at December 31, 2008 or 2007. Securities available-for-sale are recorded at fair
value with unrealized holding gains or losses, net of the related tax effect, reported as a separate
component of stockholders’ equity until realized. A decline in the market value of any security
available-for-sale or held-to-maturity below cost that is deemed other than temporary results in a
charge to earnings and the corresponding establishment of a new cost basis for the security.
Amortization of premiums and accretion of discounts on debt securities are included in interest
income over the life of the related security held-to-maturity or available-for-sale using the
effective interest method. Dividend and interest income are recognized when earned. Realized
gains and losses for securities classified as available-for-sale and held-to-maturity are included in
earnings and are derived using the specific identification method for determining the cost of
securities sold.
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Derivatives

All derivatives contracts are recognized as either assets or liabilities in the balance sheet and
measured at fair value. The Company did not hold any derivative contracts at December 31, 2008
and 2007.

Loans

Loans are reported at the principal amount outstanding, net of deferred loan fees and the allowance
for loan losses. A loan is considered impaired when, based on current information and events, it is
probable that the Company will be unable to collect all amounts due according to the contractual
terms of the loan agreement, including scheduled interest payments. For a loan that has been
restructured, the contractual terms of the loan agreement refer to the contractual terms specified by
the original loan agreement, not the contractual terms specified by the restructuring agreement. An
impaired loan is measured based upon the present value of future cash flows discounted at the
loan’s effective rate, the loan’s observable market price, or the fair value of collateral if the loan is
collateral dependent. Interest on impaired loans is recognized on a cash basis. If the measurement
of the impaired loan is less than the recorded investment in the loan, an impairment is recognized
by a charge to the allowance for loan losses. An unearned discount on installment loans is
recognized as income over the terms of the loans by the interest method. Interest on other loans is
calculated by using the simple interest method on the daily balance of the principal amount
outstanding.

Loan fees net of certain direct costs of origination, which represent an adjustment to interest yield,
are deferred and amortized over the contractual term of the loan using the interest method.

Loans on which the accrual of interest has been discontinued are designated as nonaccrual loans.
Accrual of interest on loans is discontinued either when reasonable doubt exists as to the full and
timely collection of interest or principal when a loan becomes contractually past due by 90 days or
more with respect to interest or principal. When a loan is placed on nonaccrual status, all interest
previously accrued but not collected is reversed against current period interest income. Interest
accruals are resumed on such loans only when they are brought fully current with respect to
interest and principal and when, in the judgment of management, the loans are estimated to be
fully collectible as to both principal and interest. Restructured loans are loans on which
concessions in terms have been granted because of the borrowers’ financial difficulties. Interest is
generally accrued on such loans in accordance with the new terms. Net interest written off in 2008
was $692,000 (see Allowance for Loan Losses discussed in the Management Discussion and
Analysis section).

Allowance for Loan Losses

The allowance for loan losses is established through a provision for loan losses charged to
expense. Loans are charged off against the allowance for loan losses when management believes
that the collectibility of the principal is unlikely. The allowance is an amount that management
believes will be adequate to absorb probable losses inherent in existing loans, standby letters of
credit, overdrafts, and commitments to extend credit based on evaluations of collectibility and
prior loss experience. The evaluations take into consideration such factors as changes in the nature
and volume of the portfolio, overall portfolio quality, loan concentrations, specific problem loans
and current and anticipated economic conditions that may affect the borrowers’ ability to pay.
While management uses these evaluations to determine the level of the allowance for loan losses,
future provisions may be necessary based on changes in the factors used in the evaluations.
Material estimates relating to the determination of the allowance for loan losses are particularly
susceptible to significant change in the near term. Management believes that the allowance for
loan losses is adequate as of December 31, 2008. While management uses available information to
recognize losses on loans, future additions to the allowance may be necessary based on changes in
economic conditions, and our borrowers ability to pay. In addition, the banking regulators, as an
integral part of its examination process, periodically review the Bank’s allowance for loan losses.
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The banking regulators may require the Bank to recognize additions to the allowance based on
their judgment about information available to them at the time of their examination.

Premises and Equipment

Premises and equipment are reported at cost less accumulated depreciation using the straight-line
method over the estimated service lives of related assets ranging from 3 to 50 years original life.
Leasehold improvements are amortized over the estimated lives of the respective leases or the
service lives of the improvements, whichever is shorter.

Cash Dividends

The Company’s ability to pay cash dividends is subject to restrictions set forth in the California
General Corporation Law. Funds for payment of any cash dividends by the Company would be
obtained from its investments as well as dividends and/or management fees from First National
Bank. First National Bank’s ability to pay cash dividends is subject to restrictions imposed under
the National Bank Act and regulations promulgated by the Office of the Comptroller of the
Currency.

Stock Dividend

On October 24, 2008, the Company announced that its Board of Directors had declared a five
percent (5%) stock dividend resulting in approximately 145,310 shares, payable at the rate of one
share of Common Stock for every twenty (20) shares of Common Stock owned. The stock
dividend was paid on December 15, 2008, to shareholders of record on November 28, 2008. The
earnings per share data for all periods presented has been adjusted for this stock dividend.

Income Taxes

Deferred income taxes are determined using the assets and liabilities method. Under this method,
the net deferred tax asset or liability is recognized for tax consequences of temporary differences
by applying current tax rates to differences between the financial reporting and the tax basis of
existing assets and liabilities. Deferred tax assets and liabilities are reflected at currently enacted
income tax rates applicable to the period in which the deferred tax assets or liabilities are expected
to be realized or settled. A valuation allowance is established through the provision for income
taxes for any deferred tax assets where the collectibility of the asset is in doubt. During 2008, the
Company recorded a tax valuation of $368,000. As changes in tax laws or rates are enacted,
deferred tax assets and liabilities are adjusted through the provision for income taxes.

Accounting for Income Tax Uncertainties

The Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty
in Income Taxes, on January 1, 2007. The Company had no unrecognized tax benefits which
would require adjustment to the January 1, 2007 beginning balance of retained earnings. The
Company had unrecognized tax benefits of $37,500 at December 31, 2008.

The Company recognizes interest accrued and penalties related to unrecognized tax benefits in tax
expense. During the years ended December 31, 2008 and 2007 the Company believes that any
penalties and interest penalties that may exist are not material and have not been accrued for.

Earnings per Share

Basic earnings per share is computed by dividing net income by the weighted average common
shares outstanding. Diluted earnings per share reflects potential dilution from outstanding stock
options, using the treasury stock method. There were 305,258 and 44,290 antidilutive shares in the
years ended December 31, 2008 and 2007, respectively. There were no antidilutive shares in the
year ended December 31, 2006.
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For each of the years presented, net income is the same for basic and diluted earnings per share.
Reconciliation of weighted average shares used in computing basic and diluted earnings per share
is as follows:

(Number of shares in thousands) 2008 2007 2006
Weighted average common shares outstanding-used in

computing basic earnings per share ..........ccccocvvvvevininiiinnnne. 3,077 3,139 3,133
Dilutive effect of stock options outstanding, using the treasury

StOCK MEthOd ...ovvoiiiiiicic e 22 34 70
Shares used in computing diluted earnings per share .................. 3,099 3,173 3,203
Stock Option Plans

Effective January 1, 2006, the Company adopted SFAS No. 123(R) “Share-Based Payment”.
Measurement of the cost of stock options granted is based on the grant-date fair value of each
stock option granted using the Black-Scholes valuation model. The cost is then amortized to
expense on a straight-line basis over each option’s vesting period. The amortized expense of the
stock option’s fair value has been included in salaries and employee benefits expense for the three
years ended December 31, 2008, 2007 and 2006. The expected term of options granted is derived
from the output of the option valuation model and represents the period of time that options
granted are expected to be outstanding. The risk-free rate for periods within the contractual life of
the option is based on the U. S. Treasury yield curve in effect at the time of the grant. FNB
Bancorp stock has limited liquidity and limited trading activity. Volatility was calculated using
historical price changes on a monthly basis over the expected life of the option.

Fair Values of Financial Instruments

Effective January 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements,”
which requires enhanced disclosures about financial instruments carried at fair value. SFAS No.
157 establishes a disclosure framework that quantifies fair value estimates by the level of pricing
precision. The degree of judgment utilized in measuring the fair value of assets generally
correlates to the level of pricing precision. Financial instruments rarely traded or not quoted will
generally have a higher degree of judgment utilized in measuring fair value. Pricing precision is
impacted by a number of factors including the type of asset, the availability of the asset, the
market demand for the asset, and other conditions that were considered at the time of the
valuation. See “Fair Value Measurements™ for additional information about the level of pricing
transparency associated with the financial instruments carried at fair value.

Fair Value Measurement. The following tables present information about the Company’s
assets and liabilities measured at fair value as of December 31, 2008, and indicates the fair value
techniques used by the Company to determine such fair value. In general, fair values determined
by Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets or
liabilities that the Company has the ability to access. Level 2 inputs include quoted prices for
similar assets and liabilities in active markets, and inputs other than quoted prices that are
observable for the asset or liability, such as interest rates and yield curves that are observable at
commonly quoted intervals. Level 3 inputs are unobservable inputs for the asset or liability, and
include situations where there is little, if any, market activity for the asset or liability. In certain
cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value
measurement in its entirety falls has been determined based on the lowest level input that is
significant to the fair value measurement in its entirety. The Company’s assessment of the
significance of a particular input to the fair value measurement in its entirety requires judgment,
and considers factors specific to the asset or liability.
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The following table presents the recorded amounts of assets measured at fair value on a recurring
basis:

Fair Value Measurements

(Dollar amounts in thousands) at December 31, 2008, Using

Quoted Prices in

Active Markets Other Significant

for Identical Observable Unobservable
Fair Value Assets Inputs Inputs
Description 12/31/2008 (Level 1) (Level 2) (Level 3)
Available-for-sale securities ........... $ 99,221 $ — $ 99,221 $ —
Total assets measured at fair
VAIUE ..ot $ 99,221 $ — 3 99,221 $ —

The following methods were used to estimate the fair value of each class of financial instrument
above:

Available-for-sale-Securities. Fair values established for available-for-sale investment securities
are based on estimates of fair values quoted for similar types of securities with similar maturities,
risk and yield characteristics.

The following table presents the recorded amount of assets measured at fair value on a non-
recurring basis:

Fair Value Measurements

(Dollar amounts in thousands) at December 31, 2008, Using
Quoted Prices in
Active Markets Other Significant
for Identical Observable  Unebservable
Fair Value Assets Inputs Inputs Total
Description 12/31/2008 (Level 1) (Level 2) (Level 3) losses
Impaired loans ........cc.ccocceveneecne. $ 13,440 § —  $ — 3 13,440 $ (678)
Total impaired loans measured at
fair value .......cccoooeeevereieienn, 3 13,440 § — 8 — $ 13440  $ (678)

Impaired Loans. The Bank does not record loans at fair value. However, from time to time, if a
loan is considered impaired, and a specific allowance for loan losses is established, loans for
which it is probable that payment of interest and principal will not be made in accordance with the
contractual terms of the loan agreement, are considered impaired. Once a loan is identified as
individually impaired, management measures impairment in accordance with SFAS No. 114,
*“Accounting by Creditors for Impairment of a Loan.” In accordance with SFAS No. 157, impaired
loans where a specific allowance is established based on the fair value of collateral require
classification in the fair value hierarchy. If the fair value of the collateral is based on an observable
market price or a current appraised value, the Bank records the impaired loans as nonrecurring
Level 2. When an appraised value is not available, or management determines the fair value of the
collateral is further impaired below the appraised value and there is no observable market price,
the Bank records the impaired loans as nonrecurring Level 3. Specific reserves of $678,000 have
been established for impaired loans as of December 31, 2008.

Income Tax Credits

At December 31, 2008, the Bank had a $2,529,000 equity investment in three partnerships, which
own low-income affordable housing projects that generate tax benefits in the form of federal and
state housing tax credits. As a limited partner investor in these partnerships, the Company receives
tax benefits in the form of tax deductions from partnership operating losses and federal and state
income tax credits. The federal and state income tax credits are earned over a 10-year period as a
result of the investment properties meeting certain criteria and are subject to recapture for
noncompliance with such criteria over a 15-year period. The expected benefit resulting from the
low-income housing tax credits is recognized in the period for which the tax benefit is recognized
in the Company’s consolidated tax returns. These investments are accounted for using the
effective yield method and are recorded in other assets on the balance sheet. Under the effective
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yield method, the Company recognizes tax credits as they are allocated and amortizes the initial
cost of the investments to provide a constant effective yield over the period that tax credits are
allocated to the Company. The effective yield is the internal rate of return on the investment, based
on the cost of the investment and the tax credits allocated to the Company. The expected residual
value of the investment is zero and therefore was excluded from the effective yield calculation.
Cash received from operations of the limited partnership or sale of the properties, if any, will be
included in earnings when realized.

Reclassifications

Certain prior year information has been reclassified to conform to current year presentation. The
reclassifications had no impact on net income or retained earnings.

Bank Owned Life Insurance

The Company purchased insurance on the lives of certain executives. The policies accumulate
asset values to meet future liabilities including the payment of employee benefits such as the
deferred compensation plan. Increases in the cash surrender value are recorded as other noninterest
income in the consolidated statements of income. The cash surrender value of bank owned life
insurance is reflected in other assets on the consolidated balance sheets in the amount of
$10,781,000 and $9,617,000 at December 31, 2008 and 2007, respectively. During 2008, the
Company realized $760,000 in death benefits from a life insurance contract covering a former
executive of the Company.

Federal Home Loan Bank Borrowings

The Bank maintains a collateralized line of credit with the Federal Home Loan Bank (“FHLB”) of
San Francisco. Under this line, the Bank may borrow on a short term or a long term (over one
year) basis. FHLB advances are recorded and carried at their historical cost. FHLB advances are
not transferable and may contain prepayment penalties. In addition to the collateral pledged, the
Company is required to hold prescribed amounts of FHLB stock that vary with the usage of FHLB
credits.

Recently Issued Accounting Pronouncements

In February 2007, the Financial Accounting Standards Board (“FASB”) issued Statement No. 159
The Fair Value Option for Financial Assets and Financial Liabilities — Including an amendment of
FASB Statement No. 115. Statement No. 159 establishes a fair value option that allows an entity
to designate individual financial assets and liabilities as fair value option instruments. Under the
fair value option, the change in unrealized gains and losses created by the change in fair value of
financial instruments shall be reported in an entity’s earnings for each reporting period. Additional
disclosures regarding fair value for financial assets and liabilities accounting for under the fair
value option are also required. This statement is effective as of the beginning of an entity’s first
fiscal year that begins after November 15, 2007. The Company did not elect the fair value option
for any of its financial assets or liabilities and therefore the adoption did not have a material effect.

In December 2007, the Financial Accounting Standards Board (“FASB”) announced that it had
revised Statement 141, Business Combinations, with 141(R). The revised Statement No. 141 was
written to improve the relevance, representational faithfulness and comparability of the
information that a reporting entity provides in its financial reports about a business combination
and its effects. This Statement establishes principles and requirements for how the acquirer:

a) Recognizes and measures in its financial statements the identifiable assets acquired,
the liabilities assumed, and any noncontrolling interest in the acquiree

b) Recognizes and measures the goodwill acquired in the business combination or a
gain from a bargain purchase

c) Determines what information to disclose to enable users of the financial statements
to evaluate the nature and financial effects of the business combination
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This Statement applies prospectively to business combinations for which the acquisition date is on
or after the beginning of the first annual reporting period beginning on or after December 15,
2008. The Company does not expect this Standard to have a material effect on the Company’s
financial statements.

In December 2007, the Financial Accounting Standards Board (“FASB”) issued Statement No.
160, “Noncontrolling Interest in Consolidated Financial Statements ~ an amendment of ARB No.
51.” Statement No. 160 clarifies reporting and disclosure requirements related to noncontrolling
interest included in an entity’s consolidated financial statements. This Statement clarifies that
noncontrolling interests are to be reported in the noncontrolling section of the balance sheet and
requires net income to include amounts from both the parent and the noncontrolling interest. This
Statement also requires the parent company to recognize a gain or loss in net income when a
subsidiary is deconsolidated. This Statement is effective for fiscal years (and interim periods
within those years), beginning on or after December 15, 2008. The Company will apply this
Statement prospectively and does not expect the Statement to have a material impact on the
Company’s financial statements.

Restricted Cash Balance

Cash and due from banks includes balances with the Federal Reserve Bank (the FRB). The Bank is
required to maintain specified minimum average balances with the FRB, based primarily upon the Bank’s
deposit balances. As of December 31, 2008 and 2007, the Bank maintained deposits in excess of the FRB
reserve requirement.

Securities Available-for-Sale

The amortized cost and carrying values of securities available-for-sale are as follows:

Amortized  Unrealized Unrealized Carrying
(Dollar amounts in thousands) cost gains losses value
December 31, 2008:
Obligations of U.S. Government

AZENCIES ..o $ 57995 % 1,447 § — $ 59,442
Obligations of states and political
subdiviSions ........cccccceevrirrnnnne. 38,918 914 (83) 39,779
$ 96913 § 2,361 (8 53) § 99,221
December 31, 2007:
Obligations of U.S. Government
AZENCIES <.ovevieivviieeeeee e $ 38370 § 302§ — § 38,672
Obligations of states and political
SubdivisSions ...........ccceeeevvennenn, 52,357 440 (37) 52,760
Corporate debt ......ccoovveevierreennnn.. 2,999 2 @)) 3,000
§ 93,726 $§ 744 (8 38) § 94432
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An analysis of gross unrealized losses of the available for sale investment securities portfolio as of
December 31, 2008 and December 31, 2007 follows.

Less than 12 Months
Total 12 Months Total or Longer Total Total
December 31, 2008: Fair Unrealized Fair Unrealized Fair Unrealized
(Dollar amounts in thousands) Value Losses Value Losses Value Losses
Obligations of states and
political subdivisions ............. $3,03 (& 53) § — 3 — $ 3,039 (8 53)
TOAL e eeeeseneeee $3039 (3 53) $ — 3 — % 3,039 ($ 53)
Less than 12 Months
12 Months Total or Longer Total Total
At December 31, 2007: Fair Unrealized Fair Unrealized Fair Unrealized
(Dollar amounts in thousands) Value Losses Value Losses Value Losses
Obligations of states and
political subdivisions ............. $ 2,007 (8 13) $ 848 % 24) $10493 (% 37)
Corporate debt ...........ccoeevrenne. 996 (1) — — 996 (1)
TOtal oovevcreeereee e, $ 3,003 (8 14) $ 8486 § 24) $11,489 (8 38)

At December 31, 2008, there were no securities in an unrealized loss position for greater than 12
consecutive months. Management periodically evaluates each security in an unrealized loss position to
determine if the impairment is temporary or other-than-temporary. Management has determined that no
investment security is other-than-temporarily impaired at December 31, 2008. The unrealized losses are
due solely to interest rate changes and the Company has the ability and intent to hold all investment
securities with identified impairments resulting from interest rate changes to the earliest of forecasted
recovery or the maturity of the underlying investment security.

The amortized cost and carrying value of debt securities as of December 31, 2008, by contractual maturity,
are shown below. Expected maturities may differ from contractual maturities because borrowers may have
the right to call or prepay obligations with or without call or prepayment penalties.

Amortized  Carrying

(Dollar amounts in thousands) Cost Value
Available-for-sale:
DUE 1N ONE YEAT OF 1SS .ovvrveueniiririeteeeicteiiie ettt er e $ 11,384 $ 11,540
Due after one through five years ..., 59,995 61,523
Due after five years through ten years ...........cccooviiiimininnieen 13,681 13,906
DUE AftEr tEN YEAIS ..overveieiieicieierreererecet st 11,853 12,252

$ 96913 § 99,221

For the years ended December 31, 2008, 2007 and 2006, gross realized gains amounted to $205,000,
$4,000 and $185,000, respectively. For the years ended December 31, 2008, 2007 and 2006, gross realized
losses amounted to $495,000, $0 and $196,000, respectively.

At December 31, 2008 and 2007, securities with an amortized cost of $91,456,000 and $83,874,000, and
fair value of $93,635,000 and $84,505,000, respectively, were pledged as collateral for public deposits and
for other purposes required by law.

As of December 31, 2008 and 2007, the Bank had investments in Federal Reserve Bank stock classified as
other assets in the accompanying balance sheets of $702,000. These investments in Federal Reserve Bank
stock are carried at cost, and evaluated periodically for impairment.
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Loans, Net

Loans are summarized as follows at December 31:

(Dollar amounts in thousands) 2008 2007
REALESIAtE .....eoiiiiiieiiieie ettt $ 353,011 $ 352,050
CONSIIUCHION ..iutiiiieiieieie ettt ettt et et ent et e teseeeneeseseneeeseeeneranas 65,647 57,362
COoMMETCIAl ...ocoiiiiiiiciic ettt 83,442 82,228
CONSUIMIET ...ttt ettt st er et eeaeeete e ese e st saeeseneneteereeerean 3,136 3,636
GrOSS LOANS ..evveieieieieiieeie ettt ettt ettt ee e s e eee oo eeneeas 505,236 495,276
Net deferred 10an fEes .......cocooevcirenieiiciiiiic e 177) (64)
Allowance for 10an 10SSES .........ccveeieiveierieiiiieceeeieeeeee e (7,075) (5,638)

NELL0ANS ...oiiiiiiicee et ettt $ 497,984 § 489,574

The Bank had total impaired loans of $14,118,000 and $12,158,000 at December 31, 2008 and 2007,
respectively. The allowance for loan losses related to the impaired loans was $678,000 and $707,000 as of
December 31, 2008 and 2007, respectively. The amount of the recorded investment in impaired loans for
which there is no related allowance is $2,558,000 and $11,451,000 as of December 31, 2007 and 2006. The
average recorded investment in impaired loans during 2008, 2007 and 2006 was $12,193,000, $6,036,000
and $610,000, respectively. Interest income on impaired loans of $64,000, $69,000 and $3,000 was
recognized for cash payments received in 2008, 2007, and 2006, respectively. The amount of interest on
impaired loans not collected in 2008, 2007 and 2006, was $692,000, $547,000 and $70,000, respectively.
The cumulative amount of unpaid interest on impaired loans was $1,022,000, $547,000 and $70,000 at
December 31, 2008, 2007 and 2006, respectively.

Allowance for Loan Losses

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

(Dollar amounts in thousands)

2008 2007 2006
Balance, beginning of Year .............cc.ccooveiiiieivieeieeeeeeeee $ 5638 $ 5002 $ 4374
Loans charged off ........ccoocoiiirieeiceeccce e (1,788) (80) (59)
RECOVEIIES .ottt 180 26 4
Net loans charged off ..........cccoooviiiviieiic e, (1,608) (54) (55)
Provision for 10an 10SSES .......ccovvevieeiieeee e ee e eeeee v 3,045 690 683

$ 7075 $ 5638 $ 5,002

Related Party Transactions

In the ordinary course of business, the Bank made loans and advances under lines of credit to directors,
officers, and their related interests. The Bank’s policies require that all such loans be made at substantially
the same terms as those prevailing at the time for comparable transactions with unrelated parties and do not
involve more than normal risk or unfavorable features. The following summarizes activities of loans to
such parties in 2008 and 2007:

(Dollar amounts in thousands) 2008 2007

Balance, beginning Of YEar ..........cccocooviieiiiiiiiiiciceeeeeeeee e, $§ 10374 $ 3,521
AAITONS 1.ttt e ev e et e e e e e e e s eeneeeeeseereenns 8,624 7,706
REPAYIMENLS ....ooviiiiiiiiiii ettt r et 3,468 853
Balance, €nd Of VAT .......oouiiiiiiicecee et $ 15530 $ 10374
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Bank Premises, Equipment, and Leasehold Improvements

Bank premises, equipment and leasehold improvements are stated at cost, less accumulated depreciation
and amortization, and are summarized as follows at December 31:

(Dollar amounts in thousands) 2008 2007
BUILAINES ...oovviveiieieeeeee ettt r s saes ekt $ 9,134 $§ 9,032
EQUIPITICIE .e.eiiiririiieiinieiiiectc ittt bbb 8,701 8,667
Leasehold improvements .........c..cvcuiirmiiiioniiini e 1,043 1,010
18,878 18,709
Accumulated depreciation and amOTtiZation ..........ccoeeeiievnvnienninceninieiinn (10,266) (9,437)
8,612 9,272
LAN 1ottt ettt et a e ene e b s ns 4,418 4,414

$ 13,030 $§ 13,686

Depreciation expense for the years ended December 31, 2008, 2007, and 2006 was $1,597,000, $1,270,000,
and $1,183,000, respectively.

Deposits

The aggregate amount of jumbo time certificates, each with a minimum denomination of $100,000 or more,
was $90,176,000 and $81,169,000 at December 31, 2008 and 2007, respectively.

At December 31, 2008, the scheduled maturities of all time certificates of deposit are as follows:
(Dollar amounts in thousands)

Year endind December 31:

01 OO OO U OO UOT TSP PPN $ 125,475
2070 oottt ettt ettt ettt a e a e e e e bbb bRttt 12,330
() O OO OO PO U U PO POSPPU PO TOTOTO PN 4,034
91 0 5 O OO OO U OOOEO TP SO YOOI UOT TP PSPPSR 1

$ 141,840

Federal Home Loan Bank Advances

As of December 31, 2008, Federal Home Loan Bank (“FHLB™) advances consisted of $81,100,000 in
short-term advances due in one year or less, and $5,000,000 in long-term advances due in two years. The
interest rate on total advances ranged from 0.05% to 5.57% at year end December 31, 2008. As of
December 31, 2007, the short-term advances consisted of $36,000,000 due in one year or less, and in
$30,000,000 in long-term advances due in over one to three years. The interest rate on total advances
ranged from 3.82% to 5.57% at year end December 31, 2007. Average FHLB advances were $73,777,000
and $39,482,000 in 2008 and 2007, respectively. Weighted average rates were 4.18% and 5.24% in 2008
and 2007, respectively. The maximum amount borrowed during 2008 and 2007 was $93,200,000 and
$66,000,000, respectively. At December 31, 2008, the Bank had a maximum borrowing capacity under
Federal Home Loan Bank advances of $134,112,000, of which $48,012,000 was available. The Federal
Home Loan Bank advances are secured by a blanket collateral agreement by a pledge of FHLB stock and
certain other qualifying collateral, such as commercial and mortgage loans.

Commitments and Contingencies

The Bank leases a portion of its facilities and equipment under noncancelable operating leases expiring at
various dates through 2013. Some of these leases provide that the Bank pay taxes, maintenance, insurance,
and other occupancy expenses applicable to leased premises. Generally, the leases provide for renewal for
various periods at stipulated rates.
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The minimum rental commitments under the operating leases as of December 31, 2008 are as follows:
(Dollars in thousands)

Year ending December 31:

2009 ettt ettt et ettt et et enenenennes $ 576
2010 et ettt ettt et en et eee e 403
ZOTT ettt s ettt ettt en e renas 342
2002 ettt ettt e e eerer s 333
20013 ettt sttt ettt e eenens 148

$ 1,802

Total rent expense for operating leases was $630,000, $591,000 and $554,000, in 2008, 2007, and 2006,
respectively.

The Bank is engaged in various lawsuits either as plaintiff or defendant in the ordinary course of business
and, in the opinion of management, based upon the advice of counsel, the ultimate outcome of these
lawsuits will not have a material effect on the Bank’s financial statements.

Bank Savings Plan

The Bank maintains a salary deferral 401(k) plan covering substantially all employees, known as the First
National Bank Savings Plan (the “Plan”). The Plan allows employees to make contributions to the Plan up
to a maximum allowed by law and the Bank’s contribution is discretionary. Beginning in 2008, the Board
approved a safe harbor election related to the Plan which requires the Company to contribute 3% of
qualifying employees wages as a profit sharing contribution. The Bank’s contribution to the Plan for the
years ended December 31, 2008, 2007, and 2006 was $400,000, $600,000 and $602,000, respectively.

Salary Continuation and Deferred Compensation Plans

The Bank maintains a Salary Continuation Plan for certain Bank officers. Officers participating in the
Salary Continuation Plan are entitled to receive a monthly payment for a period of fifteen to twenty years
upon retirement. The Company accrues such post-retirement benefits over the individual’s employment
period. The Salary Continuation Plan expense for the years ended December 31, 2008, 2007, and 2006 was
$238,000, $181,000 and $239,000, respectively. Accrued compensation payable under the salary
continuation plan totaled $1,833,000 and $2,010,000 at December 31, 2008 and 2007, respectively.

The Deferred Compensation Plan allows eligible officers to defer annually their compensation up to a
maximum 80% of their base salary and 100% of their cash bonus. The officer will be entitled to receive
distribution upon reaching a specified age, passage of at least five years or termination of employment. As
of December 31, 2008 and 2007, the related liability included in accrued expenses and other liabilities was
$848,000 and $1,715,000, respectively. The decrease in 2008 was due to withdrawals by employees in the
Plan.

Income Taxes

The provision for income taxes for the years ended December 31, consists of the following:

(Dollar amounts in thousands) 2008 2007 2006
Current:
Federal ... $ 750 § 1961 § 2,789
SHALE oo 331 727 827

§ 1081 § 2688 $ 3,616

Deferred:
Federal ..o $ (352) % (252) $ (69)
STALE vttt e erans (118) (549) 62

(470) (306) (7
3 611 $ 2382 § 3,609
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The reason for the differences between the statutory federal income tax rate and the effective tax rates for
the years ending December 31, are summarized as follows:

2008 2007 2006
StAtULOTY TALES .eovveeeiiiiieirirrecieee et s s 34.0% 34.0% 34.0%
Increase (decrease) resulting from:
Tax exempt Income for federal purposes .......c.cocceveeenrecnnnee. (19.1) (6.8) 6.1
State taxes on income, net of federal benefit ...................coec.. 33 4.9 5.2
Benefits from low income housing credits .........ccocovenienennne. 2.7 (4.8) (1.3)
Oher, NEE ...oc.eviiiiieiccreccee e e (2.2) (1.0) 04
Effective taX Tate .....occveveerieiieiceieeie et e 13.3% 26.3% 32.2%

The tax effect of temporary differences giving rise to the Bank’s net deferred tax asset is as follows:

December 31,

(Dollar amounts in thousands) 2008 2007
Deferred tax assets
AlloWance fOr 10AN LOSSES ....cooviviiiiiiiiiiiiiiiiiiiiiititv ettt etiareretereeesasansesesessransnseserens $ 3,162 $ 2463
Accrued salaries and officers COmMpPensation .........cccccveevrireeenceneenenreneeneenen. 1,390 1,423
Capitalized interest on buildings .........ccccecevieneenirnieniionienceeeirenrenre e 23 25
Expenses accrued on books, not yet deductible in tax return .........c.ccoeceeeeennnnne, 803 706
DEPIECIALION .veviertiieiieiieiieieieree ettt ore ettt et et eeb e s s st et esaenesaeeneeaneneens 448 586
Net operating 10ss carryforward ..........coccovvivveeniiiniinineieeenr e 887 1,046
Tax credit carryforwards .........ccooceviirieiiiie e 429 —
7,142 6,249
Less: deferred tax asset valuation allowance ... (368) —
6,774 6,249
Deferred tax liabilities
Unrealized appreciation on available-for-sale SeCurities .........c.coeceeevvcevrercrnnnnne. $ 950 $ 292
State INCOME TAXES ...vevrerireriirerreerieeiireeiieeeieesereeeeteeersresssreessanesseseneeasasesaenenseen 478 405
Core deposit INTANZIDIE .......cccooiriiiiiiiieiiicree et 269 374
Income reflected on books, Not ON tax FEtUrN ........ooevevvieeeeiiieeeeeeeiee e 93 —
Expenses and credits deducted on tax return, not books ........c.cccoeveviveiieiiiicnae, 8 14
Total deferred tax HAbIlItIES ......cccovvvveieiieeeieiiriiiie et ee e e e iaeees 1,798 1,085
Net deferred tax asset (included in other assets) .......coeeveeeeiciieeieerceeeeeeeeeeeee $ 4976 $ 5,164

As of December 31, 2008, the Bank had no state tax credit carryforwards for income tax purposes as these
were all used during 2005. Accordingly, there is no valuation allowance related to these credits as of
December 31, 2008 or 2007. Additionally, management believes that it is more likely than not that the
deferred tax assets will be realized through recovery of taxes previously paid and/or future taxable income,
with the exception of a portion of low income housing credit carryforwards. The Bank has federal net
operating loss carryforwards resulting from the acquisition of Sequoia National Bank which expire from
December 31, 2011 through December 31, 2020, for a total balance of $2,609,000 as of December 31,
2008. These losses are limited to approximately $469,000 per year under IRS regulations.

In assessing the Company’s ability to realize the tax benefits of deferred tax assets, management considers
whether it is more likely than not that some portion or all of the deferred tax assets will be realized. The
ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during
the periods in which those temporary differences become deductible. Management considers the scheduled
reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies in making
this assessment. Based upon the level of historical taxable income and projections for future taxable income
over the periods which the deferred tax assets are deductible, management believes it is more likely than
not that the Company will realize the recorded benefits of these deductible differences, with the possible
exception of our low income housing tax credit carryforwards. In the opinion of management, a valuation
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allowance of $368,000 was necessary as of December 31, 2008. This valuation allowance only became
necessary during 2008, and is equivalent to 100% of the low income housing credit carryforwards that
existed as of December 31, 2008. There was no tax valuation allowance in 2007 or 2006.

Financial Instruments

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

The Bank’s exposure to credit loss is represented by the contractual amount of those instruments and is
usually limited to amounts funded or drawn. The contract or notional amounts of these agreements, which
are not included in the balance sheets, are an indicator of the Bank’s credit exposure. Commitments to
extend credit generally carry variable interest rates and are subject to the same credit standards used in the
lending process for on-balance-sheet instruments. Additionally, the Bank periodically reassesses the
customer’s creditworthiness through ongoing credit reviews. The Bank generally requires collateral or
other security to support commitments to extend credit. The following table provides summary information
on financial institutions whose contract amounts represent credit risk as of December 31:

December 31
(Dollars amounts in thousands) 2008 2007
Financial instruments whose contract amounts represent credit risk:
Undisbursed loan commitments $ 35403 $ 70,116
Lines of credit .................... 73,735 72,211
Mastercard lines ................. 3,940 3,677
Standby letters of credit 2,743 3,157
$ 115821 $ 149,161

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since many of the commitments are expected to
expire without being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The Bank evaluates each customer’s creditworthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Bank upon extension of credit, is based on management’s
credit evaluation. Collateral held varies but may include accounts receivable, inventory, property, plant and
equipment, and income-producing commercial and residential properties.

Equity reserve and unused credit card lines are additional commitments to extend credit. Many of these
customers are not expected to draw down their total lines of credit, and therefore, the total contract amount
of these lines does not necessarily represent future cash requirements.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a
customer to a third party. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. The Bank issues both financial and performance standby
letters of credit. The financial standby letters of credit are primarily to guarantee payment to third parties.
As of December 31, 2008, there were $1,841,000 issued in financial standby letters of credit. The
performance standby letters of credit are typically issued to municipalities as specific performance bonds.
As of December 31, 2008 there were $902,000 issued in performance standby letters of credit. The terms of
the guarantees will expire in 2009.

The Bank has experienced no draws on these letters of credit, and does not expect to in the future; however,
should a triggering event occur, the Bank either has collateral in excess of the letters of credit or embedded
agreements of recourse from the customer.
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The following table provides summary information on the estimated fair value of financial instruments at
December 31, 2008:

Carrying Fair
(Dollar amounts in thousands) amount value
Financial assets:
Cash and cash eqUIVAIENTS .........cccccovvriiveriirieieeenr s $ 14865 § 14,865
Securities available for sale .........ccccoevviiiiiniiinni 99,221 99,221
LOANS, TIEL ..oovvvveeeiriee e e ciieeeeeetreesesnae e e sneeeessssbeeesseannesesemrenesbaseeesannens 497,984 533,277
Bank owned 1ife INSUTANCE .....c.vvvvvereeeieiiiiiiiiereeee e ees s eieeeeee e e e eeeenereeee s 10,781 10,781
Financial liabilities:
DEPOSIES ovveveieereniereiineereseeteiet sttt 500,910 501,436
Federal Home Loan Bank advances ..........ccccevevveriinenncncecnicnncninenne, 86,100 86,753
Off-balance-sheet liabilities:
Undisbursed loan commitments, lines of credit, Mastercard line and
standby letters of credit .......cccocevveivveriinieiiniii — 4,343

The following table provides summary information on the estimated fair value of financial instruments at
December 31, 2007:

Carrying Fair
(Dollar amounts in thousands) amount value
Financial assets:
Cash and cash eqUIVAIENES ...........ccceieiereriereereeereneeeen e $ 15,750  $ 15,750
Securities available for sale ............coooiiiiiiiiiieiiee e 94,432 94,432
LOANS, T1ET ...vveviiiieitiee ettt eeeete e e et e e s et e e senena e e s sibaeeesareeeeamenee e nres 489,574 507,981
Bank owned life INSUTANCE .....oooeoviiiiieiiecie et 9,617 9,617
Financial liabilities:
DIEPOSILS ..vereeereiereeteereeeeete et ese e sttt 499,255 499,719
Federal Home Loan Bank advances ..........coocceeeeviiierieciinenieeeeeeeeneee 66,000 66,783
Off-balance-sheet liabilities:
Undisbursed loan commitments, lines of credit, and standby letters of
CTEAIE oottt et eeee et e ete e e e e sabeenteer e e be e beesbeesbeasreanseereesncensenaaene — 987

The carrying amounts of loans include $14,118,000 and $11,465,000 of nonaccrual loans (loans that are not
accruing interest) at December 31, 2008 and 2007, respectively. Management has determined that primarily
because of the uncertainty of predicting an observable market interest rate, excessive amounts of time and
money would be incurred to estimate the fair values of nonperforming loans. As such, these loans are
recorded at their carrying amount in the estimated fair value columns.

The following aggregate information is provided at December 31, about the contractual provisions of these
loans:

(Dollars amounts in thousands) 2008 2007
Aggregate Carrying amOUNE .........cooveerereurierieirireneniesienes s eesens $ 14,102 $ 11,465
Effective Tate ....cocevcieiiiieriiecicceecectic et 7.60% 9.67%
Average term to MAtUIILY ......cccooovviiiiniiniiininii e 10 months 16 months

Significant Group Concentrations of Credit Risk

Most of the Bank’s business activity is with customers located within San Mateo and San Francisco
counties. Generally, the loans are secured by assets of the borrowers. The loans are expected to be repaid
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from cash flows or proceeds from the sale of selected assets of the borrowers. The Bank does not have
significant concentrations of loans to any one industry.

The distribution of commitments to extend credit approximates the distribution of loans outstanding.
Commercial and standby letters of credit were granted primarily to commercial borrowers. The contractual
amounts of credit-related financial instruments such as commitments to extend credit, credit-card
arrangements, and letters of credit represent the amounts of potential accounting loss should the contract be
fully drawn upon, the customer default, and the value of any existing collateral become worthless.

Regulatory matters

The Company, as a bank holding company, is subject to regulation by the Board of Governors of the
Federal Reserve System under the Bank Holding Company Act of 1956, as amended. The Bank is subject
to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions
by regulators that, if undertaken, could have a direct material effect on the Company’s financial statements.
Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Company and the Bank must meet specific capital guidelines that involve quantitative measures of the
Company’s and the Bank’s assets, liabilities and certain off balance-sheet items as calculated under
regulatory accounting practices. The capital amounts and classification are also subject to qualitative
Jjudgments by the regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the
Bank to maintain minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital (as
defined in the regulations) to risk-weighted assets (as defined), and of Tier 1 capital (as defined) to average
assets (as defined). Management believes, as of December 31, 2008, that the Company and the Bank have
met all regulatory capital requirements.

As of December 31, 2008, the most recent notification from the regulatory agencies categorized the Bank
as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well
capitalized the Bank must maintain minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios
as set forth in the table. There are no conditions or events since that notification that management believes
have changed the Bank’s categories.

The consolidated actual capital amounts and ratios of FNB Bancorp and Subsidiary are also presented in
the following table:

To be well
For capital capitalized under
adequacy prompt corrective
Actual purposes action provisions

(Dollar amounts in thousands) Amount Ratio Amount Ratio Amount Ratio
December 31, 2008:
Total risk-based capital (to
risk weighted assets)

Consolidated Company ........ $ 71,531 11.86% 48,250

Bank

8.00% 60,308 > n/a

8.00% 60,308 > 10.00%

IV IV

..................................... $ 71,405 11.84% 48,247

Tier 1 capital (to risk
weighted assets)

Consolidated Company ........ $ 64,346 10.67% 24,122

Bank

4.00% 36,180
4.00% 36,180

1V IV
IV Vv

..................................... § 64,220 10.65% 24,120 6.00%

Tier 1 leverage capital (to
total average assets)

Consolidated Company ........ $ 64,346 9.70% 26,534

Bank

4.00% 33,171
4.00% 33,171

n/a
5.00%

IV IV
1V IV

..................................... $ 64,220 9.68% 26,537
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To be well
For capital capitalized under
adequacy prompt corrective
Actual purposes action provisions
(Dollar amounts in thousands) Amount Ratio Amount Ratio Amount Ratio
December 31, 2007:
Total risk-based capital (to
risk weighted assets)
Consolidated Company ....... § 69,455 11.47% 48,443 > 8.00% 60,533 > n/a
Bank ......ocoeciiininnienen $ 69,129 11.42% 48,443 > 8.00% 60,533 > 10.00%
Tier 1 capital (to risk
weighted assets)
Consolidated Company ....... $§ 63,707 10.52% 24221 > 4.00% 36,321 > n/a
Bank ... $ 63,381 10.47% 24221 > 4.00% 36,321 = 6.00%
Tier 1 leverage capital (to
total average assets)
Consolidated Company ....... $ 63,707 9.89% 25,757 > 4.00% 32,206 > n/a
Bank ..o $ 63,381 9.84% 25,757 = 4.00% 32,206 > 5.00%

an Stock Option Plans

In 1997, the Company adopted an incentive employee stock option plan, known as the 1997 FNB Bancorp
Plan. In 2002, the Company adopted an incentive employee option plan known as the 2002 FNB Bancorp
Plan. In 2008, the Company adopted an incentive employee stock option plan known as the 2008 FNB
Bancorp Stock Option Plan. The Plans allow the Company as of December 31, 2008 to grant options to
employees covering 378,600 shares. Incentive stock options currently outstanding become exercisable in
one to five years from the grant date, based on a vesting schedule of 20% per year and expire 10 years after
the grant date. Nonqualified options to directors become vested on the date of grant. The options exercise
price is the fair value of the per share price of the underlying stock options at the grant date.

The amount of compensation expense for options recorded in the years ended December 31, 2008,
December 31, 2007, and December 31 2006 was $171,000, $68,000 and $39,000, respectively. The income
tax benefit related to stock option exercises was $14,000 for 2008, under $3,000 for 2007 and under $1,000
for 2006.

There were no options exercised during the year ended December 31, 2008 under the 2008 Stock Option
Plan. The intrinsic value of options exercised during 2008 was $37,000 under the 1997 Plan.

The total intrinsic value of options exercised during the year ended December 31, 2007 was $158,000
which includes $62,000 under the 2002 Plan and $96,000 under the 1997 Plan.

The total intrinsic value of options exercised during the year ended December 31, 2006 was $263,000
which includes $60,000 under the 2002 Plan and $203,000 under the 1997 Plan.

The amount of total unrecognized compensation expense related to non-vested options at December 31,
2008 was $420,000, and the weighted average period it will be amortized over is 2.5 years.

The fair value of each option granted is estimated on the date of grant using the fair value method with the
following weighted average assumptions used for grants in 2008; dividend yield of 4.86% for the year;
risk-free interest rate of 3.51%; expected volatility of 50.92%; expected life of 8.8 years; and weighted
average fair value of $4.22 per share. The assumptions for grants in 2007; dividend yield of 1.97% for the
year; risk-free interest rate of 5.11%; expected volatility of 11.32%; expected life of 6.4 years; and
weighted average fair value of $5.82 per share. The assumptions for grants in 2006; dividend yield of
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6.66% for the year; risk-free interest rate of 5.19%; expected volatility of 10%; expected life of 6.5 years;
and weighted average fair value of $1.50 per share.

A summary of option activity under the 2008 FNB Bancorp Plan as of December 31, 2008 and changes
during the year then ended is presented below.

2008 FNB Bancorp Plan
Weighted-
Average

Weighted Remaining Aggregate

Average Contractual Intrinsic

Exercise Term Value
Options Shares Price (in years) (000)
Outstanding at January 1, 2008 .........c..cccceneenen. — 3 0.00
Granted ........ocoovvieieiieiiieiieieeeeee e 63,242 § 11.76
EXercised .......coceoeiviriieieeee e 0 3 0.00
Forfeited or expired ........cccccoveivirrcreieeeeerenanen (1,628) $ 11.76
Outstanding at December 31, 2008 ..................... 61,614 §$ 11.76 9.7 $ 0
Exercisable at December 31, 2008 .................... 9450 $ 11.76 00 $ 0

A summary of option activity under the 2002 FNB Bancorp Plan as of December 31, 2008 and changes
during the year then ended is presented below.

2002 FNB Bancorp Plan
Weighted-
Average

Weighted Remaining Aggregate

Average Contractual Intrinsic

Exercise Term Value
Options Shares Price (in years) (000)
Outstanding at January 1, 2008 ........cccccooveriiiineiieene, 224,163  §  24.93
Granted ........ocovvveverieiiiieeieeee ettt — 3 0.00
EXErCiSed ..oovoveiiiiriiicicicrceee et — 3 0.00
Forfeited or expired .........ccccvvvierrieneneienienieee e, (4,141 $ 28.17
Outstanding at December 31, 2008 .............cooeeveieenrnnnn, 220,022 $ 2487 60 $ 0
Exercisable at December 31, 2008 ..........cccooevvvviviinennnn. 153,197 $ 23.46 54 $ 0
The following supplemental information applies to the three years ended December 31:

2008 2007 2006

Options outstanding...........ccoecveevvieveenienienieneeeee e 220,022 224,163 216,176
Range of eXercise prices .......cocereierecieeierireiereeeererennnens $18.66-$31.31  $18.66-$31.31 $18.66-$31.31
Weighted average remaining contractual life....................... 6.0 7.1 7.5
Fully vested options.......c..cccoceeeocveierrenienniene e 153,197 116,528 85,768
Weighted average eXercise price .........cocvvvevereevererenereeecenannn, $23.46 $22.81 $21.67
Aggregate Intrinsic value..........covvveeeeeieiereeice $0 $250,629 $1,858,325
Weighted average remaining contractual life (in years)...... 54 6.2 6.5
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A summary of option activity under the 1997 FNB Bancorp Plan as of December 31, 2008, and changes during the
year then ended is presented below.

1997 First National Bank Plan

Weighted-
Average
Weighted = Remaining Aggregate
Average Contractual Intrinsic
Exercise Term Value
Options Shares Price (in years) (000)
Outstanding at January 1, 2008 ........cc.cocoevveennricnincnnas 77,766 $§  20.31
GIanted .........cveevuieerieeeiierieesieesee e ceee e sneesressiae s — 3 0.00
EXEICISEA ..o.vvovieeeeiiiiciisiteiiesveie ettt (11,610) § 1850
Forfeited or eXpired ..........ceceermvieeeereesieieeneeeercereeeneees —  § 0.00
Outstanding at December 31, 2008.............ccoovvvvininnincns 66,156 $ 20.63 41 $ 0
Exercisable at December 31, 2008 .........ccccoovveeiiereencenn 47275 $§ 17.82 24 $ 0
The following supplemental information applies to the three years ended December 31:
2008 2007 2006
Options outstanding...........cceceeevereeiererierinsenes i 47,275 77,766 64,893
Range of €XErCISE PriCeS ......eruemirrerirerreireireeereeerereeneeenene $16.20-$27.66  $16.20-$27.66 $16.20-$18.71
Weighted average remaining contractual life ..................... 24 4.4 3.2
Fully vested Options........cccoceevevirircnioiinicinieeiie s 47,275 54,170 64,893
Weighted average eXercise price .........ococevrvevrerererreceeeenns $17.82 $17.11 $17.16
Aggregate intrinsic Value.........ocoevevevercccincnnneneeereeicnenes $0 $337,166 $1,113,368
Weighted average remaining contractual life (in years)..... 2.4 2.3 32
(18) Quarterly Data (Unaudited)
(Dollars in thousands) First Second Third Fourth
2008:
Interest iINCOME .....vovvevereeereeecriereereene e e————— $ 10371 $ 9,657 % 9,787 $ 9,612
INtErest EXPENSE ....eoivieririieiierieereeciee e eererereneeeaneas 3,322 2,841 2,725 2,619
Net interest iNCOME ............coovvveeeeiieeeeerreeeeeneaeans 7,049 6,816 7,062 6,993
Provision for loan 10SSeS .......cceeeeeeevviiiiieeeeeeecnneens 990 300 300 1,455
Net interest income, after provision for loan
JOSSES ottt ireecrt e e e e e erree e e e e e eeranaees 6,059 6,516 6,762 5,538
Non-interest INCOME .......c.oevuevrereeeereeriereriereeerenens 1,261 1,137 769 1,876
Non-interest EXPense......c.coevveveeeririinicniuisnieiieenns 6,177 6,286 6,481 6,400
Income before income taxes........cccoevereereeeeernenne. 1,143 1,367 1,050 1,014
Provision for income taxes........ccc.ceceeviiircccnecnae. 256 277 3 75
NEt CaAIMINES ...vvoveeereereieieieeeeieeeesceerereseererene $ 887 § 1,090 $ 1,047 $ 939
Basic earnings per share..........c.coceceveveeeneercnnnnnne $ 028 § 035 $ 034 $ 0.31
Diluted earnings per share.........ccccocecrviienienennenn, $ 028 § 035 §$ 034 § 0.31
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(Dollars in thousands) First Second Third Fourth
2007:
INtErest INCOME .....vovvieeeiieiiieieieeeeee e reee e e $ 9904 $ 10654 $ 10,881 $ 10,851
Interest eXpense. .....oocveververeeeereieieree e e 3,086 3,429 3,531 3,611
Net interest iINCOME........cceevevveeeoeiieeieeeeeeeereeeenn 6,818 7,225 7,350 7,240
Provision for loan 10SSes .........cccceeeveviecieeciccinnnnen, 150 180 180 180
Net interest income, after provision for loan
LOSSES cuveeereeiiieieeteetec et 6,668 7,045 7,170 7,060
Non-interest iNCOME .........cccovveeeeeeireieiieeeriereeeeenans 1,004 1,142 1,093 1,061
Non-interest EXPense........cceeevveveereeerrereeereeereenreenne. 5,758 5,808 5,761 5,855
Income before income taxes...........oevevevverevereecnenen, 1,914 2,379 2,502 2,266
Provision for income taxes.............coeeeveeveireenennne. 455 652 707 568
Net €arnings .....ceeveveeveeeeeereeeeieeeveeereereresenns $ 1,459 § 1,727  $ 1,795 % 1,698
Basic earnings per share...........cococeeeveeeeneceeieennnna, $ 046 §$ 055 § 057 $ 0.54
Diluted earnings per share............ccccoevevevevireneennnnnn. $ 046 $ 054 § 057 $ 0.54

There may be rounding differences between the sum of the four quarters presented and the annual amounts used
throughout the annual report.

19) Condensed Financial Information of Parent Company

The parent company-only condensed balance sheets, condensed statements of income, and condensed
statements of cash flows information are presented as of and for the year ended December 31, as follows:

FNB Bancorp Condensed balance sheets
(Dollars in thousands) 2008 2007
Assets:
Cash and due from Banks ............cceovereeeieriuicicece e $ 56 % 55
Investments in SUDSIAIATY .....c.oooiiiiiieec e 68,023 66,473
Income tax receivable from Subsidiary .........c.cooeevvinieriecieiieeneeeee e 2 17
Dividend receivable from subsidiary ...........ocooveeeioiieieiciieeecececeeeeeee e 455 —
OTRET ASSES ...ttt ettt se st esb s et e e s eneeseee e enesrensesesesaees 79 10
TOTAL ASSELS ...ttt e e et e e e et e e e e e e enaeas $ 68615 $§ 66,555
Liabilities:
Dividend declared ...........ccoceeririeceeeee et $ 455 8 —
Other HabilItIes........ocveureuiiiriieeeccrete et e, 11 10
Total HabilItIEs .....c.veuieueiiiiietcieeiee et 466 10
StOCKhOIAELS QUILY ...oeiieiieiieiieeieete ettt ettt ettt e te e e s 68,149 66,545
Total liabilities and stockholders’ eqUity ...........ccccooeevieiiiiiiciieeeeeeeee e, $ 68615 $ 66,555
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FNB Bancorp Condensed statements of income
(Dollars in thousands) 2008 2007 2006
Income:

Dividends from subsidiary ..........cccocevieriiiniiiinininii e $ 3,473 $ 2,636 $ 1,172
TOtal INCOIME ....cvvvieeiieirie et eeeetee et re e et e e e e e seireeeenbeeeenans 3,473 2,636 1,172

Expense:

Other EXPENSE.....cveverirviiieimiiieieiite et 129 72 27
TOtal EXPENSE.....covvirverririeriiiceeieteitiee ettt b 129 72 27
Income before income taxes and equity in undistributed

earnings of subsidiary.........c.coevviviviniiiniinnie e 3,344 2,564 1,145
Income tax expense (benefit)........ccovveiivviniiiniiiiiin (14) (4) 1
Income before equity in undistributed earnings of subsidiary .... 3,358 2,568 1,144
Equity in undistributed earnings of subsidiary ...........ccooereveeennn 605 4,111 6,438
NEt CATTINES ....veeeevvieerereeeterisesaesesesesesseseeesesestesesesseseeraesranies $ 3963 § 6,679 % 7,582
FNB Bancorp Condensed statement of cash flows
(Dollars in thousands) 2008 2007 2006
NEt CAIMIINES ....vevvevevieeereiteereneeseteasesessessaseeseeseneesesenseneeseeneasenesseserens $ 3963 $ 6,679 % 7,582
Income tax receivable from subsidiary.........ccoovveiiiiiiiiniiiinnns 15 66 (83)
Change In Other ASSELS .....cccoverieeererreeeerieieereeeeiei et ere s eaneneas (69) (8) (N
Change in other Habilities.......c..cccecveviriiiniiiiiiirci e 1 10 (10)
Undistributed earnings of subsidiary ..........ccccccvcvveniniinriniiincinins (605) 4,111) (6,438)
Stock-based compensation EXpPense..........coeevereeeierriiieniiienneereeneene 171 68 39
Cash flows from operating aCtiViti€s..........cccovereoreerocorriiiiiininns 3,476 2,704 1,089
Stock options exercised, including tax benefits of $8 in 2008, $22
in 2007 and $83 i1 2006.........ccerirmrireeicee e 215 368 508
Dividend receivable from subsidiary........c.cocooeeiniinininnninnn (455) — —
DiIvidends Paid......c.coveeveririrererirerierene e (1,771) (1,720) (1,633)
Repurchases of common StOCK .......coooveceriecininininiinieee (1,464) (1,334) (73)
Cash flows provided by financing activities ..........ccceovvvvnvevvennn. (3,475) (2,686) (1,198)
Net (increase) decrease in cash ........oovecvveiiiiiciiiiiiiiinien, 1 18 (109)
Cash, beginning of YEar.........cooceecieiiiiiiiiiiiii e 55 37 146
Cash, end OF YEAT .......c.cvoviieiiereiieeeeee ettt ns $ 56 $ 55 % 37

(20) Subsequent Event

The Company decided to participate in the U. S. Treasury Department Capital Purchase Program. The additional
funds will be used to increase the Company’s lending capability in the midst of the current recessionary
environment. It will also act as a cushion for future capital adequacy, should the economy continue to deteriorate
and adversely affect its borrowers ability to repay their loans.

The Company completed a $12,000,000 capital transaction with the U. S. Department of the Treasury through their
Capital Purchase Program. The transaction was completed on Friday, February 27, 2009. As a condition of the
transaction, the Company issued the Treasury Department 12,000 shares of senior preferred stock with a 5% stated
coupon for 5 years, which would become 9% if not repaid in five years. The shares have a liquidation value of
$1,000 per share and must be redeemed after ten years. In addition, the Company issued a warrant to purchase 600
shares of warrant preferred stock with a 9% stated coupon with a liquidation value of $1,000 per share, and a
purchase price of $0.01 per share. The Treasury purchased these shares immediately as part of the transaction.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.
ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures. Disclosure controls and procedures are designed with the objective of
ensuring that information required to be disclosed in reports filed by the Company under the Exchange Act, such as
this Annual Report, is recorded, processed, summarized and reported within the time periods specified in the rules
and forms of the Securities and Exchange Commission. Disclosure controls and procedures are also designed with
the objective of ensuring that such information is accumulated and communicated to management, including the
Chief Executive Officer and the Chief Financial Officer, as appropriate to allow timely decisions regarding required
disclosure.

Evaluation of Disclosure Controls and Procedures and Internal Control over Financial Reporting. The
Company’s management, including the Chief Executive Officer and the Chief Financial Officer, evaluated the
Company’s disclosure controls and procedures (as defined in Rule 13a-15(¢) under the Exchange Act) as of
December 31, 2008. Based on this evaluation, the Chief Executive Officer and the Chief Financial Officer
concluded that the Company’s disclosure controls and procedures are effective. There was no change in the
Company’s internal control over financial reporting that occurred during the quarter ended December 31, 2008 that
has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial
reporting.

Management’s Report on Internal Control over Financial Reporting. Management of the Company is

responsible for establishing and maintaining adequate internal control over financial reporting. As defined in Rule
13a-15(f) under the Exchange Act, internal control over financial reporting is a process designed by, or under the
supervision of, a company’s principal executive and principal financial officers and effected by a company’s board
of directors, management and other personnel, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. It includes those policies and procedures that:

a) Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of a company;

b) Provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of a company are being made only in accordance with authorizations of
management and the board of directors of the company, and

) Provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of a company’s assets that could have a material effect on its
financial statements.

Because of the inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

The Company’s management has used the criteria established in “Internal Control-Integrated Framework” issued by
the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) to evaluate the effectiveness
of the Company’s internal control over financial reporting. Management has selected the COSO framework for its
evaluation as it is a control framework recognized by the SEC and the Public Company Accounting Oversight
Board, that is free from bias, permits reasonably consistent qualitative and quantitative measurement of the
Company’s internal controls, is sufficiently complete so that relevant controls are not omitted and is relevant to an
evaluation of internal controls over financial reporting.
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Based on our assessment, management has concluded that our internal control over financial reporting, based on
criteria established in “Internal Control-Integrated Framework” issued by COSO was effective as of December 31,
2008.

Moss Adams LLP, the registered public accounting firm that audited the consolidated financial statements included
in this Annual Report under Item 8, “Financial Statements and Supplementary Data,” has issued a report with
respect to the effectiveness of the Company’s internal control over financial reporting. This report appears as part of
the Report of Independent Registered Public Accounting Firm under said Item 8 of this Annual Report and is
incorporated here by reference.

lomas C. Mc Graw David A. Curtis
hief Executive Officer Chief Financial Officer

Inherent Limitations on Effectiveness of Controls

The Company’s management, including the Chief Executive Officer and Chief Financial Officer, does not expect
that our disclosure controls or our internal control over financial reporting will prevent or detect all error and all
fraud. A control system, no matter how well designed and operated, can provide only reasonable, not absolute,
assurance that the control system’s objectives will be met. The design of a control system must reflect the fact that
there are resource constraints, and the benefits of controls must be considered relative to their costs. Further, because
of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that
misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, within the
Company have been detected. These inherent limitations include the realities that judgments in decision-making can
be faulty and that breakdowns can occur because of simple error or mistake. Controls can also be circumvented by
the individual acts of some persons, by collusion of two or more people, or by management override of the controls.
The design of any system of controls is based in part on certain assumptions about the likelihood of future events,
and there can be no assurance that any design will succeed in achieving its stated goals under all potential future
conditions. Projections of any evaluation of controls effectiveness to future periods are subject to risks. Over time,
controls may become inadequate because of changes in conditions or deterioration in the degree of compliance with
policies or procedures.

ITEM 9B. OTHER INFORMATION

Not applicable.
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PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by Item 10 of Form 10-K is incorporated by reference to the applicable information
contained in the Company’s Proxy Statement for the 2009 Annual Meeting of Shareholders which will be filed
pursuant to Regulation 14A.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 of Form 10-K is incorporated by reference to the applicable information
contained in the Company’s Proxy Statement for the 2009 Annual Meeting of Shareholders which will be filed
pursuant to Regulation 14A.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED SHAREHOLDER MATTERS

The information required by Item 12 of Form 10-K is incorporated by reference to the applicable information
contained in the Company’s Proxy Statement for the 2009 Annual Meeting of Shareholders which will be filed
pursuant to Regulation 14A.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by Item 13 of Form 10-K is incorporated by reference to the applicable information
contained in the Company’s Proxy Statement for the 2009 Annual Meeting of Shareholders which will be filed
pursuant to Regulation 14A.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by Item 14 of Form 10-K is incorporated by reference to the applicable information
contained in the Company’s Proxy Statement for the 2009 Annual Meeting of Shareholders which will be filed
pursuant to Regulation 14
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PART 1V

ITEM 15. EXHIBITS, FINANCIAL STATEMENTS, SCHEDULES
(a)(1)  Financial Statements. Listed and included in Part II, Item 8.

(2) Financial Statement Schedules. All schedules have been omitted since the required information is not

present in amounts sufficient to require submission of the schedule or because the information required is
included in the Financial Statements or notes thereto.

(3) Exhibits.

Exhibit
Number

Document Description

**2.1
22

23

24

**3.1

32

33

3.4

**4.1

4.2

43

4.4

**10.1

(deleted)

Acquisition Agreement dated November 5, 2004, signed among First National Bank of
Northern California, Sequoia National Bank and Hemisphere National Bank (incorporated by
reference from Exhibit 2.2 to the Company’s Current Report on Form 8-K filed with the
Commission on November 9, 2004).

First Addendum to Acquisition Agreement, dated December 13, 2004, signed among First
National Bank of Northern California, Sequoia National Bank, Hemisphere National Bank and
Privee Financial, Inc. (incorporated by reference from Exhibit 2.5 to the Company’s Current
Report on Form 8-K filed with the Commission on December 17, 2004)

Second Addendum to Acquisition Agreement. Dated as of April 15, 2005, signed among First
National Bank Of Northern California, Sequoia National Bank, Hemisphere National Bank and
Privee Financial, Inc. (incorporated by reference from Exhibit 2.4 to the Company’s Current
Report on Form 8-K filed with the Commission on May 2, 2005)

Articles of Incorporation of FNB Bancorp

Certificate of Determination of Fixed Rate Cumulative Perpetual Preferred Stock, Series A
(“Series A Preferred Stock™), of FNB Bancorp (incorporated by reference from Exhibit 3.1 to
the Company’s Current Report on Form 8-K filed with the Commission on February 27, 2009)

Certificate of Determination of Fixed Rate Cumulative Perpetual Preferred Stock, Series B
(“Series B Preferred Stock”), of FNB Bancorp (incorporated by reference from Exhibit 3.2 to
the Company’s Current Report on Form 8-K filed with the Commission on February 27, 2009)

Bylaws of FNB Bancorp (as amended through February 27, 2009).
Specimen of the Registrant’s common stock certificate.

Form of Certificate for the Series A Preferred Stock (incorporated by reference from Exhibit
4.1 to the Company’s Current Report on Form 8-K filed with the Commission on February 27,
2009)

Warrant for Purchase of Shares of Series B Preferred Stock (“Warrant™) (incorporated by
reference from Exhibit 4.2 to the Company’s Current Report on Form 8-K filed with the
Commission on February 27, 2009)

Form of Certificate for the Series B Preferred Stock (incorporated by reference from Exhibit
4.3 to the Company’s Current Report on Form 8-K filed with the Commission on February 27,
2009)

Lease agreement dated April 24, 1995, as amended, for Eureka Square Branch Office of First
National Bank of Northern California at Eureka Square Shopping Center, Pacifica, California
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Exhibit

Number Document Description
**10.2 Lease agreement dated June 8, 1999, as amended, for Linda Mar Branch Office of First National Bank of
Northern California at Linda Mar Shopping Center, Pacifica, California.
10.3 (deleted)
10.4 (deleted)
10.5 (deleted)
10.6 (deleted)
10.7 (deleted)
10.8(a) (deleted)
10.8(b) (deleted)
**10.9 First National Bank Profit Sharing and 401(k) Plan dated August 26, 1969.*
**10.10 First National Bank Deferred compensation Plan dated November 1, 1997.*
**10.11 Salary Continuation Agreement between First National Bank of Northern California and Michael R.
Wyman, dated December 20, 1996.*
**10.12 Salary Continuation Agreement between First National Bank of Northern California and Paul B. Hogan
dated December 20, 1996.*
**10.13 Salary Continuation Agreement between First National Bank of Northern California and James B.
Ramsey, dated December 23, 1999.*
**10.14 Form of Management Continuity Agreement signed on July 20, 2000, between First National Bank of
Northern California and Jim D. Black, Charles R. Key and Anthony J. Clifford.*
10.15 (deleted)
**10.16 Communications Site Lease Agreement as amended dated March 30, 1999, between First National Bank
of Northern California, as Lessor and Nextel of California, Inc., as Lessee, with respect to Redwood City
Branch Office.
10.17 (deleted)
**10.18 Separation Agreement between First National Bank of Northern California and Paul B. Hogan, dated
December 5, 2001 .*
**%10.19 First Amendment to Separation Agreement between First National Bank of Northern California and Paul
B. Hogan, dated March 22, 2002.*
**%%10.20 FNB Bancorp Stock Option Plan (effective March 15, 2002).*
**%%10.21 FNB Bancorp Stock Option Plan, Form of Incentive Stock Option Agreement.*
*E%x10.22 FNB Bancorp Stock Option Plan, Form of Nonstatutory Stock Option Agreement.*
**¥%%10.23 FNB Bancorp 2002 Stock option Plan (adopted June 28, 2002).*
**x%%10.24 FNB Bancorp 2002 Stock Option Plan, Form of Incentive Stock Option Agreement.*
*KEXX%10.25 FNB Bancorp 2002 Stock Option Plan, Form of Nonstatutory Stock option Agreement.*
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Exhibit
Number

Document Description

**kx%k%]1(0) 26

10.27

10.28

10.29

*******10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

********10.40

10.41

10.42

Lease Agreement dated August 13, 2003, for San Mateo Branch Office of First National Bank of Northern
California, located at 150 East Third Avenue, San Mateo, California.

Salary Continuation Agreement and Split-Dollar Agreement for Jim D. Black (incorporated by reference
from Exhibit 10.27 to the Company’s Current Report on Form 8-K filed with the Commission on
September 10, 2004).*

Salary Continuation Agreement and Split-Dollar Agreement for Anthony J. Clifford (incorporated by
reference from Exhibit 10.28 to the Company’s Current Report on Form 8-K filed with the Commission
on September 10, 2004).*

Amended and Restated Salary Continuation and Split-Dollar Agreement for James B. Ramsey
(incorporated by reference from Exhibit 10.29 o the company’s current Report on Form 8-K filed with the
Commission on September 10, 2004).*

Lease Agreement dated May 1, 2003 as amended by Assignment, Assumption and Consent Agreement for
the Financial District Branch of First National Bank of Northern California located at 65 Post Street, San
Francisco, California.

Lease Agreement dated July 1, 1999, as amended by Assignment, Assumption and Consent for the Portola
Branch Office of First National Bank of Northern California located at 699 Portola Drive, San Francisco,
California.

Amendment to Salary Continuation Agreement for Jim D. Black (incorporated by reference from Exhibit
99.37 to the Company’s Current Report on Form 8-K filed with the Commission on July 26, 2006).*

Amendment to Salary Continuation Agreement for Anthony J. Clifford (incorporated by reference from
Exhibit 99.38 to the Company’s Current Report on Form 8-K filed with the Commission on July 26,
2006).*

Amendment to Amended and Restated Salary Continuation Agreement for James B. Ramsey
(incorporated by reference from Exhibit 99.39 to the Company’s Current report on Form 8-K filed with
the Commission on July 26, 2006).*

Lease Agreement dated February 3, 2006, for warehouse facility of First National Bank of Northern
California (incorporated by reference from Exhibit 10.35 to the company’s Annual Report on Form 10-K
filed with the Commission on March 13, 2008).

First National Bank Deferred Compensation Plan dated December 1, 2007 (incorporated by reference
from Exhibit 10.36 to the Company’s Annual Report on Form 10-K filed with the Commission on March
13, 2008).*

Amendment No. 5 to the First National Bank Profit Sharing and 401(k) Plan dated December 1, 2007
(incorporated by reference from Exhibit 10.37 to the Company’s Annual Report on Form 10-K filed with
the Commission on March 13, 2008).*

Executive Supplemental Compensation Agreement between First National Bank of Northern California
and David A. Curtis dated March 3, 2008 (incorporated by reference from Exhibit 10.38 to the Company’s
Current Report on Form 8-K filed with the Commission on March 6, 2008).*

Split-Dollar Life Insurance Agreement between First National Bank of Northern California and David A.
Curtis dated March 3, 2008 (incorporated by reference from Exhibit 10.39 to the Company’s Current
Report on Form 8-K filed with the Commission on March 6, 2008).*

FNB Bancorp 2008 Stock option Plan (adopted February 22, 2008).*

Second 409A Amendment to the Salary Continuation Agreement for Jim D. Black (incorporated by
reference from Exhibit 99.66 to the Company’s Current Report on Form 8-K filed with the Commission
on December 22, 2008).*

Second 409A Amendment to the Salary Continuation Agreement for Anthony J. Clifford (incorporated by
reference from Exhibit 99.67 to the Company’s Current Report on Form 8-K filed with the Commission
on December 22, 2008).*
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Exhibit
Number

Document Description

10.43

10.44

10.45

10.46

10.47

10.48

******14_0

21.1
23.1

31.2
32.0

Amendment to the Executive Supplemental Compensation Agreement for David A. Curtis (incorporated
by reference from Exhibit 99.68 to the Company’s Current Report on Form 8-K filed with the
Commission on December 22, 2008).*

Letter Agreement dated February 27, 2009, between FNB Bancorp and United States Department of the
Treasury pertaining to the election of directors by the holder(s) of the Series A and Series B Preferred
Stock (incorporated by reference from Exhibit 4.4 to the Company’s Current Report on Form 8-K filed
with the Commission on February 27, 2009)

Letter Agreement, including Schedule A and Securities Purchase Agreement Standard Terms, dated
February 27, 2009, between FNB Bancorp and United States Department of the Treasury, with respect to
the issuance and sale of the Series A and Series B Preferred Stock and the Warrant (incorporated by
reference from Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the Commission on
February 27, 2009)

Letter Agreement dated February 27, 2009, between FNB Bancorp and United States Department of the
Treasury pertaining to the American Recovery and Reinvestment Act of 2009 (incorporated by reference
from Exhibit 10.2 to the Company’s Current Report on Form 8-K filed with the Commission on February
27, 2009)

Letter Agreement dated February 27, 2009, between FNB Bancorp and United States Department of the
Treasury amending certain sections of the Securities Purchase Agreement Standard Terms (incorporated
by reference from Exhibit 10.3 to the Company’s Current Report on Form 8-K filed with the Commission
on February 27, 2009)

Form of Compensation Modification Agreement and Waiver, dated February 27, 2009, executed by each
of:

Thomas C. McGraw
Chief Executive Officer
FNB Bancorp and First National Bank of Northern California

Jim D. Black, President
FNB Bancorp and First National Bank of Northern California

Anthony J. Clifford
Executive Vice President and Chief Operating Officer
FNB Bancorp and First National Bank of Northern California

David A. Curtis
Senior Vice President and Chief Financial Officer
FNB Bancorp and First National Bank of Northern California

Randy R. Brugioni
Senior Vice President and Senior Loan Officer
FNB Bancorp and First National Bank of Northern California

(incorporated by reference from Exhibit 10.4 to the Company’s Current Report on Form 8-K filed with the
Commission on February 27, 2009).

Code of Ethics

The Registrant has one subsidiary, First National Bank of Northern California.
Consent of Moss Adams LLP

Rule 13a-14(a)/15d-14(a) Certification (principal executive officer)

Rule 13a-14(a)/15d-14(a) Certification (principal financial officer)

Section 1350 Certifications
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Denotes management contracts, compensatory plans or arrangements.

Incorporated by reference to registrant’s Quarterly Report on Form 10-Q filed with the
Commission on May 15, 2002.

Incorporated by reference to registrant’s Annual Report on Form 10-K filed with the
Commission on March 31, 2002.

Incorporated by reference to registrant’s Statement on Form S-8 (No. 333-91596) filed with the
Commission on July 1, 2002.

Incorporated by reference to the registrant’s Registration Statement on Form S-8 (No. 333-
98293) filed with the Commission on August 16, 2002.

Incorporated by reference to registrant’s Annual Report on Form 10-K filed with the
Commission on March 30, 2003.

Incorporated by reference to registrant’s Annual Report on Form 10-K filed with the
Commission on March 29, 2006.

Incorporated by reference from Appendix A to the Registrant’s Definitive Proxy Statement for
its 2008 Annual Meeting of Shareholders, filed with the Commission on April 21, 2008.

An Annual Report for the fiscal year ended December 31, 2008, and Notice of Annual Meeting
and Proxy Statement for the Company’s 2009 Annual Meeting will be mailed to security
holders subsequent to the date of filing this report. Copies of said materials will be furnished to
the Commission in accordance with the Commission’s Rules and Regulations.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FNB BANCORP

Dated: March 13, 2009 By:

mas C. McGraw
ief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant in the capacities and on the dates indicated.

Signature Title Date

M‘A/ Chairman of the Board of Directors March 13, 2009

Michael }k/ W):han

Director, Chief Executive Officer and Secretary March 13, 2009

ﬁémas C. McGraw
M' C:l:ﬂ:g_, Senior Vice President and Chief Financial Officer March 13, 2009

David A. Curtis (Principal Financial Officer and Principal Accounting
Officer)

Director March 13, 2009

Merrie Turner Lightner

W/@W Director March 13, 2009

Michael Pacelli

/%/7/! % ;: g Director March 13, 2009

Edward J. Watson

L M Director March 13, 2009

Lisa Angelgt
/‘ri @‘% Director and Executive Vice President and Chief March 13, 2009
Anthony J. Clifford Operating Officer
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statements (Nos. 333-91596, 333-98293 and 333-
106363) on Form S-8 of our report dated March 13, 2009, relating to the consolidated financial statements and the
effectiveness of internal controls over financial reporting, appearing in this Annual Report on Form 10-K of FNB
Bancorp for the year ended December 31, 2008.

/s/ Moss Adams LLP

Stockton, California
March 13, 2009



Exhibit 31.1
Rule 13a-14(a)/15d-14(a) Certifications

I, Thomas C. McGraw, certify that:

1. T have reviewed this annual report on Form 10-K of FNB Bancorp;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15-d15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

a)

b)

d)

Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,

Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of

directors:

a)

b)

Date: March 13

All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

homas C. McGraw

Chief Executive Officer



Exhibit 31.2
Rule 13a-14(a)/15d-14(a) Certifications

I, David A. Curtis, certify that:

1. T have reviewed this annual report on Form 10-K of FNB Bancorp;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

a)

b)

¢)

d)

Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

Designed such internal contro! over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of

directors:

a)

b)

All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 13, 2009.

David A. Curtis

Senior Vice President and Chief Financial Officer



Exhibit 32
Section 1350 Certifications

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of Section 1350,
chapter 63 of Title 18, United Stated Code), each of the undersigned officers of FNB Bancorp, a California
corporation (the “Company”). Does hereby certify that:

1. The Company’s Annual Report on Form 10-K for the year ended December 31, 2008 (the “Form
10-K”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended; and

2. Information contained in the Form 10-K fairly presents, in all material aspects, The financial
condition and results of operations of the Company.

Dated: March 13, 2009

omas C. McGraw
Chief Executive Officer

Dated: March 13, 2009 W G»j«,

David A. Curtis
Senior Vice President
and Chief Financial Officer

A signed original of this statement required by Section 906 has been provided to FNB Bancorp and will be
retained by FNB Bancorp and furnished to the Securities and Exchange Commission or its staff upon request.



Corporate Information

Stock Exchange

FNBC common stock is listed on The Bulletin Board under ticker symbol FNBG.OB. For other
shereholder related questions, call The Finance Department (650) 588-6800.

Dividend Payments

Dividend payments are paid following a declaration by our Board of Directors and have historically
been paid quarterly.
Computershare
250 Royall Street
Canton, MA 02021
(800) 962-4284

Form 10-K

All shareholders receive a copy of the corporation’s proxy statement and annual report (Form 10-K)
which are filed with the Securities and Exchange Commission. Others interested in receiving these
reports can contact the Finance Department listed below.

Requests for Information

Shirley Cabanero David A. Curtis
Finance Officer Senior Vice President & Chief Financial Officer
975 El Camino Real 975 El Camino Real

South San Francisco, CA 94080 South San Francisco, CA 94080
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