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Forward-Looking Statements

“Safe Harbor” statement under the Private Securities Litigation Reform Act of 1995: This Form 10-K contains forward-looking
statements that are subject to risks and uncertainties, including, but not limited to, changes in economic conditions, either nationally or
in our market areas; fluctuations in loan demand, the number of unsold homes, other properties and real estate values; the quality or
composition of our loan or investment portfolios; our ability to manage loan delinquency rates, which may be impacted by
deterioration in the housing and commercial real estate markets that may lead to increased losses and non-performing assets in our
loan portfolios, and may result in our allowance for loan losses not being adequate to cover actual losses and may require us to
materially increase our reserves; fluctuations in interest rates, and changes in the relative differences between short- and long-term
interest rates; results of examinations by the California Department of Financial Institutions (the “DFI”), the Federal Deposit
Insurance Corporation (the “FDIC”) or other regulatory authorities, including the possibility that any such regulatory authority may,
among other things, require us to increase our reserve for loan losses, write-down assets, change our regulatory capital position or
affect our ability to borrow funds or maintain or increase deposits, which could adversely affect our liquidity and earnings; the
possibility that we will be unable to comply with the conditions imposed upon us by the Order to Cease and Desist issued by the DFI
and the FDIC, which could result in the imposition of additional restrictions on our operations; our ability to control operating costs
and expenses; the use of estimates in determining fair value of certain of our assets, which estimates may prove to be incorrect and
result in significant declines in valuation; difficulties in reducing risk associated with the loans on our balance sheet; staffing
fluctuations in response to product demand or the implementation of corporate strategies that affect our work force and potential
associated charges; computer systems on which we depend could fail or experience a security breach; our ability to retain key
members of our senior management team; costs and effects of litigation, including settlements and judgments; increased competitive
pressures among financial services companies; changes in consumer spending, borrowing, and savings habits; legislative or



regulatory changes that adversely affect our business, including changes in regulatory polices and principles, including the
interpretation of regulatory capital or other rules; the availability of resources to address changes in laws, rules, or regulations or to
respond to regulatory actions; adverse changes in the securities markets; the inability of key third-party providers to perform their
obligations to us; changes in accounting policies, principles or guidance, as may be adopted by the financial institution regulatory
agencies or the Financial Accounting Standards Board, or their application to our business or audit adjustments; the economic impact
of any terrorist actions; other economic, competitive, governmental, regulatory, and technological factors affecting our operations,
pricing, products, and services; and other risks detailed in this Form 10-K. We caution readers not to place undue reliance on any
forward-looking statements. We do not undertake and specifically disclaim any obligation to revise any forward-looking statements to
reflect the occurrence of anticipated or unanticipated events or circumstances after the date of such statements. These risks could cause
our actual results for 2009 and beyond to differ materially from those expressed in any forward-looking statements by, or on behalf of,
us, and could negatively affect the Company’s operating and stock price performance.

As used throughout this report, the terms “we”, “our”, “us”, or the “Company” refer to Imperial Capital Bancorp, Inc. and its
consolidated subsidiaries unless the context indicates otherwise.



PART I
Item 1. Business
General

Imperial Capital Bancorp, Inc. (“ICB” or the “Company”) is a diversified bank holding company headquartered in San Diego
County, California with consolidated assets of $4.4 billion, consolidated net loans of $2.7 billion, consolidated deposits of $2.9 billion
and consolidated shareholders’ equity of $189.6 million as of December 31, 2008. We conduct and manage our business principally
through our wholly-owned subsidiary, Imperial Capital Bank (the “Bank™), an institution with $4.4 billion in assets and six retail
branches located in California (Beverly Hills, Costa Mesa, Encino, Glendale, San Diego, and San Francisco), two retail branches
located in Nevada (Carson City and Las Vegas), and one retail branch located in Baltimore, Maryland. Our branch offices are
primarily used for our deposit services and lending business. The Bank has been in business for 34 years.

We are primarily engaged in:
+  Originating and purchasing real estate loans secured by income producing properties for retention in our loan portfolio;
» Originating entertainment finance loans; and

«  Accepting customer deposits through the following products: certificates of deposits, money market, passbook and demand
deposit accounts. Our deposit accounts are insured by the Federal Deposit Insurance Corporation (“FDIC™) up to the legal
limits.

Over the last five years the Company has engaged in residential and condominium construction lending and accumulated a
construction portfolio of $373.5 million at December 31, 2008. The economic events of 2008 have dramatically impacted the
Company with respect to this area of our operations. First, the national economy is in a deepening recession due in part to the sub-
prime mortgage market. Many of our construction borrowers, who rely on the sales of homes to repay loans, are not able to find
buyers. Some of these borrowers, in turn, have defaulted on loans, which has impaired our ability to recognize interest and has
resulted in significant charge-offs and related provisions for loan losses.

In connection with continuing turmoil in the economy, and more specifically, with our construction and land development loan
portfolio, we recorded a net loss of $32.6 million for the year ended December 31, 2008. This loss was primarily the result of
considerable increases in provision for loan losses during the year, a tightening interest margin caused by recent interest rate
reductions, increased amounts of non-accrual loans and other than temporary losses on certain of our investment securities. The severe
net loss resulted in shareholders' equity at December 31, 2008 of $189.6 million, or 4.3% of total asscts, representing a decline of
$38.0 million from $227.6 million, or 6.4% of total assets, at December 31, 2007. As a result of our net loss, the Bank was
“adequately capitalized” at that date as further described in Note 15 —Regulatory Requirements. Our net loss has had a negative
impact on our operations, liquidity and capital adequacy and has resulted in mandates by our regulators to require that we take certain
actions to enhance our operations and profitability, as noted below.

Our executive offices are located at 888 Prospect Street, Suite 110, La Jolla, California 92037 and our telephone number at that
address is (858) 551-0511.

Regulatory Action

As noted in Form 8-K filing on February 20, 2009, the Bank entered into a stipulation and consent to the issuance of a
February 17, 2009 order to cease and desist (the “Order”) by the FDIC and the California Department of Financial Institutions (the
“DFI”).

The Order is a formal corrective action pursuant to which the Bank has agreed to take certain measures in the areas of
management, capital, loan loss allowance determination, risk management, liquidity management, board oversight and monitoring of
compliance, and restricts payment of dividends and the opening of branch or other Bank offices. Specifically, the Order requires that
the Bank submit to the regulators within 60 days a detailed capital plan to address how the Bank will remain “adequately capitalized”
and within 180 days increase its Tier 1 leverage above nine percent and total risk-based capital ratios above thirteen percent. The
Bank must also submit to the regulators within prescribed time periods a revised policy for determining the allowance for loan losses,



plans for reducing commercial real estate loan concentrations and brokered deposits, a liquidity plan, strategic business plan and
profitability plan. The Order will remain in effect until modified or terminated by the FDIC and the DFL

None of the timeframes under the Order has lapsed and therefore we are in the process of responding to the Order. In addition, the
Federal Reserve Bank of San Francisco (“FRB San Francisco™) notified the Company that it may not appoint any new director or
senior executive officer or change the responsibilities of any current senior executive officers without notifying the FRB. In addition,
the Company may not make indemnification and severance payments without complying with certain statutory restrictions, including
prior written approval of the Board of Governors of the Federal Reserve System (the “Federal Reserve Board™) and concurrence from
the FDIC. Further, the Company is generally prohibited from receiving dividends from the Bank, making any dividend payments
(including distributions on its trust preferred securities) and increasing or renewing any debt, without receiving prior approval from
the FRB San Francisco of such payments.

Business Strategy

In response to these financial challenges and increased regulatory supervision, we have taken and are continuing to take a number
of tactical actions aimed at preserving existing capital, reducing our lending exposures and associated capital requirements and
increasing liquidity. The tactical actions taken include, but are not limited to the following: slowing loan originations, growing retail
deposits, reducing brokered deposits, seeking commercial loan participation and sales arrangements with other lenders or private
equity sources, reducing personnel and other operating costs, and eliminating the payment of dividends. Our goal is to return to
profitability by reducing our size, stabilizing our losses, managing our problematic assets and reducing overall expenses. We are
working on the following four primary objectives as a basis for long-term success of our franchise:

. Improve Asset Quality. We have taken proactive steps to resolve our non-performing loans, including negotiating
repayment plans, forbearances, loan modifications and loan extensions with our borrowers when appropriate. We
also have established a separate department to monitor and attempt to reduce our exposure to a further deterioration
in asset quality. We have applied more conservative underwriting practices to our new loans, including, among
other things, requiring more detailed credit information in certain circumstances, increasing the amount of required
collateral or equity requirements and reducing loan-to-value ratios.

. Reduce Asset Base and Improve Regulatory Capital Ratios. We expect to reduce our asset base which should help
reduce our risk profile and improve capital ratios through reductions in the amount of outstanding loans and
securities through normal principal amortization, and a corresponding reduction of liabilities.

. Continued Expense Control. Beginning in 2008 and continuing into 2009, management has undertaken several
initiatives to reduce noninterest expenses, and will continue to make it a priority to identify cost savings
opportunities throughout all phases of operations. Personnel reductions have and will come primarily from the
Bank’s lending operations, including closing selected loan origination offices, as well as some reduction in support
areas of the Bank.

. Reduce Reliance on Wholesale Funding Sources. We will continue to focus on our strategy of reducing our
reliance on wholesale funding sources, which includes Federal Home Loan Bank (“FHLB”) advances and brokered
certificates of deposits, while increasing core deposits and other retail deposit products through our branch and on-
line deposit network. The FHLB of San Francisco suspended our borrowing facility on March 13, 2009, and we are
required under the Order to develop a plan to eliminate our reliance on brokered certificates of deposits. Retail
deposits have increased approximately 22% to $2.2 billion during the six months from July to December 2008. The
funding obtained through this channel will continue to be utilized to retire wholesale fundings at their maturities.

We are also evaluating various strategic options and are seeking the assistance of investment banking services to evaluate and
potentially pursue the prospects of private equity investment or other capital raising alternatives. While we continue to act upon both
tactical and strategic alternatives to raise capital and restructure our balance sheet, as has been widely publicized, access to capital
markets is extremely limited in the current economic environment, and we can give no assurances that in the current financial
environment our efforts will be successful and will result in sufficient capital preservation or infusion. Our ability to decrease our
levels of non-performing assets is also vulnerable to market conditions as our construction loan borrowers rely on an active real estate
market as a source of repayment, and the sale of loans in this market is difficult. If the real estate market does not improve, our level
of non-performing assets may continue to increase.



While we believe that we are taking appropriate steps to respond to these economic risks and regulatory actions, further
deterioration in the economic environment or severe regulatory actions could adversely affect our continuing operations.

Lending Activities
General. During 2008, our lending activities were focused as follows:
» Originating real estate loans secured by income producing properties; and
+ Originating entertainment finance loans.
Income Producing Property (Real Estate) Loans. Historically, we’ve originated and purchased real estate loans secured by first

trust deeds or first mortgages on commercial and multi-family real estate. Our collateral consists primarily of the following types of
properties:

»  Apartments *  Mini-storage facilities

+  Retail centers *  Mobile home parks

»  Small office and light industrial buildings *  Multi-family real estate

+  Hotcls *  Other mixed use or special purpose commercial properties

At December 31, 2008, we had $2.3 billion of income producing property loans outstanding, representing 84.5% of our total real
estate loans, and 82.7% of our gross loan portfolio. Most of our real estate borrowers are business owners, individual investors,
investment partnerships or limited Hability entities. The income producing property lending that we engage in typically involves loans
to a single borrower and is generally viewed as exposing the lender to a greater risk of loss than one- to four-family residential

lending, because repayment of the loan generally is dependent, in large part, on the su

loan or the business conducted on the property securing the loan.
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Income producing property values are also generally subject to greater volatility than residential property values. The liquidation
values of income producing properties may be adversely affected by risks generally incident to interests in real property, such as:

*  Changes or continued weakness in general or local »  Availability of financing for investors/owners of income
economic conditions; producing properties;

*  Changes or continued weakness in specific industry *  Other factors beyond the control of the borrower or the
segments; lender;

» Increases in other operating expenses (including » Increases in interest rates, real estate and personal property
energy costs); tax rates; and

»  Declines in rental, room or occupancy rates in hotels, ¢  Changes in governmental rules, regulations and fiscal
apartment complexes or commercial properties; policies, including rent control ordinances, environmental

+  Declines in real estate values; legislation and taxation.

We originate real estate loans through our retail branches and loan origination offices. At December 31, 2008, these offices were
staffed by a total of 19 loan officers. Loan officers solicit mortgage loan brokers for loan applications that meet our underwriting
criteria, and also accept applications directly from borrowers. A majority of the real estate loans funded by us are originated through
mortgage loan brokers. Mortgage loan brokers act as intermediaries between us and the property owner in arranging real estate loans
and earn a fee based upon the principal amount of each loan funded.

Income producing property loans are generally made in amounts up to 75% of the appraised value of the property; however, prior
to 2008, multi-family loans were made at a loan-to-value ratio up to 80%. During 2008, as part of our implementation of more
conservative underwriting practices, we reduced the limit for multi-family loan originations to 75% of the appraised value. Income
producing property loans are generally made for terms of between ten and 15 years, with amortization periods up to 30 years for
multi-family properties and 25 years for other property types. Depending on market conditions at the time the loan was originated,
certain loan agreements may include prepayment penalties.

The average yicld on our real estate loan portfolio was 6.44% in 2008 compared to 7.39% in 2007. A significant portion of our
loan portfolio is comprised of adjustable rate loans indexed to either six month LIBOR or the Prime Rate, most with interest rate
floors and caps below and above which the loan’s contractual interest rate may not adjust. Approximately 50.8% of our loan portfolio
was adjustable at December 31, 2008, and approximately 41.2% of the loan portfolio as of that date was comprised of hybrid loans,
which after an initial fixed rate period of three or five years, will convert to an adjustable interest rate for the remaining term of the



loan. As of December 31, 2008, our hybrid loans had a weighted average of 2.6 years remaining until conversion to an adjustable rate
loan. Our adjustable rate loans generally reprice on a quarterly or semi-annual basis with increases generally limited to maximum
adjustments of 2% per year up to 5% for the life of the loan. At December 31, 2008, approximately $2.4 billion, or 86.3%, of our
adjustable and hybrid loan portfolio contained interest rate floors, below which the loans’ contractual interest rate may not adjust. The
inability of our loans to adjust downward can contribute to increased income in periods of declining interest rates, and also assists us
in our efforts to limit the risks to earnings resulting from changes in interest rates, subject to the risk that borrowers may refinance
these loans during periods of declining interest rates. At December 31, 2008, the weighted average floor interest rate of these loans
was 6.82%. At that date, approximately $745.5 million, or 26.5%, of these loans were at the floor interest rate. At December 31,
2008, 48.5% of the adjustable rate loans outstanding had a lifetime interest rate cap. The weighted-average lifetime interest rate cap on
our adjustable rate loan portfolio was 11.87% at that date. At December 31, 2008, none of the loans in our adjustable rate loan
portfolio were at their cap rate.

Total loan production, including the unfunded portion of loans, was $345.1 million for the year ended December 31, 2008, as
compared to $1.2 billion and $1.6 billion, for the years ended December 31, 2007 and 2006, respectively. Loan production in 2008
consisted of the origination of $155.8 million of commercial real estate loans, $113.7 million of small balance multi-family real estate
loans and $75.6 million of entertainment finance loans.

The decline in loan production in 2008 was primarily due to a decrease in customer demand and instability related to economic
and real estate market conditions. We are currently selling to Fannie Mae most of the income producing property loans we originate.

Real Estate Construction and Land Loans. We originate construction and land loans for the primary purpose of developing or
rehabilitating single-family residences, condominiums, and commercial real estate. At December 31, 2008, our construction and land
loans amounted to $408.6 million, or 15.1%, of our loan portfolio. Approximately $208.5 million, or 51.0%, of our construction and
land loan portfolio consisted of residential and condominium construction loans, $165.3 million, or 40.4%, consisted of commercial
and multifamily real estate loans, and $35.0 million, or 8.6%, consisted of land loans. At December 31, 2008, $179.6 million, or
44.0%, of our construction projects were located in California, $84.5 million, or 20.7%, were for projects located in New York, $50.5
million, or 12.4%, were for projects located in Texas, $35.2 million, or 8.6%, were for projects located in Arizona, $15.0 million, or
3.7%, were for projects located in Pennsylvania, and $11.2 million, or 2.7%, were for projects located in Florida.

Loan commitment amounts for residential and condominium construction loans typically range from $3.0 to $20.0 million with an
average loan commitment at December 31, 2008 of $10.0 million. At December 31, 2008, the unadvanced portion of residential and
condominium construction loans was $39.4 million. Commercial construction loans typically consist of mixed-use retail and other
commercial related projects. At December 31, 2008, the average loan commitment for our commercial construction loans was $5.3
million and the unadvanced portion of these commitments was $46.0 million. Our land loans generally finance the acquisition and/or
development of improved lots or unimproved raw land that will be utilized in the development of single-family tract housing. At
December 31, 2008, the average loan commitment for our land loans was $7.1 million and the unadvanced portion of these
commitments was $1.7 million.

Loans to finance our construction projects are generally offered to experienced builders and developers. All loans to builders and
developers are underwritten to pre-established standards that include estimated cash reserves to carry projects through completion and
sale of the project. We regularly monitor our real estate construction loans and the economic conditions and markets where our
projects are located, including the number of unsold properties in our residential and condominium construction loan portfolio.
Maturity dates for construction loans are largely a function of the estimated construction period of the project, and generally do not
exceed 12 to 24 months. Substantially all of our construction loans have adjustable rates of interest based on the prime rate as
published in the Wall Street Journal and are generally interest only loans during the construction phase. Disbursement of funds is at
our discretion and based on the progress of construction.

Although construction lending affords us the opportunity to achieve higher interest rates and fees with shorter terms to maturity
than one- to four-family mortgage lending, construction lending is considered to involve a higher degree of risk. At the time these
types of loans are made, the value of the collateral securing the loan must be estimated based on the projected selling price at the time
the residence or income producing property is completed and on estimated building and other costs (including interest costs). Changes
in the demand, such as for new housing and higher than anticipated building costs may cause actual results to vary significantly from
those estimated. Accordingly, we may be confronted, at the time the residence is completed, with a loan balance exceeding the value
of the collateral. Because construction loans require active monitoring of the building process, including cost comparisons and on-site
inspections, these loans are more difficult and costly to monitor. Increases in market rates of interest may have a more pronounced
effect on construction loans by rapidly increasing the end-purchasers' borrowing costs, thereby reducing the overall demand for the
project. Properties under construction are often difficult to sell and typically must be completed in order to be successfully sold also



complicates the process of working out problem construction loans. This may require us to advance additional funds and/or contract
with another builder to complete construction. Furthermore, in the case of speculative construction loans, there is the added risk
associated with identifying an end-purchaser for the finished project.

Entertainment Finance Loans. We conduct our entertainment finance operations through ICB Entertainment Finance (“ICBEF”), a
division of the Bank. Typically, ICBEF lends to independent producers of film and television on a senior secured basis. Collateral
documents include a mortgage of copyright, security agreements and assigned sales contracts. Credit decisions are based in part on the
creditworthiness and reputation of the producer, the sales agent and distributors who have contracted to distribute the films. ICBEF
provides loans (with a typical term of 12 to 18 months) and letters of credit for the production of motion pictures and television shows
or series that have a predictable market worldwide, and therefore, a predictable level of revenue arising from licensing of the
worldwide distribution rights.

ICBEF lends to independent producers of film and television, many of which are located in California. To a lesser extent, ICBEF
also has borrowing clients outside of the United States; however, loans are typically denominated in United States dollars.
Independent producers tend to be those producers that do not have major studio distribution outlets for their product. Large film and
television studios generally maintain their own distribution outlets and finance their projects with internally generated financing. In
addition to funding production loans against a number of distribution contracts, ICBEF may permit an advancc, gencrally not to
exceed 20% of the budget amount, against its valuation of unsold rights. ICBEF uses industry standards in the valuation of unsold
rights. ICBEF’s lending officers review the quality of the distributors and their contracts, the budget, the producer’s track record, the
script, the genre, talent elements, the schedule of advances, and valuation of all distribution rights when considering a new lending
opportunity. Generally, ICBEF loans require the borrower to provide a completion bond that guarantees the completion of the film or
the payoff of the outstanding balance of the loan in the event the film is not completed. After closing, each requested advance is
approved by the bonding company on a regular basis to ensure that ICBEF is not advancing ahead of an agreed-upon cash flow
schedule. The loan documentation grants ICBEF the right to impose certain penalties on the borrower and exercise certain other rights,

revenue received from distribution contracts. In many instances, the distribution contracts provide for multiple payments payable at
certain milestones (such as execution of contract, commencement of principal photography or completion of principal photography).
The maturity date of the loan is generally six to nine months after completion of the production. Delivery of the completed production
is typically made to the various distributors upon or after their minimum guarantees have been paid in full. To the extent a distributor
fails to make payment upon completion of the film, or the predicted level of revenue is less than expected, we may incur a loss if
rights cannot be resold for the same amount or other loan collateral cannot cover required loan payments.

ICBEF typically charges its customers an interest rate of three month LIBOR plus a margin (exclusive of loan fees) on the
outstanding balance of the loan. Loan fees range from 0.75% to 1.50% with an additional fee up to 7.00% depending on the unsecured
amount of the production budget being financed.

At December 31, 2008 and 2007, our entertainment finance portfolio totaled $50.4 million and $76.3 million, respectively,
representing 1.8% and 2.4% of our loan portfolio as of these dates. Of these amounts, approximately $4.4 million and $14.1 million,
respectively, were issued to producers domiciled outside of the United States. The foreign loans outstanding at December 31, 2008
were primarily issued to producers located in Australia and Canada. Approximately $5.9 million, $8.6 million and $5.6 million of
interest income was earned during 2008, 2007 and 2006, respectively, in connection with our entertainment finance portfolio.

Loan Underwriting. Initial loan review for potential applications is performed by loan production staft, in consultation with the
Chief Lending Officer, Chief Underwriter, and the Chief Credit Officer. Our loan underwriters are responsible for detailed reviews of
borrowers, collateral, and loan terms, and prepare a written presentation for every loan application submitted to the Loan Committee,
which is comprised of the following Bank officers:

. Chairman, President, and Chief Executive Officer =  Senior Managing Director/Chief Lending Officer
. Vice Chairman of the Board »  Deputy Managing Director/Director of Portfolio Management
. Executive Managing Director/Chief Credit Officer +  Deputy Managing Director/Chief Underwriter

. Executive Managing Director/Chief Operating Officer ~ *  First Vice President/East Coast Credit Executive
. Senior Managing Director/Chief Risk Officer

The underwriting standards for loans secured by income producing real estate consider the borrower’s financial resources and
ability to repay and the amount and stability of cash flow, if any, from the underlying collateral, to be comparable in importance to the
loan-to-value ratio as a repayment source.



All real estate secured loans over $3.0 million must be submitted to the loan committee for approval. At least one loan committee
member or designee must personally conduct on-site inspections of any property involved in connection with a real estate loan
recommendation of $2.0 million or more for unstabilized properties and $3.0 million for stabilized properties. Loans up to $2.0
million require approval by any two members of the Bank’s loan committee, one of whom must be the Chief Underwriter or the Chief
Credit Officer, while loans in excess of $2.0 million require approval of three loan committee members, two of whom must be the
Chief Underwriter and the Chief Credit Officer. Additionally, loans over $3.0 million require the approval of the Chief Credit Officer;
individual loans over $7.5 million, loans resulting in an aggregate borrowing relationship to one borrower in excess of $10.0 million,
and all purchased loan pools must be approved by the Executive Committee of the Bank’s Board of Directors. Effective February 1,
2009, all loans over $5.0 million must be approved by the Chief Operating Officer.

All entertainment finance loans over $1.0 million are submitted to the Loan Committee for approval. All loans must be approved
by the Managing Director/Credit Risk Director and loans over $3.0 million must be approved by the Executive Managing
Director/Chief Credit Officer. Individual loans over $7.5 million, loans resulting in an aggregate borrowing relationship to one

borrower in excess of $10.0 million, and all purchased loan pools must be approved by the executive committee of the Bank’s Board
of Directors.

Our loans are originated on both a non-recourse and full recourse basis and we generally seek to obtain personal guarantees from
the principals of borrowers which are single asset or limited liability entities (such as partnerships, corporations or trusts).

The maximum size of a single loan made by the Bank is limited by California law to 25% of the Bank’s equity capital. At
December 31, 2008, that limit was approximately $64.3 million. Our largest combined credit extension to related borrowers was $30.2
million at December 31, 2008. We had five other relationships in excess of $20.0 million at December 31, 2008, with a combined
aggregate balance of $112.2 million at that date. At December 31, 2008, we had a total of 155 extensions of credit, with a combined
outstanding principal balance of $790.3 million that were over $5.0 million to a single borrower or related borrowers. All combined
extensions of credit over $5.0 million were performing in accordance with their repayment terms, with the exception of 18 credits
aggregating $135.8 million that were on nonaccrual status at December 31, 2008. At December 31, 2008, we had 2,912 real estate
loans outstanding, with an average balance per loan of approximately $952,000.

Servicing and Collections. Our loan portfolio is predominantly serviced by our loan servicing department, which is designed to
provide prompt customer service, accurate and timely information for account follow-up, financial reporting and management review.
We monitor our loans to ensure that projects are performing as underwritten. This monitoring allows us to take a proactive approach to
addressing projects that do not perform as planned. When payments are not received by their contractual due date, collection efforts
begin on the fifteenth day of delinquency with a telephone contact, and proceed to written notices that progress from reminders of the
borrower’s payment obligation to an advice that a notice of default may be forthcoming. Accounts delinquent for more than 30 days
are reviewed more closely by our asset management department which is responsible for implementing a collection or restructuring
plan, or a disposition strategy, and evaluates any potential loss exposure on the asset. Our servicing department has received a primary
servicer and special servicer ratings of “SBPS3+” and “SBSS3+", respectively, by Fitch Ratings. Fitch rates small balance commercial
mortgage primary and special servicers on a scale of 1 to 5, with 1 being the highest rating. According to Fitch Ratings the rating
reflects the Bank’s experienced servicing management and staff, including asset managers and its longtime experience as a small
balance commercial mortgage loan servicer. The special servicer rating was based on our ability to work out, resolve and dispose of
small balance commercial mortgage loans and real estate owned (REQO) properties.

Competition. We face substantial competition in all phases of our operations, including deposit accounts and loan originations,
from a variety of competitors. Our competition for existing and potential customers is principally from community banks, savings and
loan associations, industrial banks, real estate financing conduits, specialty finance companies, small insurance companies, and larger
banks. Many of these entities enjoy competitive advantages over us relative to a potential borrower in terms of a prior business
relationship, wider geographic presence or more accessible branch office locations, the ability to offer additional services or more
favorable pricing alternatives, or a lower cost of funds structure. We attempt to offset the potential effect of these factors by providing
borrowers with higher interest rates for deposits and greater individual attention and a more flexible and time-sensitive underwriting,
approval and funding process than they might obtain elsewhere.

Imperial Capital Real Estate Investment Trust

During 2000, we acquired all of the equity and certain collateralized mortgage obligations (“CMOs”) of the [CCMAC Multi-
family and Commercial Trust 1999-1 (“ICCMAC Trust”) through our real estate investment trust subsidiary, Imperial Capital Real
Estate Investment Trust (“Imperial Capital REIT”). During 2004, the CMOs were retired and the ICCMAC Trust was dissolved. The
remaining outstanding loans were contributed to Imperial Capital REIT. At December 31, 2008, Imperial Capital REIT held real estate



loans of $1.7 million. The cash tlow from Imperial Capital REIT loan pool provides cash flow on a monthly basis to ICB. ICB
recognized $142,000 of interest income from the loans held in Imperial Capital REIT during the year ended December 31, 2008.

Non-performing Assets and Other Loans of Concern

At December 31, 2008, non-performing assets totaled $192.9 million or 4.34% of total assets. Non-performing assets consisted of
$154.9 million of non-accrual loans and $38.0 million of other real estate and other assets owned consisting of 41 properties. For
additional information regarding non-performing assets see “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations - Credit Risk Elements”.

As of December 31, 2008, we had loans with an aggregate outstanding balance of $114.6 million with respect to which known
information concerning possible credit problems with the borrowers or the cash flows of the properties securing the respective loans
has caused management to be concerned about the ability of the borrowers to comply with present loan repayment terms. This known
information may result in the future inclusion of such loans in the non-accrual loan category. All of these loans are classified as
substandard pursuant to the regulatory guidelines discussed below.

Classified Assets

Management uses a loan classification system consistent with the classification system used by bank regulatory agencies to help it
evaluate the risks inherent in its loan portfolio. Loans are identified as “pass”, “substandard”, “doubtful” or “loss” based upon
consideration of all sources of repayment, underlying collateral values, current and anticipated economic conditions, trends and
uncertainties, and historical experience. Pass loans are further divided into four additional sub-categories, based on the type and nature
of underlying collateral, as well as the borrower’s financial strength and ability to service the debt. Underlying collateral values for
real estate dependent loans are supported by property appraisals or evaluations. We review our loan classifications on at least a
"""""" ly oans as none as none as “loss”
of which, $154.9 million of these classified loans were included in the non-performing assets table in “Item 7. Management’s

Discussion and Analysis of Financial Condition and Results of Operations - Credit Risk Elements™.
Funding Sources

The primary source of funding for our lending operations and investments are deposits. Our deposits are federally insured by the
FDIC to the maximum extent permitted by law. At December 31, 2008 deposits totaled $2.9 billion of which approximately 83.8%
were term deposits that pay fixed rates of interest for periods generally ranging from 90 days to five years, 14.4% were adjustable rate
passbook accounts and adjustable rate money market accounts with limited checking features, and 1.8% were interest and non-interest
bearing checking accounts.

Our retail checking account balance was $53.8 million at December 31, 2008. We generally accumulate deposits by relying on
renewals of term accounts by existing depositors, participating in deposit rate surveys which promote the rates offered by us on our
deposit products, and periodically advertising in various local market newspapers and other media. Management believes that our
deposits are a reliable funding source and that the cost of funds resulting from our deposit gathering strategy is comparable to those of
other banks pursuing a similar strategy. However, because we compete for deposits primarily on the basis of rates, we could
experience difficulties in attracting deposits if we could not continue to offer deposit rates at levels above those of other financial
institutions. Management also believes that any efforts to significantly increase the size of our deposit base may require greater
marketing efforts and/or increases in deposit rates. At December 31, 2008, $739.9 million, or 25.2% of total deposits, were brokered
deposits. We are required under the Order to develop a plan to eliminate our reliance on brokered deposits.

For information concerning overall deposits outstanding during the periods indicated and the rates paid thereon, see “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Net Interest Income”.

The Bank also uses advances from the Federal Home Loan Bank of San Francisco (“FHLB”) and borrowings from other
unaffiliated financial institutions as funding sources. FHLB advances are collateralized by pledges of qualifying cash equivalents,
investment securities, mortgage-backed securities and loans. In March 2009, the Bank’s FHLB credit facility was frozen at the then
outstanding amount. The Bank is prohibited from receiving any new FHLB advances until this suspension 1s lifted. At December 31,
2008, FHLB advances outstanding totaled $1.2 billion. Additionally, the Bank has a $30.0 million repurchase agreement borrowing
from an unaffiliated financial institution that is secured by mortgage-backed securities. In March 2009, this repurchase agreement
borrowing was called by the unaffiliated financial institution and repaid in full. In addition, as of December 31, 2008, we had an
available borrowing capacity under the Federal Reserve Bank of San Francisco credit facility of $119.4 million. We also had
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available $68.0 million of uncommitted, unsecured lines of credit with three unaffiliated financial institutions. However, these
uncommitted, unsecured lines of credit were cancelled subsequent to December 31, 2008. See “Item 8. Financial Statements and
Supplementary Data — Notes to Consolidated Financial Statements — Notes 8, 9, and 10”.

Regulation
Introduction

Banking is a complex, highly regulated industry. The primary goals of the regulatory scheme are to maintain a safe and sound
banking system, protect depositors and the FDIC’s insurance fund, not sharcholders, and to facilitate the conduct of sound monetary
policy. In furtherance of these goals, Congress and the states have created several largely autonomous regulatory agencies and enacted
numerous laws that govern banks, bank holding companies and the financial services industry. Consequently, the growth and earnings
performance of ICB and the Bank can be affected not only by management decisions and general economic conditions, but also by the
requirements of applicable state and federal statues, regulations and the policies of various governmental regulatory authorities,
including the Federal Reserve Board, the FDIC and the DFI.

The system of supervision and regulation applicable to financial services businesses governs most aspects of the business of the
Company and the Bank, including: (i) the scope of permissible business; (ii) investments; (iii) reserves that must be maintained against
deposits; (iv) capital levels that must be maintained; (v) the nature and amount of collateral that may be taken to secure loans; (vi) the
establishment of new branches; (vii) mergers and consolidations with other financial institutions; and (viii) the payment of dividends.

The following is a brief summary of certain statutes and rules that affect or will affect ICB and the Bank. This summary is
qualified in its entirety by reference to the particular statute and regulatory provisions referred to below and is not intended to be an
exhaustive description of all applicable statutes and regulations. From time to time, laws or regulations are enacted which have the
effect of increasing the cost of doing business, limiting or expanding the scope of permissible activities, or changing the competitive
balance between banks and other financial and non-financial institutions. Proposals to change the laws and regulations governing the
operations of banks and bank holding companies are frequently made in Congress, in the California legislature and by various bank
and other regulatory agencies. ICB is also subject to the disclosure and regulatory requirements of the Securities Exchange Act of
1934, as amended, as administered by the Securities and Exchange Commission (“SEC”). Future changes in the laws, regulations or
polices that impact ICB and the Bank cannot necessarily be predicted, but they may have a material effect on the business and
earnings of ICB and the Bank.

Holding Company Regulation

Bank holding companies are subject to comprehensive regulation by the Federal Reserve Board under the Bank Holding Company
Act of 1956 or BHCA and the regulations of the Federal Reserve Board. As a bank holding company, ICB is required to file reports
with the Federal Reserve Board and provide such additional information as the Federal Reserve Board may require. ICB and its non-
bank subsidiaries are also subject to examination by the Federal Reserve Board. The Federal Reserve Board has extensive
enforcement authority over bank holding companies, including, among other things, the ability to assess civil money penalties, to issue
cease and desist or removal orders and to require that a bank holding company divest subsidiaries, including its bank subsidiaries. In
general, enforcement actions may be initiated for violations of law and regulation as well as unsafe or unsound practices.

Under Federal Reserve Board policy, a bank holding company must serve as a source of strength for its subsidiary banks. Under
this policy, the Federal Reserve Board may require, and has required in the past, bank holding companies to contribute additional
capital to undercapitalized subsidiary banks. The Federal Reserve Board, under the BHCA, also has the authority to require a bank
holding company to terminate any activity or to relinquish control of a nonbank subsidiary (other than a nonbank subsidiary of a bank)
upon the Federal Reserve’s determination that such activity or control constitutes a serious risk to the financial soundness and stability
of any bank subsidiary of the bank holding company. If the Federal Reserve Board should determine that the financial condition,
capital resources, asset quality, earnings prospects, management, liquidity or other aspects of ICB’s operations are unsatisfactory or
that ICB or our management is violating or has violated any law or regulation, various remedies are available to and are utilized by the
Federal Reserve Board.

Under the BHCA, a bank holding company must obtain Federal Reserve Board approval before, among other matters:

e acquiring, directly or indirectly, ownership or control of any voting shares of another bank or bank holding company if,
after the acquisition, it would own or control more than 5% of these shares (unless it already owns or controls a majority
of these shares);
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. acquiring all or substantially all of the assets of another bank or bank holding company: or
e merging or consolidating with another bank holding company.

This statute also prohibits a bank holding company, with certain exceptions, from acquiring direct or indirect ownership or control
of more than 5% of the voting shares of any company which is not a bank or bank holding company, or from engaging directly or
indirectly in activities other than those of banking, managing or controlling banks, or providing services for its subsidiaries. The
principal exceptions to these prohibitions involve activities closely related to the business of banking or managing or controlling
banks, as discussed above. Companies that qualify as financial holding companies may also engage in securities, insurance and
merchant banking activities.

The FRB San Francisco has notified ICB that it may not appoint any new director or senior executive officer or change the
responsibilities of any current senior executive officers without notifying the FRB San Francisco. The Bank is subject to the same
requirement for notice to the FDIC and DFI in such circumstances. In addition, ICB may not make indemnification and severance
payments without complying with certain statutory restrictions, including prior written approval of the Federal Reserve Board and
concurrence from the FDIC, and the Bank is subject to the same restrictions requiring approval from the FDIC. Further, ICB is
generally prohibited from receiving dividends from the Bank, making any dividend payments (including distributions on its trust
preferred securities) and increasing or renewing any debt, without receiving prior approval from the FRB San Francisco of such
payments.

Dividends. 1CB is a legal entity, separate and distinct from the Bank. Although ICB has the ability to raise capital on its own
behalf or borrow from external sources, ICB has historically obtained funds from dividends paid by, and fees charged for services
provided to, the Bank. However, as discussed above, regulatory constraints on both ICB and the Bank currently preclude the payment
of dividends by either party.

ICB is entitled to receive dividends, when and as declared by the Bank's Board of Directors upon the lifting of the regulatory
restriction. Those dividends may come from funds legally available for those dividends, as specified and limited by the California
Financial Code. Under the California Financial Code, funds available for cash dividends by a California-chartered bank are restricted
to the lesser of: (i) the bank's retained earnings; or (ii) the bank's net income for its last three fiscal years (less any distributions to
shareholders made during such period). With the prior approval of the DFI, cash dividends may also be paid out of the greater of:
(a) the bank's retained earnings; (b) net income for the bank's last preceding fiscal year; or (c) net income or the bank's current fiscal
year. If the DFI determines that the shareholders' equity of the bank paying the dividend is not adequate or that the payment of the
dividend would be unsafe or unsound for the bank, the DFI may order the bank not to pay the dividend. Since the Bank is an FDIC
insured institution, it is also possible, depending upon its financial condition and other factors, that the FDIC could assert that the
payment of dividends or other payments might, under some circumstances, constitute an unsafe or unsound practice and thereby
prohibit such payments.

The Federal Reserve Board has issued a policy statement on the payment of cash dividends by bank holding companies, which
expresses the Federal Reserve Board’s view that a bank holding company should pay cash dividends only to the extent that its net
income for the past year is sufficient to cover both the cash dividends and a rate of earnings retention that is consistent with the bank
holding company’s capital needs, asset quality and overall financial condition. Furthermore, under its source of strength doctrine, the
Federal Reserve Board expects a bank holding company to serve as a source of financial strength for its bank subsidiaries, which
could limit the ability of a holding company to pay dividends if a bank subsidiary did not have sufficient capital. As a result of the
recent notification we received from the FRB San Francisco, we are currently prohibited from paying dividends on our common stock
or distributions on our trust preferred securities without the approval of the FRB San Francisco. See “—Regulatory Action.”

Repurchase or Redemption of Equity Securities. A bank holding company is required to give the Federal Reserve Board prior
written notice of any purchase or redemption of its outstanding equity securities if the gross consideration for the purchase or
redemption, when combined with the net consideration paid for all such purchases or redemptions during the preceding 12 months, is
equal to 10% or more of its consolidated net worth. The Federal Reserve Board may disapprove such a purchase or redemption if it
determines that the proposal would constitute an unsafe or unsound practice or would violate any law, regulation, Federal Reserve
Board order, or any condition imposed by, or written agreement with, the Federal Reserve Board. This notification requirement does
not apply to any company that meets the well-capitalized standard for bank holding companies, has a safety and soundness
examination rating of at least a “2” and is not subject to any unresolved supervisory issues. Due to its capital position, ICB suspended
its common stock repurchase program in 2008. In addition, as a result of the recent notification we received from the FRB San
Francisco, we are currently prohibited from repurchasing our stock without the approval of the FRB San Francisco. See “—
Regulatory Action.”
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Transactions with Affiliates. ICB and any subsidiaries it may purchase or organize are deemed to be affiliates of the Bank within
the meaning of Sections 23A and 23B of the Federal Reserve Act and the Federal Reserve Board's Regulation W. Under Sections 23A
and 23B and Regulation W, loans by the Bank to an affiliate, investments by the Bank in an affiliate’s stock, and taking an affiliate’s
stock as collateral for loans by the Bank to any borrower is limited to 10% of the Bank's capital, in the case of any one affiliate, and is
limited to 20% of the Bank's capital, in the case of all affiliates. In addition, transactions between the Bank and any affiliate must be
on terms and conditions that are consistent with safe and sound banking practices; in particular, a bank and its subsidiaries generally
may not purchase from an affiliate a low-quality asset, as defined in the Federal Reserve Act. These restrictions also prevent a bank
holding company and other affiliates of a bank from borrowing from a banking subsidiary of the bank holding company unless the
loans are secured by eligible marketable collateral of designated amounts. ICB and the Bank are also subject to certain restrictions
with respect to engaging in the underwriting, public sale and distribution of securities.

Regulatory Capital Requirements. The Federal Reserve Board has established risk-based measures and a leverage measure of
capital adequacy for bank holding companies.

The risk-based capital standards are designed to make regulatory capital requirements more sensitive to differences in risk profiles
among banks and bank holding companies, to account for off-balance-sheet exposure, and to minimize disincentives for holding liquid
assets. Assets and off-balance-sheet items, such as letters of credit and unfunded loan commitments, are assigned to broad risk
categories, each with appropriate risk weights. The resulting capital ratios represent capital as a percentage of total risk-weighted
assets and off-balance-sheet items.

The risk-based capital standards are minimum requirements. Higher capital levels will be required if warranted by the particular
circumstances or risk profiles of individual organizations. For example, the Federal Reserve Board's capital guidelines contemplate
that additional capital may be required to take adequate account of, among other things, interest rate risk, or the risks posed by
concentrations of credit, nontraditional activities or securities trading activities. Moreover, any banking organization experiencing or
anticipating significant growth or expansion into new activities, particularly under the expanded powers under the Gramm-Leach-
Bliley Act (the “GLB Act”), would be expected to maintain capital ratios, including tangible capital positions, well above the
minimum levels.

The minimum ratio of total capital to risk-weighted assets is 8.0%. Total capital consists of two components, Tier 1 capital and
Tier 2 capital. Tier 1 capital generally consists of common shareholders’ equity, including retained earnings, noncumulative perpetual
preferred stock, certain trust preferred securities and minority interest in equity accounts of fully consolidated subsidiaries, less
goodwill and other specified intangible assets. Tier 1 capital must equal at least 4.0% of risk-weighted assets. Tier 2 capital generally
consists of subordinated debt and other hybrid capital instruments, other preferred stock, a limited amount of loan loss reserves and a
limited amount of unrealized holding gains on equity securities. The total amount of Tier 2 capital is limited to 100% of Tier 1 capital.
At December 31, 2008, ICB’s ratio of total capital to risk-weighted assets was 9.4% and ICB’s ratio of Tier 1 capital to risk-weighted
assets was 7.5%.

In addition, the Federal Reserve Board has established minimum leverage ratio guidelines for bank holding companies. These
guidelines provide for a minimum ratio of Tier 1 capital to average assets, less goodwill and other specified intangible assets, of 3.0%
for certain bank holding companies that meet specified criteria, including having the highest regulatory rating and implementing the
Federal Reserve’s risk-based capital measure for market risk. All other bank holding companies generally are required to maintain a
leverage ratio of at least 4.0%. At December 31, 2008, ICB’s required leverage ratio was 4.0% and its actual leverage ratio was 5.6%.

To be well capitalized, a bank holding company must have a ratio of total capital to risk weighted assets of at least 10.0% and a
ratio of Tier 1 capital to risk weighted assets of at least 6.0%.

Failure to meet capital guidelines can subject a bank or bank holding company to a variety of enforcement remedies, including
issuance of a capital directive, the termination of deposit insurance by the FDIC, a prohibition on accepting brokered deposits, and
other restrictions on its business. As described below, significant additional restrictions can be imposed on FDIC-insured depository
institutions that fail to meet applicable capital requirements.

Federal Securities Law. 1CB has registered its common stock with the SEC under the Securities Exchange Act of 1934, as

amended or Exchange Act. As a result, the proxy and tender offer rules, insider trading reporting requirements, corporate governance,
annual and periodic reporting and other requirements of the Exchange Act are applicable to ICB.
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Sarbanes-Oxlev Act of 2002. As a public company, Imperial Capital Bancorp, is subject to the Sarbanes-Oxley Act of 2002
("Sarbanes-Oxley Act"), which implements a broad range of corporate governance and accounting measures for public companies
designed to promote honesty and transparency in corporate America and better protect investors from corporate wrongdoing. The
Sarbanes-Oxley Act was signed into law on July 30, 2002 in response to public concerns regarding corporate accountability in
connection with various accounting scandals. The stated goals of the Sarbanes-Oxley Act are to increase corporate responsibility, to
provide for enhanced penalties for accounting and auditing improprieties at publicly traded companies and to protect investors by
improving the accuracy and reliability of corporate disclosures pursuant to the securities laws.

The Sarbanes-Oxley Act includes very specific additional disclosure requirements and corporate governance rules and required the
SEC and securities exchanges to adopt extensive additional disclosure, corporate governance and other related rules. The Sarbanes-
Oxley Act represents significant federal involvement in matters traditionally left to state regulatory systems, such as the regulation of
the accounting profession, and to state corporate law, such as the relationship between a board of directors and management and
between a board of directors and its commiittees.

Bank Regulation — California Law

The regulations of the DFI govern most aspects of the Bank’s businesses and operations, including, but not limited to, the scope of
its business, investments, the nature and amount of any collateral for loans, the issuance of securities, the payment of dividends, bank
expansion and bank activities. The DFI’s supervision of the Bank includes comprehensive reviews of all aspects of the Bank’s
business and condition, and the DFI possesses broad remedial enforcement authority to influence the Bank’s operations, both formally
and informally.

Bank Regulation — Federal Law

The FDIC, in addition to the DFL, b
examinations, requires the filing of reports, and generally supervises the operations of institutions to which it provides deposit
insurance. The FDIC is also the federal agency charged with regulating state-chartered banks that are not members of the Federal
Reserve System, such as the Bank. If the regulators should determine that the financial condition, capital resources, asset quality,
earnings prospects, management, liquidity or other aspects of our bank’s operations are unsatisfactory or that the Bank or its
management is violating or has violated any law or regulation, various remedies are available to and are utilized by the regulators.
Such remedies include the power to enjoin unsafe or unsound practices, to require affirmative action to correct any conditions
resulting from any violation or practice, to issue an administrative order that can be judicially enforced, to direct an increase in capital,
to restrict growth, to assess civil monetary penalties, to remove officers and directors and ultimately to request the FDIC to terminate
our bank’s deposit insurance.
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On February 17, 2009, the Bank agreed to the issuance of the Order. The Order is a formal corrective action pursuant to which the
Bank has agreed to take certain measures in the areas of management, capital, loan loss allowance determination, risk management,
liquidity management, board oversight and monitoring of compliance, and restricts payment of dividends and the opening of branch or
other Bank offices. Specifically, the Order requires that the Bank submit to the regulators within sixty days a detailed capital plan to
address how the Bank will remain “adequately capitalized” and within 180 days increase its Tier | leverage above nine percent and
total risk-based capital ratios above thirteen percent. The Bank must also submit to the regulators within prescribed time periods a
revised policy for determining the allowance for loan losses, plans for reducing commercial real estate loan concentrations and
brokered deposits, a liquidity plan, strategic business plan and profitability plan. The Order will remain in effect until modified or
terminated by the FDIC and the DFI. The Bank intends to achieve full compliance with the Order in a timely manner.

Because California permits commercial banks chartered by the state to engage in any activity permissible for national banks, the
Bank can form subsidiaries to engage in certain activates under certain conditions. Presently, the Bank has one subsidiary, as
discussed below in this section under “Risk Based Capital Requirements.”

Statutes and regulations relate to virtually every aspect of the Bank’s operations, including reserves against deposits, ownership of
deposit accounts, interest rates payable on deposits, loans, investments, mergers and acquisitions, borrowings, dividends, locations of
branch offices and capital requirements. Further, the Bank is required to maintain certain levels of capital. See “Regulatory Capital
Requirements™ set forth in this section below. Regulatory compliance requires us to incur ongoing additional expenses. This is
particularly the case with respect to the compliance aspects of the Sarbanes-Oxley Act of 2002, the USA Patriot Act of 2001 and
ongoing compliance efforts with respect to the Order. At times, the cumulative costs of compliance can be significant.
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Regulatory Capital Requirements. Federally-insured, state-chartered banks such as the Bank are required to maintain minimum
levels of regulatory capital as specified in the FDIC’s capital maintenance regulations. The FDIC also is authorized to impose capital
requirements in excess of these standards on individual banks on a case-by-case basis.

The Bank is required to comply with three separate minimum capital requirements to qualify as “adequately capitalized™: a “tier 1
capital ratio” and two “risk-based” capital requirements. “Tier 1 capital” generally includes common shareholders’ equity, including
retained earnings, qualifying noncumulative perpetual preferred stock and any related surplus, and minority interests in the equity
accounts of fully consolidated subsidiaries, less intangible assets, other than properly valued purchased mortgage servicing rights up to
certain specified limits and less net deferred tax assets in excess of certain specified limits. At December 31, 2008 the Bank was
deemed “adequately capitalized” under the FDIC’s capital maintenance regulations.

Tier I Capital Ratio. FDIC regulations establish a minimum 3.0% ratio of tier | capital to total average assets for the most highly-
rated state-chartered, FDIC-supervised banks. All other FDIC supervised banks must maintain at least a 4.0% tier 1 capital ratio. At
December 31, 2008, the Bank’s required minimum tier 1 capital ratio was 4.0% and its actual tier 1 capital ratio was 6.0%.

Risk-Based Capital Requirements. The risk-based capital requirements generally require the Bank to maintain a minimum ratio of
tier I capital to risk-weighted assets of at least 4.0% and a minimum ratio of total risk-based capital to risk-weighted assets of at least
8.0%. To calculate the amount of capital required, assets are placed in one of four categories and given a percentage weight (0%, 20%,
50% or 100%) based on the relative risk of the category. For example, United States Treasury Bills and Ginnie Mae securities are
placed in the 0% risk category. Fannie Mae and Freddie Mac securities are placed in the 20% risk category, loans secured by one-to
four-family residential properties and certain privately-issued mortgage-backed securities are generally placed in the 50% risk
category, and commercial and consumer loans and other assets are generally placed in the 100% risk category. In addition, certain off-
balance-sheet items are converted to balance sheet credit equivalent amounts and each amount is then assigned to one of the four
categories.

For purposes of the risk-based capital requirements, “total capital” means tier 1 capital plus supplementary or tier 2 capital, so long
as the amount of supplementary or tier 2 capital that is used to satisfy the requirement does not exceed the amount of tier 1 capital.
Tier 2 capital includes cumulative and certain other perpetual preferred stock, mandatory convertible subordinated debt and perpetual
subordinated debt, mandatory redeemable preferred stock, intermediate-term preferred stock, mandatory convertible subordinated debt
and subordinated debt, the allowance for loan losses up to a maximum of 1.25% of risk-weighted assets and a limited amount of
unrealized holding gains on securities. At December 31, 2008 the Bank’s required minimum tier 1 risk-based and total capital ratios
were 4.0% and 8.0% respectively and its actual was 8.0% and 9.3%, respectively.

During 2008, the Bank formed a wholly-owned subsidiary, Imperial Capital Bank Resecuritization Trust 2008-1 (the Trust), for
the purpose of re-securitizing its portfolio of corporate sponsored CMOs. The Bank transferred all of its right, title and other
ownership interests in the CMOs to the Trust in exchange for notes issued by the Trust (the Notes). These re-securitized bonds were
rated by independent rating agencies giving consideration to the purchase discounts and credit enhancements associated with each
specific bond. The Notes issued by the Trust were then rated. These Note ratings were risk-weighted in accordance with the Bank’s
reading of applicable regulatory capital guidance. This guidance, however, does not contemplate the specific type of re-securitization
transaction undertaken by the Bank. The capital ratios above were calculated in accordance with the Bank’s interpretation of the
available guidance. After discussions with the FDIC, the Bank was told to file its December 31, 2008 call report based on the Bank’s
understanding of the risk-based capital treatment of the re-securitized portfolio of CMOs. The Bank’s calculation of its capital ratios
as well as its classified assets, allowance for loan losses and other matters is expected to be reviewed as part of its next regulatory
examination. If the current ratings from the original CMOs were utilized in these December 31, 2008 capital ratios, the Bank’s Tier 1
leverage, Tier | risk-based and total risk-based capital ratios at December 31, 2008 would have been 6.0%, 7.4% and 8.6%,
respectively. Likewise, ICB’s Tier 1 leverage, Tier 1 risk-based and total risk-based capital ratios at December 31, 2008 would have
been 5.6%, 6.9% and 8.7%, respectively.

The federal banking agencies have adopted regulations specifying that the agencies will include, in their evaluation of a bank’s
capital adequacy, an assessment of the exposure to declines in the economic value of the bank’s capital due to changes in interest
rates. The FDIC and the other federal banking agencies have also promulgated final amendments to their respective risk-based capital
requirements which identify concentration of credit risk and certain risks arising from nontraditional activities, and the management of
such risk, as important factors to consider in assessing an institution’s overall capital adequacy. The FDIC may require higher
minimum capital ratios based on certain circumstances, including where the institution has significant risks from concentration of
credit or certain risks arising from nontraditional activities.



Prompt Corrective Action Requirements. The federal banking agencies possess broad powers to take prompt corrective action to
resolve the problems of insured banks. Each federal banking agency has issued regulations defining five capital categories: "well
capitalized.” "adequatcly capitalized." "undercapitalized,” "significantly undercapitalized." and "critically undercapitalized." Under the
regulations, a bank shall be deemed to be:

o “well capitalized" if it has a total risk-based capital ratio of 10.0% or more, has a Tier 1 risk-based capital ratio of 6.0%
or more, has a leverage capital ratio of 5.0% or more, and is not subject to specified requirements to meet and maintain
a specific capital level for any capital measure;

e  "adequately capitalized" if it has a total risk-based capital ratio of 8.0% or more, a Tier 1 risk-based capital ratio of
4.0% or more, and a leverage capital ratio of 4.0% or more (3.0% under certain circumstances) and does not meet the
definition of "well capitalized";

e "undercapitalized" if it has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based capital ratio that is
less than 4.0%, or a leverage capital ratio that is less than 4.0% (3.0% under certain circumstances);

e ‘"significantly undercapitalized" if it has a total risk-based capital ratio that is less than 6.0%, a Tier | risk-based capital
ratio that is less than 3.0% or a leverage capital ratio that is less than 3.0%; and

e “critically undercapitalized" if it has a ratio of tangible equity to total assets that is equal to or less than 2.0%.

Banks are prohibited from paying dividends or management fees to controlling persons or entities if, after making the payment the
bank would be "undercapitalized,” that is, the bank fails to meet the required minimum level for any relevant capital measure. Asset
growth and branching restrictions apply to "undercapitalized" banks. Banks classified as "undercapitalized” are required to submit
acceptable capital plans guaranteed by their holding companies, if any. Broad regulatory authority was granted with respect to
"significantly undercapitalized" banks, including forced mergers, growth restrictions, ordering new elections for directors, forcing
divestiture by their holding companies, if any, requiring management changes, and prohibiting the payment of bonuses to senior
management. Even more severe restrictions are applicable to "critically undercapitalized" banks, those with capital at or less than 2%.
Restrictions for these banks include the appointment of a receiver or conservator. All of the federal banking agencies have
promulgated substantially similar regulations to implement this system of prompt corrective action.

A bank, based upon its capital levels, that is classified as "well capitalized," "adequately capitalized" or "undercapitalized" may be
treated as though it were in the next lower capital category if the appropriate federal banking agency, after notice and opportunity for a
hearing, determines that an unsafe or unsound condition, or an unsafe or unsound practice, warrants such treatment. At each
successive lower capital category, an insured bank is subject to more restrictions. The federal banking agencies, however, may not
treat an institution as "critically undercapitalized" unless its capital ratios actually warrant such treatment.

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject to potential
enforcement actions by the federal banking agencies for unsafe or unsound practices in conducting their businesses or for violations of
any law, rule, regulation or any condition imposed in writing by the agency or any written agreement with the agency. Enforcement
actions may include the issuance of a cease-and-desist order that can be judicially enforced, the termination of insurance of deposits,
the imposition of civil money penalties, the issuance of directives to increase capital, the issuance of formal and informal agreements,
and the issuance of removal and prohibition orders against institution-affiliated parties. The enforcement of such actions through
injunctions or restraining orders may be based upon a judicial determination that the agency would be harmed if such equitable relief
was not granted.

The DFI, as the primary regulator for state-chartered banks, also has a broad range of enforcement measures, from cease and desist
powers and the imposition of monetary penalties to the ability to take possession of a bank, including causing its liquidation.

Under FDIC regulations, a bank that is not well-capitalized may not accept or renew brokered deposits without first obtaining a
waiver from the FDIC. If deemed necessary, the Bank may apply for permission to continue to accept certain types of brokered
deposits. As further discussed in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Operating Strategy”, the Bank intends to reduce its reliance on these types of non-core funding sources. At December 31, 2008 and
2007, the Bank had brokered deposits of approximatety $739.9 million and $379.4 million, respectively. Due to increases in FDIC
assessment rates for all insured institutions as described above, the Bank’s capital level, and the Order, the Bank’s assessment rates
will be higher in 2009 than in the past. In addition, due to the Bank’s capital level and the Order, the Bank is or can become subject to
certain additional reporting, filing and/or recordkeeping requirements.
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Deposit Insurance. The Bank is a member of the Deposit Insurance Fund (DIF), which is administered by the FDIC. Deposits are
insured up to the applicable limits, by the FDIC, backed by the full faith and credit of the United States Government, including the
Transaction Account Guarantee Program. Under new legislation, during the period from October 3, 2008 through December 31,
2009, the basic deposit insurance limit is $250,000, instead of the $100,000 limit in effect earlier.

The FDIC assesses deposit insurance premiums on all FDIC-insured institutions quarterly based on annualized rates for four risk
categories. Each institution is assigned to one of four risk categories based on its capital, supervisory ratings and other factors. Well
capitalized institutions that are financially sound with only a few minor weaknesses are assigned to Risk Category I. Risk Categories
IL, Il and IV present progressively greater risks to the DIF. Under FDIC’s risk-based assessment rules, effective April 1, 2009, the
initial base assessment rates prior to adjustments range from 12 to 16 basis points for Risk Category I, and are 22 basis points for Risk
Category II, 32 basis points for Risk Category III, and 45 basis points for Risk Category IV. Initial base assessment rates are subject
to adjustments based on an institution’s unsecured debt, secured liabilities and brokered deposits, such that the total base assessment
rates after adjustments range from 7 to 24 basis points for Risk Category 1, 17 to 43 basis points for Risk Category II, 27 to 58 basis
points for Risk Category III, and 40 to 77.5 basis points for Risk Category IV.

The rule also includes authority for the FDIC to increase or decrease total base assessment rates in the future by as much as three
basis points without a formal rulemaking proceeding.

In addition to the regular quarterly assessments, due to losses and projected losses attributed to failed institutions, the FDIC has
adopted a rule imposing on every insured institution a special assessment equal to 20 basis points of its assessment base as of June 30,
2009, to be collected on September 30, 2009. The special assessment rule also authorizes the FDIC to impose additional special
assessments if the reserve ratio of the DIF is estimated to fall to a level that the FDIC’s board believes would adversely affect public
confidence or that is close to zero or negative. Any additional special assessment would be in amount up to 10 basis points on the
assessment base for the quarter in which it is imposed and would be collected at the end of the following quarter. The FDIC has
announced that the 20 basis point special assessment may be reduced, but has taken no final action to reduce it.

FDIC-insured institutions are required to pay a Financing Corporation assessment, in order to fund the interest on bonds issued to
resolve thrift failures in the 1980s. For the quarter ended December 31, 2008, the Financing Corporation assessment equaled 1.1 basis
points for each $100 in domestic deposits. These assessments, which may be revised based upon the level of insured deposits, will
continue until the bonds mature in the years 2017 through 2019,

We paid $2.0 million of FDIC assessments in 2008, $250,000 in 2007, and $229,000 in 2006.

The FDIC may terminate the deposit insurance of any insured depository institution, including the Bank, if it determines after a
hearing that the institution has engaged or is engaging in unsafe or unsound practices, is in an unsafe or unsound condition to continue
operations, or has violated any applicable law, regulation, order or any condition imposed by an agreement with the FDIC. It also may
suspend deposit insurance temporarily during the hearing process for the permanent termination of insurance, if the institution has no
tangible capital. If insurance of accounts is terminated, the accounts at the institution at the time of the termination, less subsequent
withdrawals, shall continue to be insured for a period of six months to two years, as determined by the FDIC. Management is aware
of no existing circumstances which would result in termination of the Bank's deposit insurance.

On October 3, 2008, pursuant to the EESA (discussed below), the FDIC increased its insurance coverage limits on all deposits
from $100,000 to $250,000 per account until December 31, 2009. Effective November 21, 2008 and until December 31, 2009, the
FDIC expanded deposit insurance limits for certain accounts under the FDIC's Temporary Liquidity Guarantee Program or TLGP.
Provided an institution has not opted out, the FDIC may (i) guarantee, under the Debt Guarantee Program or DGP, certain newly
issued senior unsecured debt for certain periods and, (ii) under the Transaction Account Guarantee Program or TAGP, will provide
full FDIC deposit insurance coverage for noninterest bearing transaction deposit accounts, Negotiable Order of Withdrawal ("NOW")
accounts paying less than 0.5% interest per annum and Interest on Lawyers Trust Accounts ("[OLTA") accounts held at participating
FDIC-insured institutions through December 31, 2009. Coverage under the TLGP was available for the first 30 days without charge.
Various fees are assessed under the DGP. The fee assessment for TAGP coverage i1s 10 basis points per quarter on amounts in
covered accounts exceeding $250,000. We are monitoring the many programs which continue to emerge as part of the Federal
government's efforts to stabilize and strengthen the nation's economy. All programs are evaluated based on their applicability to us,
and whether they will provide benefit to us and our shareholders. The Bank is participating in TAGP As neither ICB nor the Bank
anticipate issuing qualifying debt, they will not participate in the DGP.



Community Reinvestment Act and Fair Lending Requirements. Federal banking agencies are required to cvaluate the record of
financial institutions in meeting the credit needs of their local communities. including low and moderate income neighborhoods. In its
most recent examination, the FDIC rated the Bank “satisfactory™ in complying with its Community Reinvestment Act obligations.
The Bank is also subject to certain fair lending (nondiscrimination) requirements. In addition to substantial penalties and corrective
measures that may be required for a violation of certain fair lending laws, the federal banking agencies take compliance with such
laws into account when regulating and supervising other activities such as mergers and acquisitions.

Fiscal and Monetary Policies. Our business and earnings are affected significantly by the fiscal and monetary policies of the
federal government and its agencies. We are particularly affected by the policies of the Federal Reserve Board, which regulates the
supply of money and credit in the United States. Among the instruments of monetary policy available to the F ederal Reserve Board
are (a) conducting open market operations in United States government securities; (b) changing the discount rates of borrowings of
depository institutions, (c) imposing or changing reserve requirements against depository institutions’ deposits, and (d) imposing or
changing reserve requirements against certain borrowings by banks and their affiliates. These methods are 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. The policies of the Federal Reserve Board may have a material effect on our business, results of operations and financial
condition. We cannot predict the nature or impact of future changes in monetary and fiscal policies.

The actions of the Federal Rescrve Board in these areas influence the growth of bank loans, investments, and deposits and also
affect market interest rates. From January 2001 to June 2003, the Federal Reserve Board decreased interest rates numerous times,
reducing the overnight "Federal Funds" rate from 6.50% to 1.00%, the lowest level in four decades. From June 2004 to June 2006, the
Federal Reserve Board reversed direction and increased rates 17 times to 5.25%. From September 2007 through December 2008, the
Federal Reserve Board reduced rates ten times to their current level of 0.25%. The nature and timing of any future changes in such
policies and their impact on us cannot be predicted. However, depending on the degree to which our interest-earning assets and
interest-bearing liabilities are rate sensitive, increases in rates would have a temporary effect of increasing our net interest margin,
while decreases in interest rates would have the opposite effect. In addition, adverse economic conditions, including a downturn in the
local or regional economy and rising energy prices, could make a higher provision for loan losses a prudent course and could cause
higher loan charge-offs, thus adversely affecting our net income or other operating costs.

Federal Reserve Board regulations also require the Bank to maintain non-interest earning reserves against the Bank’s transaction
deposit accounts. Currently, the first $10.3 million of otherwise reservable balances are exempt from the reserve requirement, a 3%
reserve requirement applies to balances over $10.3 million up to $44.4 million and a 10% reserve requirement applies to balances over
$44.4 million. The Bank was in compliance with these requirements as of December 31, 2008.

Privacy Provisions. Banking regulators, as required under the GLB Act, have adopted rules limiting the ability of banks and other
financial institutions to disclose nonpublic information about consumers to nonaffiliated third parties. The rules generally require
disclosure of privacy policies to consumers and, in some circumstances, allow consumers to prevent disclosure of certain personal
information to nonaffiliated third parties. The privacy provisions of the GLB Act affect how consumer information is transmitted
through diversified financial services companies and conveyed to outside vendors.

The State of California has adopted The California Financial Information Privacy Act (“CFPA”), which took effect in 2004. The
CFPA requires a financial institution to provide specific information to a consumer related to the sharing of that consumer’s nonpublic
personal information. A consumer may direct the financial institution not to share his or her nonpublic personal information with
affiliated or nonaffiliated companies with which a financial institution has contracted to provide financial products and services, and
requires that permission from the consumer be obtained by a financial institution prior to sharing such information. These provisions
are more restrictive than the privacy provisions of the GLB Act.

In December 2003, the U.S. Congress adopted, and President Bush signed, the Fair and Accurate Transactions Act (the “FACT
Act”). In 2005, federal courts determined that the provisions of the CFPA limiting shared information with affiliates are preempted by
provisions of the GLB Act, the FACT Act and the Fair Credit Reporting Act.

International Money Laundering Abatement and Financial Anti-Terrorism Act of 2001. President Bush signed the USA Patriot
Act of 2001 into law in October 2001. This act contains the International Money Laundering Abatement and Financial Anti-Terrorism
Act of 2001 (the “IMLAFA™). The IMLAFA substantially broadened existing anti-money laundering legislation and the
extraterritorial jurisdiction of the United States, imposes new compliance and due diligence obligations, creates new crimes and
penalties, compels the production of documents located both inside and outside the United States, and clarifies the safe harbor from
civil liability to customers. The U.S. Treasury Department has issued a number of regulations implementing the USA Patriot Act that
apply certain of its requirements to financial institutions such as the Bank. The regulations impose obligations on financial institutions
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to maintain appropriate policies, procedures and controls to detect, prevent and report money laundering and terrorist financing. The
increased obligations of financial institutions, including us, to identify their customers, watch for and report suspicious transactions,
respond to requests for information by regulatory authorities and law enforcement agencies, and share information with other financial
institutions, requires the implementation and maintenance of internal procedures, practices and controls which have increased, and
may continue to increase, our costs and may subject us to liability.

Enforcement and compliance-related activity by government agencies has increased. Money laundering and anti-terrorism
compliance are among the areas receiving a high level of focus in the present environment.

Environmental Regulation. Federal, state and local laws and regulations regarding the discharge of harmful materials into the
environment may have an impact on the Bank. Since the Bank is not involved in any business that manufactures, uses or transports
chemicals, waste, pollutants or toxins that might have a material adverse effect on the environment, the Bank's primary exposure to
environmental laws is through its lending activities and through properties or businesses the Bank may own, lease or acquire. Based
on a general survey of the Bank's loan portfolio, conversations with local appraisers and the type of lending currently and historically
done by the Bank, management is not aware of any potential liability for hazardous waste contamination that would be reasonably
likely to have a material adverse effect on the Company as of December 31, 2008.

Recent Regulatory Developments. In light of current conditions in the global financial markets and the global economy,
regulators have increased their focus on the regulation of the financial services industry. Proposals for legislation that could
substantially intensify the regulation of the financial services industry are expected to be introduced in the U.S. Congress and in state
legislatures. The agencies regulating the financial services industry also frequently adopt changes to their regulations. Substantial
regulatory and legislative initiatives, including a comprehensive overhaul of the regulatory system in the U.S., are possible in the
months or years ahead. Any such action could have a materially adverse effect on our business, financial condition and results of
operations.

Recent months have seen an unprecedented number of government initiatives designed to respond to the stresses experienced in
financial markets.

In response to the financial crises affecting the banking system and financial markets and going concern threats to investment
banks and other financial institutions, the Emergency Economic Stabilization Act of 2008 ("EESA") was signed into law on
October 3, 2008. Pursuant to EESA, the U.S. Treasury was given the authority to, among other things, purchase up to $700 billion of
mortgages, mortgage-backed securities and certain other financial instruments from financial institutions for the purpose of stabilizing
and providing liquidity to the U.S. financial markets. Pursuant to EESA, the U.S. Treasury established the Troubled Asset Relief
Program ("TARP") and has since injected capital into many financial institutions under the TARP Capital Purchase Program ("TARP
CPP"). The Company thoroughly examined the Capital Purchase Program of the Treasury's Troubled Assets Relief Program (the
"TARP Capital Program"), under which the Federal government injects capital into financial institutions through the purchase of
preferred stock and warrants, however, due to the Order, is unable to participate in the TARP Capital Program.

On February 10, 2009, the U.S. Treasury announced the Financial Stability Plan ("FSP"), which, among other things, proposes to
establish a new Capital Assistance Program ("CAP") through which eligible banking institutions will have access to U.S. Treasury
capital as a bridge to private capital until market conditions normalize, and extends the TLGP to October 31, 2009. As a complement
to CAP, a new Public-Private Investment Fund on an initial scale of up to $500 billion, with the potential to expand up to $1 trillion,
was announced to catalyze the removal of legacy assets from the balance sheets of financial institutions. This proposed fund will
combine public and private capital with government financing to help free up capital to support new lending. In addition, the existing
Term Asset-Backed Securities Lending Facility ("TALF") would be expanded (up to $1 trillion) in order to reduce credit spreads and
restart the securitized credit markets that in recent years supported a substantial portion of lending to households, students, small
businesses, and others. Furthermore, the FSP proposes a new framework of governance and oversight to help ensure that banks
receiving funds are held responsible for appropriate use of those funds through stronger conditions on lending, dividends and
executive compensation along with enhanced reporting to the public. As of the date of this report, we have not determined to seek to
participate. However, we will continue to monitor emerging government programs to evaluate whether such programs would be
applicable to, and beneficial to, us.

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 ("ARRA") was signed into law. AARA is intended
to provide tax breaks for individuals and businesses, direct aid to distressed states and individuals, and infrastructure spending. In
addition, ARRA imposes new executive compensation and expenditure limits on all previous and future TARP CPP recipients and
expands the class of employees to whom the limits and restrictions apply. ARRA also provides the opportunity for additional
repayment flexibility for existing TARP CPP recipients. Among other things, ARRA prohibits the payment of bonuses, other incentive
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compensation and severance to certain highly paid employces (except in the form of restricted stock subject to specified limitations
and conditions), and requires each TARP CPP recipient to comply with certain other executive compensation related requirements.
These provisions modify the executive compensation provisions that were included in EESA, and in most instances apply retroactively
for so long as any obligation arising from financial assistance provided to the recipient under TARP remains outstanding. To the
extent that the executive compensation provisions in ARRA are more restrictive than the restrictions described in the Treasury's
executive compensation guidelines already issued under EESA. the new ARRA guidelines appear to supersede those restrictions.
However, both ARRA and the existing Treasury guidelines contemplate that the Secretary of the Treasury will adopt standards to
provide additional guidance regarding how the executive compensation restrictions under ARRA and EESA will be applied. Because,
as of the date of this report, the Company is not a TARP CPP recipient, such provisions are not currently applicable to the Company.

In addition, ARRA directs the Secretary of the Treasury to review previously-paid bonuses, retention awards and other
compensation paid to the senior executive officers and certain other highly-compensated employees of each TARP CPP recipient to
determine whether any such payments were excessive, inconsistent with the purposes of ARRA or the TARP, or otherwise contrary to
the public interest. If the Secretary determines that any such payments have been made by a TARP CPP recipient, the Secretary will
seek to negotiate with the TARP CPP recipient and the subject employee for appropriate reimbursements to the U.S. government (not
the TARP CPP recipient) with respect to any such compensation or bonuses. ARRA also permits the Secretary, subject to consultation
with the appropriate federal banking agency, to allow a TARP CPP recipient to repay any assistance previously provided to such
TARP CPP recipient under the TARP, without regard to whether the TARP CPP recipient has replaced such funds from any source,
and without regard to any waiting period. Any TARP CPP recipient that repays its TARP assistance pursuant to this provision would
no longer be subject to the executive compensation provisions under ARRA. Because, as of the date of this report, the Company is not
a TARP CPP recipient, such provisions are not currently applicable to us.

On February 18, 2009, the U.S. Treasury announced the Homeowner Affordability and Stability Plan ("HASP"), which proposes
to provide refinancing for certain homeowners, to support low mortgage rates by strengthening confidence in F annie Mae and Freddie
Mac, and to establish a Homeowner Stability Initiative to reach at-risk homeowners. Among other things, the Homeowner Stability
Initiative would offer monetary incentive to mortgage servicers and mortgage holders for certain modifications of at-risk loans, and
would establish an insurance fund designed to reduce foreclosures.

It is not clear at this time what impact EESA, the CPP, the TLGP, the FSP, AARA, HASP, or other liquidity and funding
initiatives will have on the financial markets and the other difficulties described above, including the high levels of volatility and
limited credit availability currently being experienced, or on the U.S. banking and financial industries and the broader U.S. and global
economies. Failure of these programs to address the issues noted above could have an adverse effect on the Company and its business.

Future Legislation. Additional legislation, including proposals to change substantially the financial institution regulatory system, is
from time to time introduced in Congress. This legislation may change banking statutes and our operating environment in substantial
and unpredictable ways. If enacted, this legislation could increase or decrease the cost of doing business, limit or expand permissible
activities or affect the competitive balance among banks, savings associations, credit unions, and other financial institutions. We
cannot predict whether any of this potential legislation will be enacted and, if enacted, the effect that it, or any implementing
regulations, would have on our business, results of operations or financial condition.

Employees

As of December 31, 2008, we had 196 employees. Management believes that its rclations with employees are satisfactory. We are
not subject to any collective bargaining agreements.

Segment Reporting

Financial and other information regarding our operating segments is contained in Note 18 to our audited consolidated financial
statements included in Item § of this report.

Internet Website

We maintain a website with the address www.imperialcapitalbancorp.com. The information contained on our website is not
included as a part of, or incorporated by reference into, this Annual Report on Form 10-K. Other than an investor’s own Internet
access charges, we make available free of charge through our website our Annual Report on Form 10-K, quarterly reports on Form 10-
Q and current reports on Form 8-K, and amendments to these reports, as soon as reasonably practicable after we have electronically
filed such material with, or furnished such material to, the Securities and Exchange Commission.
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Item 1A. Risk Factors

An investment in our common stock is subject to risks inherent in our business. Before making an investment decision, you
should carefully consider the risks and uncertainties described below together with all of the other information included in this
report. In addition to the risks and uncertainties described below, other risks and uncertainties not currently known to us or that
we currently deem to be immaterial also may materially and adversely affect our business, financial condition and results of
operations. The value or market price of our common stock could decline due to any of these identified or other risks, and you
could lose all or part of your investment.

Risks Relating to Our Industry

Recent negative developments in the financial institutions industry and credit markets, as well as the economy in general, may
continue to adversely affect our financial condition and results of operations.

The recent negative events in the housing market, including significant and continuing home price reductions coupled with the
upward trends in delinquencies and foreclosures, have resulted and will likely continue to result in poor performance of mortgage and
construction loans and in significant asset write-downs by many financial institutions. This has caused and will likely continue to
cause many financial institutions to seek additional capital, to merge with larger and stronger institutions and, in some cases, to seek
government assistance or bankruptcy protection. Bank failures and liquidations or sales by the FDIC as receiver have also increased.

Reduced availability of commercial credit and increasing unemployment have further contributed to deteriorating credit
performance of commercial and consumer loans, resulting in additional write-downs. Financial market and economic instability has
caused many lenders and institutional investors to severely restrict their lending to customers and to each other. This market turmoil
and credit tightening has exacerbated commercial and consumer deficiencies, the lack of consumer confidence, market volatility and
widespread reduction in general business activity. Financial institutions also have experienced decreased access to deposits and
borrowings.

It is difficult to predict how long these economic conditions will exist, which of our markets and loan products will ultimately be
most affected, and whether our actions will effectively mitigate these external factors. The current economic pressure on consumers
and businesses and the lack of confidence in the financial markets has adversely affected and may continue to adversely affect our
business, financial condition, results of operations and stock price. We do not believe these conditions are likely to improve in the near
future. As a result of the challenges presented by these conditions, we face the following risks:

e  The number of our borrowers unable to make timely repayments of their loans, and/or decreases in the value of real
estate collateral securing the payment of such loans could continue to rise, resulting in additional credit losses, which
could have a material adverse effect on our operating results.

s  Potentially increased regulation of our industry, including heightened legal standards and regulatory requirements, as
well as expectations imposed in connection with recent and proposed legislation. Compliance with such additional
regulation will likely increase our operating costs and may limit our ability to pursue business opportunities.

e  The process we use to estimate losses inherent in our credit exposure requires difficult, subjective and complex
judgments, including forecasts of economic conditions and how these economic conditions might impair the ability of
our borrowers to repay their loans. The level of uncertainty concerning economic conditions may adversely affect the
accuracy of our estimates which may, in turn, impact the reliability of the process.

o Further disruptions in the capital markets or other events, which may result in an inability to borrow on favorable terms
or at all from other financial institutions.

e  Further increases in FDIC insurance premiums, due to the increasing number of failed institutions, which have
significantly depleted the Deposit Insurance Fund of the FDIC and reduced the ratio of reserves to insured deposits.
Our current risk profile will also cause us to pay higher deposit insurance premiums.
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Recent legislative and regulatory initiatives to address difficult market and economic conditions may not stabilize the U.S.
banking system.

The recently enacted Emergency Economic Stabilization Act of 2008 (the “EESA”) authorizes the United States Department of the
Treasury (the “Treasury”) to purchase from financial institutions and their holding companies up to $700 billion in mortgage loans,
mortgage-related securities and certain other financial instruments, including debt and equity securities issued by financial institutions
and their holding companies, under a troubled asset relief program, or “TARP.” The purpose of TARP is to restore confidence and
stability to the U.S. banking system and to encourage financial institutions to increase their lending to customers and to each other.
The EESA also increased federal deposit insurance on most deposit accounts from $100,000 to $250,000. This increase is in place
until the end of 2009.

The EESA followed, and has been followed by, numerous actions by the Board of Governors of the Federal Reserve System, the
U.S. Congress, the Treasury, the FDIC and others to address the current liquidity and credit crisis that has followed the sub-prime
meltdown that commenced in 2007. These measures include homeowner relief that encourage loan restructuring and modification; the
establishment of significant liquidity and credit facilities for financial institutions and investment banks; the lowering of the federal
funds rate; a temporary guaranty program for money market funds; the establishment of a commercial paper funding facility to
provide back-stop liquidity to commercial paper issuers; and coordinated international efforts to address illiquidity and other
weaknesses in the banking sector. Treasury also recently announced its Financial Stability Plan, to attack the current credit crisis, and
its Homeowner Affordability and Stability Plan, which seeks to help up to nine million families restructure or refinance their
mortgages to avoid foreclosure. In addition, on February 17, 2009, President Obama signed into law the American Recovery and
Reinvestment Act. The purpose of these legislative and regulatory actions is to stabilize the U.S. banking system, improve the flow of
credit and foster an economic recovery. The regulatory and legislative initiatives described above may not have their desired effects,
however. If the volatility in the markets continues and economic conditions fail to improve or worsen, our business, financial
condition and results of operations could be materially and adversely affected.

Current levels of market volatility are unprecedented.

The capital and credit markets have been experiencing volatility and disruption for more than a year. In recent months, the
volatility and disruption has reached unprecedented levels. In some cases, the markets have produced downward pressure on financial
institution stock prices and credit availability for certain issuers without regard to those issuers' underlying financial strength. If
current levels of market disruption and volatility continue or worsen, there can be no assurance that we will not experience an adverse
effect, which may be material, on our ability to access capital in the future and on our business, financial condition and results of
operations.

The actions and commercial soundness of other financial institutions could affect our ability to engage in routine funding
transactions.

Financial service institutions are interrelated as a result of trading, clearing, counterparty or other relationships. We have exposure
to different industries and counterparties because we execute transactions with various counterparties in the financial industry,
including brokers and dealers, commercial banks, investment banks, mutual and hedge funds, and other institutional clients. Recent
defaults by financial services institutions, and even rumors or questions about one or more financial services institutions or the
financial services industry in general, have led to market wide liquidity problems and could lead to losses or defaults by us or by other
institutions. Many of these transactions expose us to credit risk in the event of default of counterparty. Any such losses could
materially and adversely affect our results of operations.

Risks Relating to ICB and the Bank

Our independent registered public accounting firm has expressed substantial doubt about our ability to continue as a going
concern.

Our independent registered public accounting firm in their audit report for fiscal year 2008 has expressed substantial doubt about
our ability to continue as a going concern. Continued operations may depend on our ability to comply with the terms of the Order
(discussed below) and the financing or other capital required to do so may not be available or may not be available on acceptable
terms. Our audited financial statements were prepared under the assumption that we will continue our operations on a going concern
basis, which contemplates the realization of assets and the discharge of liabilities in the normal course of business. Our financial
statements do not include any adjustments that might be necessary if we are unable to continue as a going concern. If we cannot
continue as a going concern, our sharcholders will lose some or all of their investment in the Company.
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Certain regulatory actions were recently taken against us.

On February 17, 2009, the Bank entered into a stipulation and consent to the issuance of a February 17, 2009 order to cease and
desist (the “Order”) by the FDIC and the DFI. Under the terms of the Order, a formal corrective action, the Bank has agreed to take
certain measures in the areas of management, capital, loan loss allowance determination, risk management, liquidity management,
board oversight and monitoring of compliance, and restricts payment of dividends and the opening of branch or other Bank offices.
Specifically, the Order requires that the Bank submit to the regulators within 60 days a detailed capital plan to address how the Bank
will remain “adequately capitalized” and within 180 days increase its Tier | leverage ratio above 9% and total risk-based capital ratio
above 13%. The Bank must also submit to the regulators a revised policy for determining the allowance for loan losses, plans for
reducing commercial real estate loan concentrations and brokered deposits, a liquidity plan, strategic business plan and profitability
plan. The Order specifies certain timeframes for meeting these requirements, and the Bank must furnish periodic progress reports to
the FDIC and DFI regarding its compliance with the order.

In addition, the FRB San Francisco has notified ICB that it may not appoint any new director or senior executive officer or change
the responsibilities of any current senior executive officers without notifying the FRB San Francisco. Further, ICB may not make
indemnification and severance payments without complying with certain statutory restrictions, including prior written approval of the
Federal Reserve Board and concurrence from the FDIC. ICB is also generally prohibited from receiving dividends from the Bank,
making any dividend payments to shareholders or distributions on its trust preferred securities), and increasing or renewing any debt,
without receiving the prior approval from the FRB San Francisco.

Our failure to comply with the Order or FRB San Francisco notification may result in additional regulatory action, including the
assessment of civil money penalties against the Bank and its officers and directors or enforcement of the Order through court
proceedings.

We may be required to raise additional capital, but that capital may not be available and without additional capital other
courses such as selling assets, looking for merger partners may need to be pursued.

As noted above, under the terms of the Order, the Bank is required to develop and adopt a plan to address how it will remain
“adequately capitalized” and within 180 days increase its Tier 1 leverage ratio above 9% and total risk-based capital ratio above 13%.
Our ability to comply with the Order is contingent on current and future economic conditions and on our financial performance which
may ultimately require us to seek additional capital. Capital market conditions are currently unfavorable, and we do not anticipate any
material improvement in these markets in the near term. Accordingly, we cannot be certain of our ability to raise additional capital on
any terms. If we cannot raise additional capital and/or continue to down-size operations or complete a strategic merger or sale, we may
not be able to sustain further deterioration in our financial condition and other regulatory actions may be taken against us.

Our ability to pay cash dividends is restricted by law, by our regulators and by contractual arrangements, and if the Bank is
unable to pay ICB cash dividends to meet its cash obligations, our business, financial condition, results of operations and
prospects will be adversely affected.

Dividends paid by the Bank to ICB provide cash flow used to service the interest payments on our trust preferred securities. Due to
the Order, the Bank may not pay dividends to ICB without FDIC, DFI and Federal Reserve prior approval, and we are unable to pay
distributions (interest payments) on our trust preferred securities without prior Federal Reserve approval. We deferred payment on the
trust preferred securities for the first time during the first quarter of 2009 and do not anticipate resuming those payments in the near
term. If we are unable to resume payments on the trust preferred securities after five years, we will be in default under those
securities, which would give the holders of those securities the right to demand payment of the liquidation (principal) amount in full.
The aggregate liquidation (principal) amount of our currently outstanding trust preferred securities is $86.6 million. The acceleration
of this amount would likely have a material adverse affect on our financial condition.

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business, as we must maintain sufficient funds to respond to the needs of depositors and borrowers. An
inability to raise funds through deposits, borrowings, the sale of loans and other sources could have a substantial negative effect on our
liquidity. Our access to funding sources in amounts adequate to finance our activities could be impaired by factors that affect the
financial services industry in general or us specifically, such as a decline in the level of our business activity due to a market downturn
or adverse action taken against us by our regulators or our lenders. In this regard, the cease and desist order recently imposed against
us by the FDIC and DFI require us to develop a plan to eliminate our reliance on brokered deposits, and our credit facility with the
Federal Home Loan Bank of San Francisco was temporarily suspended until further notice, which currently prohibits us from
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receiving any additional Federal Home Loan Bank advances. These developments may require us to seek more expensive funding
sources to support our operations, which would adversely affect our results of operations.

Other-than-temporary impairment charges in our held-to-maturity investment securities portfolio could result in significant
losses and cause the Company and the Bank to become significantly undercapitalized and adversely affect our continuing
operations.

At December 31, 2008, we maintained an $817.0 million portfolio of corporate sponsored collateralized mortgage obligations
(“CMOs") that are classified as held-to-maturity. These CMOs are secured by Alt A first lien residential mortgage loans
geographically dispersed across the United States. At December 31, 2008 the fair value of these sccurities was $591.5 million. Under
U.S. generally accepted accounting principles, when a security is deemed to be OTTIL, it must be written down to its fair value as a
charge against net income. As of December 31, 2008, no OTTI charges have been recorded on this portfolio.

We closely monitor these and our other investment securities for changes in credit risk, and intend to hold these CMOs until the
market value recovers or they mature. The valuation of these securities will also continue to be influenced by external market and
other factors, including implementation of Securities and Exchange Commission and Financial Accounting Standards Board guidance
on fair value accounting. and default rates of specific CMOs, rating agency actions, and the prices at which observable market
transactions occur. The current market environment significantly limits our ability to mitigate our exposure to valuation changes in
these securities by selling them. Accordingly, if market conditions deteriorate further and we determine our holdings of these or other
investment securities are OTTI, our future earnings, shareholders' equity, regulatory capital and continuing operations could be
materially adversely affected.

Fluctuations in interest rates could reduce our profitability and affect the value of our assets.

Like other financial institutions, we are subject to interest rate risk. Our primary source of income is net interest income, which is
the difference between interest earned on loans and investments and the interest paid on deposits and borrowings. We expect that we
will periodically experience imbalances in the interest rate sensitivities of our assets and liabilities and the relationships of various
interest rates to each other. Over any defined period of time, our interest-earning assets may be more sensitive to changes in market
interest rates than our interest-bearing liabilities, or vice versa. In addition, the individual market interest rates underlying our loan
and deposit products may not change to the same degree over a given time period. In any event, if market interest rates should move
contrary to our position, our earnings may be negatively affected. In addition, loan volume and quality and deposit volume and mix
can be affected by market interest rates. Changes in levels of market interest rates could materially adversely affect our net interest
spread, asset quality, origination volume and overall profitability.

We principally manage interest rate risk by managing our volume and mix of our carning assets and funding liabilities. In a
changing interest rate environment, we may not be able to manage this risk effectively. Given our current volume and mix of interest-
bearing assets and liabilities, our interest rate spread can be expected to increase when market interest rates are rising, and to decline
when market interest rates are declining. While an increase in interest rates generally should positively affect our net interest margin, it
may also cause borrowers with variable loan rates to have difficulty paying their loans and this may have the affect of lowering our
loan volume and profits. Changes in the level of interest rates also may negatively affect our ability to originate loans, the value and
performance of our assets and our ability to realize gains from the sale of our assets, all of which ultimately affect our earnings.

An inadequate allowance for loan losses would reduce our carnings.

We are exposed to the risk that our borrowers will be unable to repay their loans according to their terms and that any collateral
securing the payment of their loans will not be sufficient to assure full repayment. Credit losses are inherent in the lending business
and could have a material adverse effect on our operating results. Volatility and deterioration in the economy may also increase our
risk for credit losses. We evaluate the collectibility of our loan portfolio and provide an allowance for loan losses that we believe is
adequate based upon such factors as:

. the risk characteristics of various classifications of loans;
. general portfolio trends relative to asset and portfolio size;
. potential credit and geographic concentrations;

. delinquency trends and nonaccrual levels;
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. historical loss and recovery experience and risks associated with changes in economic, social and business conditions;

. the amount and quality of the collateral,
. the views of our regulators; and
. the underwriting standards in effect when the loan is made.

If our evaluation is incorrect and borrower defaults cause losses exceeding our allowance for loan losses, our earnings could be
materially and adversely affected. We cannot assure you that our allowance will be adequate to cover loan losses inherent in our
portfolio. We may experience losses in our loan portfolio or perceive adverse trends that require us to significantly increase our
allowance for loan losses in the future, which would also reduce our earnings. In addition, the Bank’s regulators, as an integral part of
their examination process, may require us to make additional provisions for loan losses.

We may suffer losses in our loan portfolio despite our underwriting practices.

We seek to mitigate the risks inherent in our loan portfolio by adhering to specific underwriting practices. Although we believe
that our underwriting criteria are appropriate for the various kinds of loans we make, we may incur losses on loans that meet our
underwriting criteria, and these losses may exceed the amounts set aside as reserves in our allowance for loan losses.

Negative events in certain geographic areas, particularly California, could adversely affect us.

Although we have significantly increased the geographic diversification of our loan portfolio since commencing our national
expansion, our real estate loans remain heavily concentrated in the State of California, with approximately 39.5% of our real estate
loans as of December 31, 2008 secured by collateral and made to borrowers in that state. In addition, as of that date, approximately
5.4%, 4.6%, 5.5%, 3.3% and 13.3% of our real estate loans were secured by collateral and made to borrowers in the States of Arizona,
Florida, New York, Ohio and Texas, respectively. We have no other state geographic concentration of loans in excess of three percent
of our total gross loan portfolio. A worsening of economic conditions in California or in any other state in which we have a significant
concentration of borrowers could have a material adverse effect on our business, by reducing demand for new financings, limiting the
ability of customers to repay existing loans, and impairing the value of our real estate collateral and real estate owned properties.

Our provisions for loan losses increased substantially during the past year, and we may be required to make further increases
in our provisions for loan losses and to charge off additional loans in the future.

Our provision for loan losses was $78.0 million for the year ended December 31, 2008, compared to $11.1 million for the prior
year. The increase in the provision for loan losses was primarily due to the net increase in non-performing loans, from $38.0 million
at December 31, 2007 to $154.9 million at December 31, 2008. See “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations—2008 Compared to 2007-Provision for Loan Losses.” Primarily as a result of the increased loan
loss provision, we incurred a net loss for 2008 of $32.6 million, compared to net income of $15.6 million in 2007. If the current
adverse trends in real estate markets and the economy continue, we expect we will continue to experience elevated levels of non-
performing loans and credit losses. As a result, we may be required to make further increases in our provision for loan losses and to
charge off additional loans in the future, which could adversely affect our results of operations.

The level of our commercial real estate loan portfolio may subject us to additional regulatory scrutiny.

The FDIC, the Federal Reserve, the Office of Thrift Supervision and the Office of the Comptroller of the Currency, have
promulgated joint guidance on sound risk management practices for financial institutions with concentrations in commercial real
estate lending. Under the guidance, a financial institution that, like us, is actively involved in commercial real estate lending should
perform a risk assessment to identify concentrations. A financial institution may have a concentration in commercial real estate
lending if, among other factors, (i) total reported loans for construction, land acquisition and development, and other land represent
100% or more of total capital or (ii) total reported loans secured by multi-family and non-farm residential properties, loans for
construction, land acquisition and development and other land and loans otherwise sensitive to the general commercial real estate
market, including loans to commercial real estate related entities, represent 300% or more of total capital. In addition, the guidance
requires in this event that management employ heightened risk management practices including board and management oversight and
strategic planning, development of underwriting standards, risk assessment and monitoring through market analysis and stress testing.
We have concluded that we have a concentration in commercial real estate lending under the foregoing standards. The Order requires
us to develop a plan to reduce our commercial real estate loan concentration.
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Our income producing property loans involve higher principal amounts and expose us to a greater risk of loss than one-to-
four family residential loans.

At December 31, 2008, we had $2.3 billion of loans secured by commercial and multi-family real estate, representing 84.5% of our
total real estate loans and 82.7% of our gross loan portfolio. The income generated from the operation of the property securing the
loan is generally considered by us to be the principal source of repayment on this type of loan. A significant portion of the income
producing property lending in which we engage typically involves larger loans to a single borrower and is generally viewed as
exposing the lender to a greater risk of loss than one-to-four family residential lending because these loans generally are not fully
amortizing over the loan period, but have a balloon payment due at maturity. A borrower’s ability to make a balloon payment
typically will depend on being able to either refinance the loan or timely sell the underlying property. Income producing property
values are also generally subject to greater volatility than residential property values. The liquidation values of income producing
properties may be adversely affected by risks generally incident to interests in real property, such as:

+ changes or continued weakness in general or local economic conditions;

» changes or continued weakness in specific industry segments;

+ declines in real estate values;

« declines in rental, room or occupancy rates in hotels, apartment complexes or commercial properties;
+ increases in other operating expenses (including energy costs);

» the availability of refinancing at lower interest rates or better loan terms;

I Iad

« changes in governmental rules, regulations and fiscal policies, including rent control ordinances, environmental legislation an
taxation;

= increases in interest rates, real estate and personal property tax rates, and

« other factors beyond the control of the borrower or the lender.

We generally originate and acquire income producing property loans primarily to be held in our portfolio to maturity. Because the
resale market for this type of loan is less liquid than the well-established secondary market for residential loans, should we decide to
sell our income producing property loans, we may incur losses on any sale.

The unseasoned nature of many of the loans we originated as part of our small balance multi-family real estate loan platform,
along with our limited experience in originating loans nationwide, may lead to additional provisions for loan losses or charge-
offs, which would hurt our profits.

The national expansion of our real estate loan platform and, in particular, our small balance multi-family real estate loans has led
to an increase in the number of these types of loans in our portfolio. Many of these loans are unseasoned and have not been subjected
to unfavorable economic conditions. We have limited experience in originating loans outside the State of California and as a result do
not have a significant payment history pattern with which to judge future collectibility. At December 31, 2008, $1.6 billion, or 60.5%,
of our real estate secured loans were secured by properties located outside the state of California. As a result, it is difficult to predict
the future performance of this portion of our real estate loan portfolio. These loans may have delinquency or charge-off levels above
our historical experience, which could adversely affect our profitability.

Our construction loans are based upon estimates of costs and value associated with the complete project. These estimates may
be inaccurate.

Although we are not originating new construction loans, we historically originated construction loans for income producing
properties, as well as for single family home construction. At December 31, 2008, construction and land loans totaled $408.6 million,
or 14.7% of loans receivable. Residential, including condominium, construction loans consisted of $208.5 million, or 7.5% of our
total loan portfolio at December 31, 2008. Construction lending involves additional risks because funds are advanced upon the
security of the project, which is of uncertain value prior to its completion. There are also risks associated with the timely completion
of the construction activities for their allotted costs, as a number of factors can result in delays and cost overruns, and the time needed
to stabilize income producing properties or to sell residential tract developments. Because of the uncertainties inherent in estimating
construction costs, as well as the market value of the completed project and the effects of governmental regulation of real property, it
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is relatively difficult to evaluate accurately the total funds required to complete a project and the related loan-to-value ratio. This type
of lending also typically involves higher loan principal amounts and is often concentrated with a small number of builders. As a
result, construction loans often involve the disbursement of substantial funds with repayment dependent, in part, on the success of the
ultimate project and the ability of the borrower to sell or lease the property or refinance the indebtedness, rather than the ability of the
borrower or guarantor to repay principal and interest. If our appraisal of the value of the completed project proves to be overstated,
we may have inadequate security for the repayment of the loan upon completion of construction of the project and may incur a loss.

A slowdown in the commercial and residential real estate markets may have a negative impact on earnings and liquidity
position.

The overall credit quality of our construction loan portfolio is impacted by trends in commercial and residential real estate prices.
We continually monitor changes in key regional and national economic factors because changes in these factors can impact our
construction loan portfolio and the ability of our borrowers to repay their loans. Across the United States over the past year,
commercial and residential real estate markets have experienced significant adverse trends, including accelerated price depreciation.
These conditions led to significant increases in loan delinquencies and credit losses, as well as increases in loan loss provisions, which
in turn have had a negative affect on earnings for many banks across the country. Likewise, we have also experienced loan
delinquencies in our construction loan portfolio. The current slowdown in commercial and residential real estate markets may
continue to negatively impact real estate values and the ability of our borrowers to liquidate properties. Despite reduced sales prices,
the lack of liquidity in the commercial and residential real estate markets and tightening of credit standards within the banking
industry may continue to diminish all sales, further reducing our borrowers’ cash flows and weakening their ability to repay their debt
obligations to us. As a result, we may experience a further negative material impact on our earnings and liquidity positions.

Any breach of representations and warranties made by us to our loan purchasers or credit default on our loan sales may
require use to repurchase or substitute such loans we have sold.

We engage in loan sales pursuant to agreements that generally require us to repurchase or substitute loans in the event of a breach
of a representation or warranty made by us to the loan purchaser. Any misrepresentation during the mortgage loan origination process
or, in some cases, upon any fraud or first payment default on such mortgage loans, may require us to repurchase or substitute loans.
Any claims asserted against us in the future by one of our loan purchasers may result in liabilities or legal expenses that could have a
material adverse effect on our results of operations and financial condition.

An increase in loan prepayments may adversely affect our profitability.

Prepayment rates are affected by customer behavior, conditions in the real estate and other financial markets, general economic
conditions and the relative interest rates on our fixed-rate and adjustable-rate mortgage loans and mortgage-backed securities. Changes
in prepayment rates are therefore difficult for us to predict.

We recognize our deferred loan origination costs and premiums paid in originating these loans by adjusting our interest income
over the contractual life of the individual loans. As prepayments occur, the rate at which net deferred loan origination costs and
premiums are expensed accelerates. The effect of the acceleration of deferred costs and premium amortization may be mitigated by
prepayment penalties paid by the borrower when the loan is paid in full within a certain period of time which varies between loans. If
prepayment occurs after the period of time when the loan is subject to a prepayment penalty, the effect of the acceleration of premium
and deferred cost amortization is no longer mitigated.

We may not be able to reinvest prepayments on loans or mortgage-backed securities at rates comparable to the prepaid instrument
particularly in periods of declining interest rates.

Our real estate lending also exposes us to the risk of 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 to third persons 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 investigation or
remediation activities could be substantial. In addition, as the owner or former owner of a contaminated site, we may be 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, financial condition and results of operations
could be materially and adversely affected. In addition, we may not have adequate remedies against the prior owner or other
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responsible parties or could find it difficult or impossible to sell the affected properties, which could also materially adversely affect
our business, financial condition and results of operations.

Repayment of our entertainment finance loans is primarily dependent on revenues from distribution contracts.

Through ICBEF, we originate entertainment finance loans to independent producers of film and television on a senior secured
basis. Although these loans are typically collateralized by a mortgage of copyright, security agreements and assigned sales contracts,
the primary source of repayment is the revenue received by the borrower from the licensing of distribution rights. For this reason, our
credit decisions are based in part on the creditworthiness and reputation of the producer, sales agent and distributors who have
contracted to distribute the films. In many instances, the distribution contracts provide for multiple payments payable at certain
milestones (such as execution of contract, commencement of principal photography or completion of principal photography). The
maturity date of the loan is generally six to nine months after completion of the production. To the extent a distributor fails to make
payment upon completion of the film, or the predicted level of revenue is less than expected, we may incur a loss if rights cannot be
resold for the same amount or other loan collateral cannot cover required loan payments.

A natural disaster could harm our business.

Historically, California has been susceptible to natural disasters, such as earthquakes, floods and wildfires. These natural disasters
could harm our operations through interference with communications, including the interruption or loss of our computer systems,
which could prevent or impede us from gathering deposits, originating loans and processing and controlling the flow of business, as
well as through the destruction of facilities and our operational, financial and management information systems. Additionally, natural
disasters could negatively impact the values of collateral securing our loans and interrupt our borrowers’ abilities to conduct their
businesses in a manner to support their debt obligations, either of which could result in losses and increased provisions for credit
losses.

We are subject to extensive regulation that could restrict our activities and impose financial requirements or limitations on the
conduct of our business.

Bank holding companies and California-charted commercial banks operate in a highly regulated environment and are subject to
supervision and examination by federal and state regulatory agencies. We are subject to the Bank Holding Company Act of 1956, as
amended, and to regulation and supervision by the FRB. Imperial Capital Bank is subject to regulation and supervision by the FDIC
and DFI. The cost of compliance with regulatory requirements may adversely affect our results of operations or financial condition.
Federal and state laws and regulations govern numerous matters including: changes in the ownership or control of banks and bank
holding companies; maintenance of adequate capital and the financial condition of a financial institution; permissible types, amounts
and terms of extensions of credit and investments; permissible non-banking activities; the level of reserves against deposits; and
restrictions on dividend payments. These and other restrictions limit the manner in which we may conduct our business and obtain
financing.

Competition with other financial institutions could adversely affect our profitability.

The banking and financial services industry is very competitive. Legal and regulatory developments have made it easier for new
and sometimes unregulated competitors to compete with us. Consolidation among financial service providers has resulted in fewer
very large national and regional banking and financial institutions holding a large accumulation of assets. These institutions generally
have significantly greater resources, a wider geographic presence or greater accessibility. Our competitors sometimes are also able to
offer more services, more favorable pricing or greater customer convenience than we do. In addition, our competition has grown from
new banks and other financial services providers that target our existing or potential customers. As consolidation continues among
large banks, we expect additional institutions to try to exploit our market. We also face increased competition from large investment
banks converting to bank holding companies.

Technological developments have allowed competitors including some non-depository institutions, to compete more effectively in
local markets and have expanded the range of financial products, services and capital available to our target customers. If we are
unable to implement, maintain and use such technologies effectively, we may not be able to offer products or achieve cost-efficiencies
necessary to compete in our industry. In addition, some of these competitors have fewer regulatory constraints and lower cost
structures.
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Changes in accounting standards may affect our performance.

Our accounting policies and methods are fundamental to how we record and report our financial condition and results of
operations. From time to time there are changes in the financial accounting and reporting standards that govern the preparation of our
financial statements. These changes can be difficult to predict and can materially impact how we report and record our financial
condition and results of operations. In some cases, we could be required to apply a new or revised standard retroactively, resulting in
restating prior period financial statements.

We are dependent upon the services of our management team.

We are dependent upon the ability and experience of a number of our key management personnel who have substantial experience
with our operations, the financial services industry and the markets in which we offer our services. It is possible that the loss of the
services of one or more of our senior executives or key managers would have an adverse effect on our operations. Our success also
depends on our ability to continue to attract, manage and retain other qualified personnel as we grow. We cannot assure you that we
will continue to attract or retain such personnel.

Our business, financial condition and results of operations may be adversely affected if we are unable to insure against or
control our operations risks.

We are subject to various operations risks, including, but not limited to, data processing system failures and errors,
communications and information systems failures, errors and breaches, customer or employee fraud, and catastrophic failures resulting
from terrorist acts or natural disasters. Should an event occur that is not prevented or detected by our internal controls, or is uninsured
or in excess of applicable insurance limits, it could damage our reputation, result in a loss of customer business, cause additional
regulatory scrutiny, and expose us to litigation risks and possible financial liability, any of which could adversely affect our business,
financial condition and results of operations.

We rely heavily on the proper functioning of our technology.

We rely on our computer systems, and outside sources providing technology, for much of our business, including recording our
assets and liabilities. If our computer systems or outside technology sources fail, are not reliable or there is a breach of security, our
ability to maintain accurate financial records may be impaired, which could materially affect our operations and financial condition.

Terrorist activities could cause reductions in investor confidence and substantial volatility in real estate and securities
markets.

It is impossible to predict the extent to which terrorist activities may occur in the United States or other regions, or their effect on a
particular security issue. It is also uncertain what affects any past or future terrorist activities and/or any consequent actions on the part
of the United States government and others will have on the United States and world financial markets, local, regional and national
economics, and real estate markets across the United States. Among other things, reduced investor confidence could result in
substantial volatility in securities markets, a decline in general economic conditions and real estate related investments and an increase
in loan defaults. Such unexpected losses and events could materially affect our results of operations.

Risks Relating to Our Common Stock

The price of our common stock may fluctuate significantly, and this may make it difficult for you to resell the common stock
when you want or at prices you find attractive.

We cannot predict how the shares of our common stock will trade in the future. The market price of our common stock will likely
continue to fluctuate in response to a number of factors, including the following, most of which are beyond our control, as well as the
other factors described in this “Risk Factors” section:

e actual or anticipated quarterly fluctuations in our operating and financial results;
¢  developments related to investigations, proceedings or litigation that involve us;

e actions of our current shareholders, including sales of common stock by existing shareholders and our directors and
executive officers;
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. fluctuations in the stock prices and operating results of our competitors;
e rcgulatory developments, whether affecting the industry in general or us in particular; and
. other developments related to the financial services industry.

Our common stock was recently de-listed from the New York Stock Exchange (the “NYSE”) because we fell below the NYSE’s
continued listing standard regarding average global market capitalization over a consecutive 30 trading-day period of not less than
$25.000,000, which is viewed as a minimum continued listing threshold. Our common stock now trades over-the-counter in the “Pink
Sheets.” It is unknown whether our shares will ever again qualify for listing on a national securities exchange. Unless and until this
occurs, a broadly followed, established trading market for our common stock will be difficult to maintain. Furthermore, we cannot
assure you that at least one company will continue to make a market in our common stock. This reduced trading market for our
common stock may lower the market value of the common stock and make it difficult to buy or sell our shares on short notice. The
limited trading market could also result in a wider spread between the bid and ask price for the stock, meaning the highest price being
offered for shares for sale at any particular time may be further from the lowest price being offered by buyers for the stock at the
moment than if the stock were more actively traded (the difference between the bid and ask price being the “spread” for the stock).
This could make it more difficult to sell a large number of shares at one time and could mean the sale of a large number of shares at
one time could depress the market price.

There may be future sales of additional common stock or other dilution of our equity, which may adversely affect the market
price of our common stock.

The Order requires us to increase our capital levels which may involve the sale of our securities. We are not restricted from
issuing additional common stock, including any preferred or debt securities that are convertible into or exchangeable for, or that
represent the right to receive, common stock or any substantially similar securities. As a resuit of any such issuance, our sharehoiders
may experience dilution of their ownership interests, and the newly issued securities could have rights superior to those of our
common stock. This could in turn result in a decline in the market price of our common stock.

Anti-takeover provisions could negatively impact our sharecholders.

Provisions in our certificate of incorporation and bylaws, the corporate law of the State of Delaware and federal regulations could
delay or prevent a third party from acquiring us, despite the possible benefit to our shareholders, or otherwise adversely affect the
market price of our common stock. These provisions include: a prohibition on voting shares of common stock beneficially owned in
excess of 10% of total shares outstanding, supermajority voting requirements for certain business combinations with any person who
beneficially owns 10% or more of our outstanding common stock; the election of directors to staggered terms of three years; advance
notice requirements for nominations for election to our Board of Directors and for proposing matters that shareholders may act on at
shareholder meetings, a requirement that only directors may fill a vacancy in our Board of Directors and supermajority voting
requirements to remove any of our directors. Our certificate of incorporation also authorizes our Board of Directors to issue and set
the voting and other terms of preferred stock without shareholder approval, and preferred stock could therefore be issued as a
defensive measure in response to a takeover proposal. In addition, because we are a bank holding company, purchasers of 10% or
more of our common stock may be required to obtain approvals under the Change in Bank Control Act of 1978, as amended, or the
Bank Holding Company Act of 1956, as amended (and in certain cases such approvals may be required at a lesser percentage of
ownership). Specifically, under regulations adopted by the Federal Reserve, (a) any other bank holding company may be required to
obtain the approval of the Federal Reserve to acquire or retain 5% or more of our common stock and (b) any person other than a bank
holding company may be required to obtain the approval of the Federal Reserve to acquire or retain 10% or more of our common
stock.

These provisions may discourage potential takeover attempts, discourage bids for our common stock at a premium over market
price or adversely affect the market price of, and the voting and other rights of the holders of, our common stock. These provisions
could also discourage proxy contests and make it more difficult for holders of our comm