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As you know, 2007 was a difficult year for our
industry and our bank as we coped with a
deteriorating housing market that adversely
impacted credit quality. Stock prices for the banking
sector reflect heightened investor concern as the
economic outlook remains uncertain. Late in the
fourth quarter of 2007, we addressed our own credit
issues and wrote off a $2 million loan to a developer,
which resulted in our posting a loss for both the
fourth quarter and the year. We acknowledge that
this was a disappointing result for the year.

Nevertheless, we are quite optimistic about our
prospects in 2008. Credit quality has stabilized, and
we begin the year with ample reserves for future loan
losses. In addition, we expect to recognize substantial
recoveries on the developer loan previously written
off, although the amount and timing remain
uncertain. More importantly, we are making
measurable progress on our strategic initiatives in
deposit-oriented sectors. Our attention and activities
are focused on building our business with non-profit
organizations, professional firms and property

management companies. We acknowledge the

“As our banking partner, Capital Pacific
Bank has been both flexible and
responsive. The service is first-rate. We
like having our business in the hands of a
where we know the

decision-making is done right here. Capital
Pacific is in touch with our needs as

a growing business; I feel like We’re in
this together.”

—Mike Shackelford, Managing Partner
Ater Wynne LLP

“As real estate investors and property
managers, the larger, national banks have
often not been a good fit. We appreciate that
Capital Pacific Bank is the right size for us.
They have always more than

timely and
efficient manner.”
—Alan Kinsel, Chairman,
Kinsel Ameri Properties, Inc.

extreme competition for deposits, but we
remain confident of our success. We are
appropriately managing our staff, management,
marketing and product development resources
around our strengths in these sectors. For
example, our sector-targeted “Getting it Done”
series of informational forums are increasingly

popular and well attended. We have several more

planned for 2008.

Last year, we worked closely with the Oregon
Facilities Authority in shaping the new SNAP
bond program, offering tax-exempt loans to
non-profit organizations. Last spring, we closed
the first such SNAP bond originated in Oregon
for one of our independent school clients.
Additionally, we have expanded and refined
our innovative product offering for property
management companies. Capital E-Deposit
(our desktop scanner which allows our clients
to deposit checks from their offices without
needing to visit a branch) has been well received
by an increasing number of our clients,

including law and accounting firms.




“Capital Pacific Bank

by seeking out creative
ways to say “yes” to our financing needs,
rather than the “no” responses typical of most
banks. They looked at the whole picture,
seeing substantive value in things ignored by
others. And even when agreement was
reached, they continued to seek savings for
our school by introducing us to the new
tax-free Oregon SNAP bond program,
standing with us as we became the
first non-profit in the state to be approved.”
- Rob Timmons, Business Manager,

The International School

“Capital Pacific Bank went above and
beyond other local and regional banks to
get our business. We recognized that and

it made us feel special. Their commitment
to being part of the community, their work
with other nonprofits, and genuine

interest in helping OMSI has created a

sense of loyalty

Beyond that, there’s

We like having a

representative to call where we have a
relationship versus a call center

or an 800 number.”

—Tim Mack, Vice President - Finance,

Oregon Museum of Science and Industry

In 2007, we were faced with significant challenges
including growing pains that resulted in
structural changes in procedures and portfolio
management. What we learned is that we will
succeed so long as we do not compromise our
commitment to elite client service. As such, we
are working proactively with all of our staff to
ensure that we are “getting it done” for our clients.
Elite service, client trust, and innovative
convenience are the foundation of our bank and
are what make us different. We will always honor
and nourish this culture which is organic and

fundamental to our bank.

We wish to emphasize our excitement going
forward into 2008 and our commitment to
building the best business bank in Portland,
based on strong credit quality, a growing client
base, and an energized and capable staff. With
these elements in place we will enhance our
reputation among our targeted client sectors
and significantly enhance shareholder value.
On behalf of our staff and management

team, I wish to thank

you for your

continuing support.

A/

Mark Stevenson
Chief Executive

Officer
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INDEPENDENT AUDITOR'S REPORT

To the Board of Dhrectors and Stockboldens
Capitil Pacific Bancorp and Subsidiary

We have audited the sccompanying consoldsed halance sheas of Capial Pecilic
Bancorp and Subssdiery s of December 30, 2007 and 2006, and the reliled
statoments of operations, changes in stockholders” equity and comprehensive moome
{loss), and cash flows for the years then ended. These financial statements are the
responsibility of Capital Pacific Bancorp’s management. Our respansibifity is to
express an opinion omn these consolidated Nnancial statements bosed on our audils

We conducted our audits in sccordinee with auditing stindands sencmlly pccepled n
the United States of America. Those standards require that we plan and perform the
et ta oblsin reasonnble sssumnce about whether the linancin] stitemanis are free
of msterial misstatement. An audit includes examining. on o test basis; evidence
supporting the amounts and disclosures m the financial statements. An audit also
includes assessing the sceountmg principles used and significant estimales mode by
momagement, as well as evaluatimg the overall financial statement presentation. We
helieve that our audilts provide o reasonable hasis for our opinion

In our opmion, the consolidated financial statements refemed (o above present fairly,
in all matersl respects, the fnancisl positen of Capital Pacific Bancorp and
Subsidiary as of December 31, 2007 and 2006, and the results of their operations and
their cash flows for the years then ended, in conformity with accounting principles
genetally sceepted in the United States of Amenica

Wiess Adams uer

Ponland, Oregon
March 3, 2008



CAPITAL PACIFIC BANCORP AND SUBSIDIARY

BALANCE SHEETS
Decembar X1,
00T Tois
ASSETS
Cash anid due from banks - SI7.021 L 243000
Frederal funds dald LTS () 1, Sy, (W)
Time cerificates of deposit with ogher hanks BATLTHE BS0,000
Avaikshlesforsale imvestment securities T3l 59 1,033,458
Federnl Home Loan Bank steck, ai ¢asl 230, H0) RREIRL LT
Laimum, vl aoff alboosomios o b livses aid isearned
buan ez 126,190 4t GLREARLE
Premises and cquipment, net of socumalnied
dieprie kil om 29T, 574 EL2H L)
Aecrual (mercs tecelvable and other ssscis LG5 ATH 1572341
TOTAL ASSETS & 134, 55T RET 511 3ALE IS
LIARILITIES
Deposits:
Manlmerest-bearing demand deposit 19,550 478 191882
Interest-benring demand smd momey markst soomis SEOT3 407 45397 B8
Time dsposiis 33760310 13,264 042
Tistal depaviiin INER ORIl Gl e 1 D
Limes of credis and olber bomewings 6,235 151 11,33
Accrmed tmiorost payahle and other lishilibcs 1443874 L2T¢ 209
Tinal diahilitees 120,071,150 Gl 510,624
COMMITMERNTS aND CONTINGENCIES
(Motes 11 mmd 13}
ETCENOLDERS" EQUITY
Cinrsenn #tock, mao par vales, 10,0000 (HHY shares
muthorced; | 552078 sl 1,550, 78 shares
issucd min] cutsiaiding, respoctvely |54 3 63K B i) B3R
Accormudmed delici 11,523.93T7) 1,037,131
Accurmilated ether compreheinive loss, sel of s (204} (01604
Tl slockhaldors” cquily |3 484,737 13592, 101
TOTAL LIABILITIES AND STOCKHOLDERS
EQUITY 514, 55T RET 11302 TS
2
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STATEMENTS OF OPERATIONS
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY
AND COMPREHENSIVE INCOME (LOSS)
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY

STATEMENTS OF CASH FLOWS
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
STATEMENTS OF CASH FLOWS
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION  AND  SUMMARY  OF  SIGNIFICANT
ACCOUNTING POLICIES

Organization - Effective Apnl 17, 2007, Capital Pacific Bancorp {Bancorp or the
Company ), & statg of Oregon busingss corporation, was approved by steckholders for
the purpose of bocoming & holding company for Capital Pacific Bank. The tax-free
structural reorganization through which Bancorp became the holding company for
the Bank was completed under an Agreement and Plan of Exchange, whereby ench of
the issued and outstanding shares of the Bank's commen stock was exchanged for
one share of Bancorp's comman stock.

On Jume 3, 2003, Capital Pacific Bank (the Bank) recelved regulidory approval o
become a state chorfered institubion suthorized to provide bonking services in the
stute of Oregon, aned eommenced operations on Augusi 4, 2003, The Bank, operating
from iis headquariers in Poriland, Oregon, provides banking services tn businesses
und individuals located pomarly in the Portland ares. 1 is subject 1o the regulations
of certuin stule and federal ugencies. and will undergo periodic examinations by those
regilatiery authomities,

Basis of presentation - The sccompanying consolidaied finuncial stalements mclude
the secounts of Bapcorp und i3 wholly-owned subsidiary, the Bank, Substantially all
potivity of Bancorp 5 conducted through s subsidiary and all significan
intercompany accounts mnd transaetions have been elininated in preparation of the
consalidated financial staements.

Management's esfimates and sssumptions — The fmancial statements have been
prepared i accordance with genemlly accepled sccomting principles and reporting
practices applicable to the banking indusiry, The preportion of financial statements
requires mansgement o make estimates and essumplions thal affect the reported
amounts of assets and lisbilities, and the reported amounts of income ond expenses
during the reporting period. Actusl resulis could differ from thoss estimates

The most significant accounting estimates fof the Bank involve the determinntion of
the recorded walue of the sllowance for loan losses and ihe long-term incentive
compensation lability Managemeni believes the sssumptions ssed in amriving at
these estimades are appropriate.

Cash and due from banks - For purposes of reporting cosh flows, cash and due
from banks includes cash pnd deposiis with correspondent banks. Al December 31,
2007, the Bank had cash deposits at other finnncial instiutions in excess of FDIC
insured limits, However, as the Bank places these deposits with large, well
capitalized financial institutions, management believes the risk of loss 10 be minimal
Cazh and due from banks includes amounts the Bank 15 required 1o muintain with the
Federil Reserve Bmk of San Francisce, Ad of Decomber 31, 2007, the Bank had &
reserve redquirement of 5428 0040,




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
SNOTES TO FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING FOLICIES ~ {continucd)

Investment securifies - The Bank is required to specifically identify ifs mvestment
secunifies as  “available-for-sale,”  “held-to-matunity,” or “mading  accounis,”
Accordingly, management has delermined that all investment securitics held i
December 38, 2007 and 2006, are "dvailable-for-sale.™ Securities are classified as
avilable-for-sale if the instnment moy be sold In response o such factors as: (1)
chumges m muarket imierest rates and related changes m prepayment nisk, (2) needs for
liguidity, (3) changes in the availahility of and the vield on alternative instrumenis,
orsd (4) chunges m funding sources and terms. Gums or losses on the sale of
pviilable-for-sale secuntics are determmned wsing the specific-wdentification method
Unrealized holding goins and losses, net of fax, on availoble-for-sale securnes ane
carried as accumulated other comprehensive income or loss within stockholders”
equity uniil realized. Fair values for these investment sccurities are based on quoted
markel prices.

Declines in the fair value of individual available-for-sale securities below their cosi
that arc ather than temporary result in write-downs of the mdividual securmies to their
fair value The related write-downs would be incheded in camings as realized losses
Premums and discounis are recognised i mierest imcome usimg e elfective imierest
miethod over the pertod o maturiny.,

Federal Home Loan Bank stock - The Bank's investment in Federml Home Loan
Bumk (FHLB) stock % a mestricted invesiment camied al par value, which
approximates its fair value. As a member of the FHLB system, the Bank is required
to maintain a minimum level of investment in FHLB stock based on specific
percentages of its ontstanding FHLB advances. The Bk may request redemption af
par value of any shares in excess of the amount the Bank i required o hold. Stock
redemphions are made af the discretion of the FHLE.

Loans, net of allowance for loan losses and unearned loan fees - Loans are stated
i the amount of unpaid principal, reduced by an allowance Tor loan losses amd
uncamcd loan fees. Inferest on joans is calculated by the srmple-interest method on
daily balences of the principal amount outstanding. Loan ongination fees and certain
direct origimation costs are capitalized and recognized as an adjustment to the yicld of
the related loan

The allvwince for loum losses s estublished through s provision for loan losses
charged to expenses. Loans are charged against the allowance for loan losses when
miwmigement believes (hid the collectibality of poncipal i& unlikely. The allowiance 1
an amaount that managermnent believes will be adequate 1o absorh possible losses on
cxisting loans that may become uncollectible, bhased on evaluations of ihe
callectibality of loans. The evaluations take into constdéeration such factors as changes
in the noture and volume of the loan portfolio, ovemll portfolio quality, review of
specific problem loans, and current economic conditions that may  affect




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

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

the borrower’s ability to pay. Vanous regulatory agencics, as a regular par of their
examinition process, will periodically review the Bunk's allowance for loan losses
Such agencies may require the Bank to recognize additions to the atlowance based on
therr pudgment of information availihie to them at the me of examinations,

Impaared  boans are carmcd i ihe present valug of expected fulire cash lows
discounted wt the loan’s effective mterest rate. the loan's market price, or the (air
vitlue of the collatéral if the loom s collateral dependent, Acomual of interest is
discontinued on impaired loans when management believes, afler considering
economic and business condions, collection effors and collateral position, that the
borrower's finoncial condition is such that collection of interest is doubtful. When the
sceruad of inferest 15 discontinaed, all uopaid acorued mterest is reversed. Interest
income is subsequently recognized only Lo the extent cash payments are received,

Furniture and equipment = Fomiwre sl equipment are reconded 01 cont, less
sccumulated depreciation. Deprecintion i computed using the straight-line method
over the expected usefil lives of the asscts, ranging from twe 1o ten years, The costs
of maintenance and repamrs ore expensed as they are mourred, while major
expendinmes for renewals and benerments are capitalized

Czain on sale of loans and interest-only strips - From time-to-time, the Bank may
scll all or a partial interest in selected foans. The amount of gain or loss recognized
on the sale of o loun is determined by an allecstion of the sale prnce to the canying
wmount of the portien of the loan sold wnd to the retained interest in the boan based on
the relative fair value at the date of ransfer. The fair valoes allocated to loom interests
sold amd retained are based on market prices, if available. Otherwise, fair values are
determimed based upon mansgement’s estimate of the present value of cxpecied cush
flows of instruments similar o the vanous components sold and retained.

When the Bank sells all or o portion of certain Joans, it may metain the contractual
right i receive & portion of the interest duc on the sold loan. The right to these
payments reprezents & retained inlerest in the sold loan and is commonly referred Lo
as an interest-only strip, Interest-only stnps are recorded ot fair value sinalar 1o debn
secunties classified as available-for-sale. Al December 31, 2007 and 2006, the
carrying value of interest-only strips approximated fair market valoe.

Income texes — Defermed fx asscts and habilities are determined based on the fax
elfects of the differcnces between the book wnd tax bases of various balanee shea
assets and fiabilities. Deferred tax assets and finbilitics are reflected af cumently
enacted (ncome 1ax rtes applicable 1o the period in which the deferred tax assets or
liabilitics wre expected 0 be realized or settled. As changes in tax laws or rates are
enncted, deferred tox assets and linhilities are adjosted through the provision for
income tixes, Vilustion allowances are established o reduce delomed fox assets 6l
i umcertain that all or a portion of the deferred tax assets will be realized.




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

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

Advertising and marketing - The Bank expenses sdverfising snd marketing cosis as
thiey are incumred. Advertising and mirketing costs were 392,657 and $90,860 for the
vears evded December 31, 2007 and 2006, respectively,

{Loss) Earnings per share of common stock — Basic (loss) earnings per share of
common stock s computed by dividing net (loss) mcome avaalable 1o stockholders
by the weighted sverage number of common shares outstanding dunng the period.
[hiluted (loss) carnings per share of common stock 1= computed similur to basic (loss)
eamings per share of common stock excepl thot the denominnior i ncressed 1o
include the number of additional common shares that would have been ourstanding it
dilutive potential common shares had been issued. All ouistanding common stock
options were excluded from the diluted loss per share calculation w December 31,
2007 and 604 shares were excluded ot December 31, 2006 because their impaci on
the calcnbation would have been antidilutive.

Stock-based compensafion - The Bunk adopted the fwr value recogmiien
provisions of Stalement of Financial Accounting Standards (SFAS) Moo |23R,
“Share-based Payment,” an amendment to SFAS Mo, 123, "Accounting for Stock-
Bazed Compensation,” using the prospective sdoption method for steck-based
pwards, In sccordance with this method, this siatement was applied prospectively (o
new awirds and 1o awards modified, repurchased, or cuncelled after December 31,
2005,

Share-based awnrds thit do ot require hidure service (e, fully vested swards ab the
grunt dote) are expensed immediniely. Shore-based emplovee awards the require
fuere service are amofized over the requesite service penod. In sccordance with
SFAS No 123R, the financials statements for the period ended December 11, 2007,
include amortization of compensation expense recogmized for  stock-hased
compensation awnrds granted dunng 2007, recognized over the service period, net of
extimnied lorfeiures of such awards, The Bank recognizes siock-hnsed compensation
expense on o straight-line basis.

The far wvalue of each option gramted was estmated based on the following
assumpiions. Expecied volitliny was hased on the historical valatility of the price of
the Company”s stock Tor o period congistent with ihe expected life of the options. The
Company used historical data o estimate option exercise snd employee termintion
rates within the voluation medel, The expected term of options represents the penod
of nme thal stock options e expeciad 1o be outstunding and W estimated based on
histarical exercise and forfeimre activity, Expected dividends are estimated o be zero
chae to the Company's recent historical practice of not paying dividends. The risk-free
rate of retum for periods within the contractual life of the option was based on the
LS Trensury yield curve i effiect of the time of the gromi.

LI




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
MOTES TO FINANCIAL STATEMENTS

NOTE | - ORGANIZATION AND  SUMMARY OF  SIGNIFICANT
ACCOUNTING POLICIES - {continued)

The foir value of each oplion granted was estimated on the date of grand using the
Bluck-Scholes option-pricing model with the following assumptions used Tor the vear
ended December 31;

2007
Diwidend yield i1,
Expocted life (years) 7
Expected volatiliy 11.72% - 18.90%
Risk=-lree rate 4358525
Weighted average gram date Cur walise of opteons gransed L1.81

Off-balance sheet financial instruments — The Bank holds no dervative financial
instruments, However, in the ordinary course of business, the Bank has eutered inte
off-balance sheel financiol instruments consisting of commitments 1o extend credi,
pommercial letters of credil, and standby letierd of credit. These financial mstruments
are recorded in the financinl stotements when they are funded or relsted fees ate
incurred or received. The Bank rnindaing a6 allowanee [or off-balance sheet items,
established as an sccrued fiability through charges v noninteres! expense. The
wllivwanee is on amount thal management believes will be adequate ta absorb possible
lozzes aszociated with off-bulance sheet credit sk, The evaluntions 1ake into
considerstion such factors as changes in the natore and volume of the commitments
to extend credit and undisbursed balonces of existing lines of credit and letters of
credit

Fair value of financial instruments - The following methods and assumptions were
used by the Bank in estimpfing feir values of financial instruments as disclosed
herein:

Cash, due from banks, federal funds sold, and nme certificates of deposit with ather
ks — The carrying amounts of cash and short-term instruments approximate their
fanr value

Available-for-sale secuvities ~ Fair vahees for available-for-sale investment secunties
nré based on guoted market prices. 11 s quoted markel price is not available, fair value
is estimated using gquoted market prices for similar securities

Resiricted equity securities - The camrying amounts for restricted equity securities
approximate fair values,

Loams recenvable — For varable rate loans that reprice frequently and have o
significunt chonge o credit nizk, fuir values are bused on corying values. Fair valoes
for fixed-rate loans are esttmated using discounied cash Oow analyses, using mieres
rates currenily being offered for loans with similar terms o borrowers of similar
credit quality, Fair values for impaired loans are estimated using discounted cash
Mow anilyses or underying collaternl values, where applicable.
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
SOTES TO FINANCIAL STATEMENTS

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

Depaanit fabilities — The Tair values diselosed for demond deposias are, by definition,
equal 1o the amount payable on demand ot the reporting date (that is, their carrying
amounts). The ciurrying amounts of varishle rte, fixed-term money market accounts,
and cerfificates of deposit (CDs) spproximate therr fair values o the reporting daty
Fair values for fixed-rate CDs are estimaled using & discounted cash flow calculation
thut applics imerest miles currently being offered on cenificates to o schedule of
aggregated expected monthly maturities on time deposits.

Lines of credit and other borvowings -~ The carrving amounis of the Bank's
borrowings approximate their fair volue

Cff-balance sheer masrements = The Bank's off-balance sheel nstruments mclude
unfunded commitments 1o extend credit, stindby letters of credit. and the notional
amount of interest-only sinps retained. The fair value of these instruments is noi
considered practicable o estimate because of the lack of quoted market prices and the
mahility to estimate fair value withowt incumng excessive costs.

Reclassifications — Certain reclassifications have been made to the 2008 fmoscial

siements (o conform with curment year presentitions. These reclissifications have
o @ffect on previously reporied nel imcome.

NOTE2 - INVESTMENT SECURITIES

The mmomized cost ond estimmted for volues of avoilable-for-sale  vestment
securitics 6l December 11 are ammmprized as follows:

0T _
e Cirnas Exdirmaiced
Aot 1 frrren e Al i e Fair
Closl Clnimis Lisses Value
tlaitgage-tackeil
2t 1] £ 4AT A0 L] fidk % DR TR R R iy
Uibligahons of 115,
P ETIHMON] AgEnG s -'l_!i"il.{l'?'ﬂ' 371 - AT AT
£ 0y Soa i Al £ (SMHY)  f 0N %40
Jona _
Clrma Cipnas Extirmmates]
Mmoo 1inromlined i oo Faar
Cos Clairs Linsei Wl
Rlonpape-bhacked
STy £ AT % " ¥ IETEE 8 AT ATH
Libdigatanne af 175,
POVETIIEND SEoRhed L84 654 - 663} 251,09
£ 0 0E2 Rl i - § 1R85 & 033 4eh
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE2 - INVESTMENT SECURITIES - {continued)

These securitics described in the following tuble had gross unrealized losses al
Drecember 3, 20007, The Bank has evaluated ihe unreslized losses for the morigage-
backed securities and LLS, govermment obligations and determmined that ihe decling in
value ot December 31, 2007, is temporary and is related to the chonge in market
interest mates since the date of their purchase.

Less Thauas |2 Moniks Cirgater Than |3 Montha
Estimaied s Eslinmaied] {irogs
Fair Uneealined Fair Unsealiesd
Vil Loases Yalue Lissars
Slorpage-hached
ocuine % - 5 - 1 17313 i { 5. 4H)j
bl gaons of LLS
EETVEMIEEN agenches
5 " 5 = ! T R1A 3 l,fr.i'l'l};

The amomized cost and estimated far value of available-for-sale mvestment
securities gl December 31, 2007, by contractual maturity, are shown below. Expested
maturities moy differ from contragtusl moturitics because borrowers could have the
right 1 gall er prepay obligations with or withowl call or prepayment pemiliies.

Amaortinel Estirnaie

Uit Fair Walae
Dhae i one vear or less £ 167 230 £ by,
Dhaie after ome yesr throwgh five yeurs 557,000 552,372
Due adber five years through en years 11,674 11,687
5 0346, 208 i 23] 549

For the purpese of the materty iable, morgage-backed securities, which wre nol due
at @ single maturity date, have been allocated over maturity groupings based on the
weighted average contractual maturities of underlymg collateral

At Diecember 31, 2007 and 2006, available-for-sale investment securities of 3678118
and 51,034,763, respectively, were pledged o secure other borrowings and pubilic
funds, as permitted or required by liw. In adidifion to the seearities, the Bank pledged
$650.000 in time cenificates of deposit at December 31, 2007 and 2006,
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 3} - LOANS AND ALLOWANCE FOR LOAN LOSSES

As of December 21 the loan portfolio consisted of the fol lowing:

2007 2001
Commercisl lonns 5 pi4lR013 3 A5 W49
Rcal estate boans Ol 163805 49,583 858
Cansiemer |sans 4,0 11 j.ola 172
Urverifrafia 177856 B3, 713

Totsl loans D28 B 36,505 L0, B8, 162

Lizss albowance for o losses (2402 4035 (0,279 504

Lesz unearnsdl loan fecs (302637} 1114, 504]
Lomma. net of slbrwance for lean

losses and nnearned Toan fees £ 126,031,465 % 105,185,554

For the year ended December 31, 2007, there were 52,108,628 in charge-offs and
recoveries of 541 781, lomuiired booms totaled 51,809,785 & December 31, 2007,
which approxmmated the Bank s average investment i impaired loans durng 2007,
for which the Bank allocated 5365611 of the allowance for loan losses. Lost inferesi
imcome refated to impared loans in 2007 wotaled $29.645. For the year ended
Drecember 31, 2006, there were S1RB461T bt charge-olfs and recoveries of 33421
Impaired loans totaled $150,000 st December 31, 2006, which approximated the
Bunk's average investment in impaired loms during 2006, for which the Bank
allocated 5106397 of the allowance for foan losses Lost interest income relaied to
impaired loans in 2006 totuled §3,593

Dhiring 2007, charge-offs mcludzd 52.0 millhion for an unsecuncd loan o & real estile

developer. Management is actively pursuing recovery and believes the likelihood of 3
substantial recovery 1s probahle.

NOTE4 - PREMISES AND EQUIPMENT

Az of December 31, the composition of premises and equipment is summarized s
Toe [l orows;

2007 Mk

Fumigune and cgurprvend % 454 Blb % 426, 507

Leasehold improvemiem 2072 T b h4, 244

Saoftwane 102,758 10,624

Tokal premises and equipment T4 E5 TIITS

Lesa sceunnilabed depreciaiion (467 4T} 1347 513)
Premises and equipment. ket of

pecumininied depreciafinn 5 2.8 % 1 B2
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTES - TIME DEPOSITS

Time certificates of deposit of S100,000 and over aggregated to 333,204 982 and
531,823,602 ot Decomber 31, 2007 and 2006, respectively,

The scheduled maturitics for all time certificates of deposit arc as follows:

Years ending Thecomber 31, 2008 3 AT
2000 11,142 349

2010 2.212,607

| 956,458

2012 (KL MR

3 M.T6S.210

NOTE 6 - LINES OF CREDIT AND OTHER BORROWINGS

The Bank has & borrowing sgreement with the Federal Reserve Bunk of San
Francisco whereby it paricipates in the Treasury, Tax, and Loan Note Option
progrom, Bormowings under this progrom are collsleralized by investment securines
and carried ot an interest rate of approximately 4.84% dunng 2007, The note balance,
which was $243,181 and $181.351 as of December 31, 2007 and 2006, respectively,
15 payable on demand.

The Bank, sz a member of the Federal Home Loan Bonk (FHLB) of Seattle, has
enbered into g credil srrangement with the FHLB under which authonzed borrowings
are collateralized by the Bank’s FHLB stock and foans, or other instruments, which
may be pledged. As of December 31, 2007, outstunding advances from the FHLE
totabed S6,000,000, The smount outstanding consizts of one note, with a fixed mte of
4.62% mudunng on Janwary 3, 200B As of December 31, 2006, the Bank had no
outstanding borrowings with the FHLB. Maximum borrowings available from the
FHLH for notes payable, lines of credit, and the Cash Mmagement Advance progrom
totaled $16.7 million st December 31, 2007, Available borrowings and their
respective ferms are subject To ehgible collateral bemng pledged and are reduced by
opistanding letters of credit. At December 31, 2007, there were no outstanding letiers
of credit at FHLE and 524,567,252 of loans were pledged as collateral.

The Bank also has federal funds line of credii agreemems with three financial
nstitutions, the Federdl Reserve Bank of San Francisco, s Pacific Coast Bankers
Bmk. Maximum aggregate borrowings available under these lines totaled 5279
million as of Deécember 31, 2007, These lines support shon-term  liguidity
requirements and their use may be limited, depending on the lending institution. Al
Drecember 3, 2007 and 2006, there were no oulstanding borrowings. The Bank had
521,203,710 of loans pledged as collateral ai Federal Reserve Bank of San Francisco
at December 31, 2007,

Al December 31, 2007, the Compuny has outstunding $10,000 in poles payable to
execubives, bearing inferesi af the prime rafe plus 100, and dug on demandd,
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
MNOTES TO FINANCIAL STATEMENTS

NOTE7 - INCOME TAXES

Al December 21, 2007 and 2006, the Bank had wvailable 10 offsed future taxable
income, nel operating loss carry forwards of approximately $1,042,000 and STR0,000
and unamortized preopening expenses, capitalized for tax purposes, of approximately
531,000 and §73.000, respectively. The net operating loss carryforwards will begin
expiring in 2024, unless utilized in carbier mx years. The proopening expenses are
being amorized mnd deducted for fax purposes over o 6l-month period,

The income tax (benefit) expense consisis of ihe following:

SANKT K
Current] ke

Fn.h::rm ] a £ =
Sinte and local - 13805
Ailjuskmsnss bo egiaily - -
| S b

Pederred jan (hemeill) capensc
Fedesal 1265, 8035 (LR
Siate and local | Bk S0 i
{340,703 231 WMy
Income tax {benofil) capome ] {350, 7Ly 5 247 &6

Defermedd income tixes represent the tix effiset of difforences m fiming  between
financial income md taxable income. As of December 31, 2007 and 20606, net
doferred fax benefils recorded among sccrued inlencst receivaltle and other assefs in
the accompanying balance sheets include the following components:

00T 2
Detlzred fax asscis

Lhamorimed proopemmg, ox pemscs 5 1,100 ] 28 4410
Mot operating less carryforwand R4 202 T 00
Actmunl o cash adjusmsen - 4 iy
Allowance for loan bosses {8, 000 1nd TiH
Resorve for off balunce short voramitienis B, 200 54 MM
Diefomed compensstion R -
Uinrealueed liss on seciritios 2000 TR0
Momacenml loan inberc 35,000 -
o |7 200 (0500

Totul deferred tax sseis 1229, 502 ERE S

Deferred iax liabilnies:

Lo arignalsin evsls 118 o0 i 20
Aconnminted deprocistion TE, 500 B, Seb
Prepasd expenic 2, o0 452040
Loan panicgueion sale adjeimen 700 A D
{hiver - 210, Ty

Total defierred tax lawhilibes 255 R00 262 Ty

Mot deferred wn sssets i 963, 12 i | 8 K00
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE7 = INCOME TAXES - (continued)

Management believes, based upon the Bank’s historical performance, the deferred tas
asscts will be realized in the norma] course of eperations, and has determined that no
valuution dllovwance is deemed necessary al December 31, 2007,

The following summarizes the differences between the provision for income taxes for
financial statement purposes and the federal statutory mate of 34% for the year ended
December 31, 2007,

2007
Fedeml, af stotutory rale 5 (284, 753) 34,008
State wond loca], vt af tmx benstin {2 54T 5 329
Other (31,4035 1.31%
Effective rafe b {350,703 4187

NOTES - TRANSACTIONS WITH RELATED PARTIES

Certaim direchors, excontive officers, and primcipad stockholders pre customers of and
have had banking transactions with the Bank in the ordinary course of business, and
the Bank expects 1o have such transactions in the fuiure. Management belicves loans
and commitments to loan funds included m such transactions are made in compliance
with applicable laws on substantially equivalent terms (incheding mterest rates and
collateral} a3 those prevailing # the time for comparable fmnsactions with oler
persons and, in the opinion of the management of the Bank, do not mvolve more than
the normal risk of collection or present any other unfavorable features. Al December
30, 2007 and 20046, louns oulstunding (o directors, executive officers, principal
stockholders, and companies with whom they are assocumed totled 5273896 amd
532,653, respectively.

Reclated party deposils held by the Bank al December 31, 2007 and 2006, amounied
o approximately $1,106,288 and 52,534,156, respecively,

NOTE® - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET
RISk

In the normal course of business 1o meet the financing needs of s customers, the
Bunk is g party {0 foasciad fstruments with off-balance sheet risk, These linancial
inatririents inclide commitments o extend credil and the samnce of leters of
credit, These instnpménts involve, 1o varying degrees, elements of crediv and inlerest-
rate msk m excess of the amount recognized in the balance sheets. The contract
mmevants of those instoments refles the extent of mvolvemeit the Bunk has n
particular classes of financial instrumenis.
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE® - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET
RISK - (continued)

The Bank's exposure 1o eredil loss in the event of nonperformance by the other party
o the finpncial insirument for commibments o exiend credit and Jetiess of credi
written is represented by the contractual amount of those instruments. The Bank uses
the same credil policies in making commitments and conditional ebligations as i
does for on-halance sheet instruments.

A summary of the notional wmounts of the Bank's financial nstruments with off-
balance sheet risk al December 31, 2007, are as follows:

Ciinrtra|
Amoimis
Fimanial instromeenis whiases contract gmoents
condamy credil ik
Undishursed balince of existing lines of credil 3 34w
Latiers of crodit wriblen I dbd R

5 4D, TIRGLS

The undisbursed balance of exising lines of credin represents agreements 1o lend 10
customers, % long s there s oo wiolotion of any condition established m the
contract. Commitments generally have fixed expmation dates or other tenmimntion
clauses and moy require payment of o fee. Since many of the commitments are
expecied to expire without being drawn upon, ihe totl commitment amounts do not
necessanily represent fiture cash requirements. The amount of collateral obtained, if
decmed necessary by ithe Bank upon exiension of credit, 15 based on monagement’s
credit evaluntion of the counterparty. Collateral held vares bul mwy include sccounts
receivable, inventory, propeny and equipment, and income-producing propemics.

Letters of credit written are conditional commitments issued by the Bank to guarantee
the performance of a cusiomer to a third purty, Those guammises are prmarily Esued
to support public and private borrowing armungements including, commerciul paper,
bond financing, and similar tmsactions. The credit risk mvolved in issuing letters of
crodit is essentially the same as that Involved in extending loan facilities 1o
customers, The Bank bolds cash, morketoble securities, or real estale as collaieral
supporing those commitments for which collnteral s deemed necessary

An allowance for off-balance sheel loan commitments, undisbursed lines of eredii,

and letters of credit has been established as an accrued liability in the amount of
$156,000 snd 5138000 at December 31, 2007 and 2006, respectively.,
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
MOTES TO FINANCIAL STATEMENTS

NOTE 10 = CONCENTRATIONS OF CREDIT RISK

A majority of the Bank"s loans and commitments have been granted w0 customers in
the Bank’s market aren The distnbution of commitments to extend credn
approximates the distribution of loans oustanding. The mjonty of such customers
arg alzo depositors of the Bank, Concentrations of credit by iype of loon are sei forth
in Mote 3. The Bank's loan policies do not allow the extension of credit 1o any single
borrower in excess of 25% of the Bank™s capital (15% for other than real cstate
secured loans),

NOTE 11 = COMMITMENTS AND CONTINGENCIES

Lease commitments = At December 31, 20007, the Bank leased s office spuce m
Portland, Cregon, under an operaling lense agreement which expares on August 31,
2013, and includes & fixed escalation clause. Approximate fulure minimum payments
under this lease agreement are as follows:

Y enrs ending Dhoconber 31, 2008 b 238, Dy
00 BLTNLE ]

20010 209, 0N

2011 IH7, 000

202 BT,

Therealter 169, D

b 1 1 54¥7, Oy

Beni expense, excluding common ares momienonce, was $2435 800 for the years

ended December 31, 2007 and 2006, respectively

Legal contingencies ~ The Bank may become i delendant i certmn clobmes and legal
actiong ansing in the ordinary. course of busingss. In the opinion of management,
after consultation with legal counsel, there are no matters presently known that ane
expected to have a material adverse effect on the fimancial condition of the Bank.

NOTE 12 - COMMON STOCK WARRANTS AND OPTIONS

Emplovee warrants — Currenl emplovess, who placed capufal i risk to fund the
Bmnk's organizstional cxpenses prior to the initial offenng of common stock,
received one commuon stock warmant for ezch S10 invested. The Bank 1ssoed S0 400
warmranis to these employvees, cach of which is exercisable for one share of commaon
gtock ot o prwe of 510 per dhore. The wammils expire on August 4, 1013, As of
December 31, 2007, no warrants issved 1o emplovees have been exercised
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 12 = COMMON STOCK WARRANTS AND OFTHONS - [continued )

Warranis Issued 1o nonemployees — As compensation for services rendered in
connection with the initial offenng of common stock, the Bank issucd a warrant to s
Flacemenl Agent. The warrant allows the Placement Agent b purchase up 1o 15,30
shares of common stock ot 510 per share. The warmnt expires June 4, 2008, md muy
be exercised at any time after June 4, 2004, until expimtion. The Bank also issued
warranis 0 a professional assisting with the initial offering as compensation for
gervices rendered and to o dicector who placed capital of risk 0 find the Bank's
organtzational expenses. These warrants allow the holder to purchase an aggregate of
2,900 shares of common stock af 310 per share through expiriion on August 4,
2013. As of December 31, 2007, no wamants issued to nonemployess have been
exercised

Stock incontive plan ~ The Bank muniams a steck meentive plan approved by the
Board of Directors and ratified by the stockholders m April 2004, authorizing the
grant of up to 305,000 common stock shares, The stock incentive plan allows for the
granting of bath incenbive and nonstatwony stock optiona. For all options, the option
price, mumber of shares granted, and dumtion’ for the stock options are determmed
and approved by the Board of Directors. However, the exercise price for incentive
stock options must be at least 100% of the fair market value of the shares on the date
of grant, and if tho optionee s 4 significant stockholder, the exercise price for
incentive stock oplions must be at least 110% of the fir marketl value of the shares
of the dude of grang, The muximum Life for stock optons granted 18 1en years from the
date of grant or five vears if the optionec 1s a significant stockholder.

The following table summurcees stock options-outstanding under thiz plan:

W esghied Woighted
Avimage AR

Tanal Ingenrive S TR Exidirie Fim
[Ietiina {athivini Liplinna Price Walie
Cigiions wples gross
Vipggmbpr 1], 004 LIS IE BOWLE LS LU U R IR
Umwpinr et i JIMH [E e RT] (RS LU L]
mmf.ﬂmd 1 2y EE_"'!l'il'l |!-_"i'ii b ] 0 ]
[yl irrm meler prass
Frcesnber 11, T4k L84 0T 135.57R i b & LT
e praaied m JHIT T.H00 T 5HI ] 13E k] |.&1
Diptiveres wxcrrisad i JH7 il | Jea) i 180,04 £ Ingd
Ciptrigera Tnricited: i 2007 i 12, 00 1L A LN
Uit o wnades jgram
Doczmsber 11, 2007 Ja% TR |4l 53T Godn k1141
Chftumni cacicisible -
Db 11, 2007 U3 1% | N B T T L T 1
 FEEETETTTEET TEEES—— T ESS——
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 11 - COMMON STOCK WARRANTS AND OPTIONS - | contimued |

Al the date of exercise, the tial intrinsic value of aptinns exercised in 2007 and 2006
waz 51,000 and 5132000, respectively.

As of December 31, 2007, there was 514,3%2 ol unrecognized compensation cxpense
relitezl to noo-vested stock options, which 8 expecicd ip be recognired over &
weighied-average period of approximately 3.5 vears.

The following table summarnzes information regarding stock options outstanding at
December 31, 2007, under the Bank’s stock option pilan:

imenmrve Stock Uit Soei [ w
ALTERgr Arerage
AT St ey Hemurang Sislr bt R iy
Excrrint i Opuoni | of Opboes  Commnel Ll Fagreoe  of Optioss of Options  Camirectml LS
P H Enpsrinslc im E'l Prben “‘:lﬁ.ﬂ.ll: Eacicmakbie i Jwars
i oaTs TiHH W § 1000 3 1K) 000 A
LT 1t S i, Sl 1% 11100 Ir A |8 (WM jmz 8
¥ EOLTT ] 110 h § 11040 e THHI Bi2AT 7
5 HLTS 434 ER A [
%5 Rl ] 0.8
3 110 A15 i3 T3
| Y- EARY idEw k]
0 1m b 1] i R
% IETE |2k &EI8 F
LN ] S0 ail
P LR ol dii i
[EEET] | L4018 1.7 0 4 (W) i T
—_—E Em———— E— T——
Apprgar e Vsl
i T . 1 i .
The fair value of options vested during 2007 and 2006 was $34,796 and SEO016,
respectively.
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 13 - EMPLOYMENT AGREEMENTS

In June 2005, the Bank entered mio three-year emplovment agreements with key
exccutive officers. In addition to providing each officer wilh compensation and other
customary benefits, if certuin conditions for termination &5 provided in the
employment agreement are mel, the officer s entitled 10 receive salary und other
benefits from the effective date of ermmation through the remaiming temm of his o7
her emplovment agreement, AL curment compensation levels, i all covered executive
officers unider contract were terminated amd entitled to receive benefits, the Bank
would be required 10 make mmximum monthly payments of $38.000 until the
expiration of the contracts in Juawe 2008,

In December X005, the Bank entered mto cmploymont agrecments with fwo
addatronal executives. The agreemenis cover o three year period and include agreed-
upon annual ancreases o base salary us of cach onmversary date. In addition, both
agreements inclmde shon and long-term incentive compensation opportunities: based
upon achievemnent of performance goals and thresholds as established by the Board
of Directars for each fiscal year, The agreements also provide compensation, under
certan conditans, e the event the exceoutive 15 termmnated, The maximum monthly
pavments that woulidl be padd umler an event of termination totl 329,167 uni) the
expiration of the coniracts in December 2008, In addition, cach excontive 19 entifled
to supplemental compensation equal to the short und  long-term  incontive
compensation opportunities that would have been awarded had the exccutive
achieved minimum perfomiance standards during the comtrect pertod, bul on & pro-
rafed basis equal to the number of months elapsed in the agreement ol the time of
termination divided by the term of the agreement

In Jume 2006, the Bank entered inio long-temm incenhive compensision agreements
with an sdditional four executives, consistenl with the terms described abowve
Collectively, the agreements with the six executives allow for the issuance of up to a
total of 51,225 sharcs of stock, based upon achievement of performance standards al
various thresholds at December 31, 2008, the performance measurement  date.
Pursumnt to the agreement, i shares ane not available at the tme of sciilement, the
share-hazed awards are o be settled in cash, Al December 31, 2007, the Banks stock
meentive plan docs not allow for issuing restricted shares. As a result, the Bank has
presumed the agreements will be setthed in cash and has accounted for the swards as
lability awards. Bazed upon the forecasted performance of the Bank through the
Drecember 31, 2008 measurement date, the Bank has recogmized compensation
expense cach year amd has recorded a liabitity of $172,675 at December 21, 2007
Management evaluates the forecasted performance of the bank at least quarterly and
adjusts the liability accordingly, If restricted shares under the stock incentive plan
become authonized, the Bank intends on modifving the awards from lakality 1o
exguily-hased awirds




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 14 - EMPLOYEE BENEFIT PLAN

The Bank has sdopled a A00[k) savings mvestment plan which allows employeess W
defer cenain amounis of compensafion for incoms lax purposes under scclion $00{k)
of the Internnl Revenie Code. Essentally, all employeées over the apge of 18 are
cligible to participate in the plan. Employees may clect to defer and contribute up to
the smintory limits. Their coninbutions und those of the Bk, which are
discretionary, are invesied in employves-designated funds. Maching and profil
gharing contributions to the plan were $35,740 and $52,164 for the years cnided
December 31, 2007 and 2006, respectively.

NOTE 15 = REGULATORY MATTERS

Bancorp and the Bank are subject w vanous regulatory capital requirements
administered by federal banking agencies. Failure 1o meet minimum requirements can
mitiie certamn mandotory - and  possibly additionil discretionary - actions by
regulators that, i undertaken, could have a direct mmenal effect on the Bank and
Buncorp. Under capital adequicy gudehnes and the regulatory framework  for
promp corrective action, banks must meet specific capital guidelines that involve
quamtitative measures of a bank’s asscts, liabilities, and cemain off-balance sheet
items @y coloulated under regulniory accounting praciices. Capital amounis amd
classification are also subject o qualitative judgments by the regulvors aboot
compoisents, risk weighimgs, and other factors.

Chsantiative measures established by regulation o ensure capital adequicy requime
the Bank to maintain mindmum amoans amd mtios (et forh in the following table)
of todal amd Tier | capital (a8 defined m the regulathions) o nak-weightod assets (as
defined), and of Tier | capital to average assets (85 defined). Management believes,
as of December 31, 2007, the Bank met all capital adequacy requirements to which
they wre subject




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 15 - REGULATORY MATTERS - {contined}

As of the most recent nolificalions from i regulatory agencies, ihe Bank was
categorircd ax well-capitalized under the applicable regulatory framework. There are
no conditions or events thul management believes may have changed the Bank®s
category. To be calcgorized as well-capitalized, the Bank must mamtain minimum
fotal risk-hased capital, Tier | risk-based capital, nnd Tier | levernge capital ralios
Buncorp's capital is subsiantially the same as the Bank. The following table presents
selected regulatory capital information for the Bank:

T Be Well
Capital Capvitmlized Uesder
Adequacy Prompit Correcbive
Al Prarperica Al Proyeeios
Amour_—_Fao | _Amwoan _Rae A Rate
din Thinissids
Decomber 10, 3007
Tootal capatal fo riak
weighied nmets: Rl1a12e LLETSe 8 [0HET =% F L340 L L
Tier | enpizal lia rlak-
wingphieal neicti F1i42% % % AN =% ¥ #ix =%
Tier 1 capatal ia
AVErkgE Bssgts §E3E2% G §F Al =% § Al o
Decembey 11, M0
Tootad cmpital io riak-
witghied nasgta £1%322 1289 3 9512 W% £ )16 = 1%
Tt | capisal |0 nisk-
waighied nmete 513504 16" § 5137 =% § TIM =%
Teer | capizai 1
IVOrEge Bstels 10 121  §F o600 =M% ¥ 47nd >

The Bank s prohubited from issuing cash dividends tw the Bancorp until they have a
surplusg in retmingd eamings,
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CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 16 = FAIR VALUES OF FINANCIAL INSTRUMENTS

The following table estimates fair value and (he related carmying value of the Bank's
financial instruments al December 31

200
Chrying Fluir
Amousit Salue
Fimameial paseie:
Cash ol dise froim hanks i SE7.02 b S0
Federnl Funds Sold 5 5705, 00} ¥ 3735000
Time certificares of depiosi with
iihser beanks 5 G50, (M) 5 L
Avwilabie-for-smle investren socuritics § 931 549 b 931 544
Federal Home Loan Bonk swock, stcost  § 230, iy 5 20
Loans receivahbe £ I2RAR36.50% L 131200568
Fimangal labilibes;
Nonintercsl-bearing demand deposins £ 19531 478 T 1h531A4ATR
Imtegent-bearing demnnd and money
murkot stootuns 3 SROTIA07 5 AT 407
Timg depoxits 5 3570240 £ b 1143
Limes if oredit nid other harrosomgs i G253,181 £ h25n4RI
2CHMr
Camrying Fair
Amoun| Wilue
Finapeial asssis;
Csh anal due from bmmka i AN ZTD  2AMNITY
Fedom! Fands Sald % 1, S (HHb b 1 1 Sk (HHY
Tt comiflcancs oF deposii with
wiber busd 4 50, () % G50 (HHN
Asuilable-for-=ale invesiment sccunitics ] 1,038 S64 i |33 440
Fedem] Home Losn B, stock, st coxt 5 230004 ] RELLLL)
lasssta rewcsnvahie £ e 680 162 £ 106 SRS
Finamenal labalises:
Somintorestboaring denund deposils 5 19088204 5 IER234
Inerestbenring demand asil mamey
markei aeooume 5 45557 844 545597 H4i
Time depnsits 3 33264042 3 3106025
Lbnes oof crodid anil slher borrowings 3 181,351 5 151,351




CAPITAL PACIFIC BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

NOTE 16 - FAIR VALUES OF FINANCIAL INSTRUMENTS — (contimued )

While estimates of fair value are based on management’s judgment of the most
appropriate factors, there can be no assurumce that were the Bank io hove disposed of
such tema ot December 31, 2007 or 2000, the estimated fair values wiould necessarily
have been achicved at that date. Since market values may differ depending on various
circumstances, (the estimiated [@r values at December 31, 2007 and 2006, should nol
neceasarily be considered to apply al subsecuent daies.

In sddition, other assels and liabilities of the Bank, that are nol defined as foomcial
instruments, are nol included in the above disclosures, such as fumiture and
equipment. Also, nonfinancial instruments typically nol recognized in the finoncial
statements neveriheless may have value but are not included m the above disclosures.
These inciude, among other items, the estimated eamings power of core deposit
secounts, the tmmed work force, costomer goodwill, and simalar mems.
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Capital Pacific Bancorp, the parent company of
Capital Pacific Bank, is
entrepreneurial
management team and a well respected board
of local business and community leaders.
The bank has grown in size and expanded its
innovative product line while retaining the
critical elements that differentiate it from the
competition. The bank’s reputation for elite service
continues to attract top-tier business clients and
advance the bank toward becoming the

best business bank in Portland.

Capital Pacific Bank
Getting it done.®




(From left) Robert Countryman, Executive Vice
President, Business Development and Client Service;
Mark Stevenson, Chief Executive Officer;

Harlan Barcus, Chief Credit Officer;

Tyson Smith, Chief Information Officer;

Felice Belfiore, Chief Financial Officer;

Robert A. Krueger, President.

(From left) Robert A. Krueger, Richard C. Alexander,
Mark Stevenson, Werner G. Nistler, Jr.,

Karen Whitman, Sheryl A. Manning,

Thomas Tomjack, Chairman, Ronald A. Shellan,
Frances Matson, Stephen Mitchell.




805 S.W. Broadway, Suite 780
Portland, Oregon 97205
503-796-0100 Phone
503-796-0101 Fax
www.capitalpacificbank.com



