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A true community bank reflects the values and
aspirations of the communities it serves through
local shareholders, directors, employees and
customers. The financial resources generated by
the bank are returned to communities with
loans to local consumers and businesses,
fimancial returns to local shareholders, quality
employment for residents, donations of money
and employee time to community charities and
excellent service with fatr pricing for customers.
We are a company of true community banks

dedicated to fulfilling this mission.
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North Bay Bancorp

We are pleased to report that your Company remains on course to realize its ambitious

To Qur Shareholders

vision. Our major goals continue as fol-

lows: (1) remain independent, (2) grow
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beyond $500 million in assets within two
years, (3) capitalize on opportunities to enter underserved contiguous markets, (4) be the
premier financial services provider in markets we serve and (5) skillfully utilize technology
for competitive advantage. We believe effective execution of this strategy will provide an
excellent return on shareholders’ equity and growth in earnings per share that should

advance us towards our objective for North Bay Bancorp stock to command a mar-

ket premium and provide consistent liquidity.

Both subsidiary banks exceeded our growth projections for 2001, with a 32% con-

solidated growth in assets. Our net income of $3,022,166, or $1.46 per share,

slightly exceeded our plan. The return on average equity of 10.61% was consistent

Terry L. Robinson
President, Chief Executive Officer

with our plan, while the return on average assets of 1.0% was slightly below plan due to the
growth in deposits outpacing the growth in loans. The third and fourth quarters of 2001
were particularly strong as we were able to realize financial returns from our substantial
asset growth. Unlike most of our California community bank peers, our net interest mar-
gin did not narrow significantly during the year. This is the result of managing our balance

sheet to be as interest rate "neutral” as possible, so that changes in market interest

-

rates do not significantly impact our net income. We believe this is the optimum

position to assume for the sake of long-term financial returns.

We anticipate strong growth again in 2002, bolstered by the January 2002 open-

ings of The Vintage Bank’s St. Helena Office and Solano Bank’s Vallejo Office.

Thomas F. Malloy
Chairman of the Board

Returns on average equity and average assets are expected to be slightly better than
in 2001, but short of our long-term goal of earning a return on shareholders’ equity of 15%
or more. Solano Bank is projected to reach break-even operations during the third quarter
of 2002. The Vintage Bank is expected to continue its strong earnings through 2002,

although the opening of the St. Helena Office (and the associated occupancy and person-
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nel expense) will have a temporary dampening impact on earnings. Additionally, we anticipate some nar-
rowing of our net interest margin during the vear, an inevitable result of our current low interest rate envi-
ronment and intense price competition on loan and deposit rates. We continue to project that year 2003,
when Solano Bank will be operating profitably for the entire year, will mark our return to generating finan-
cial returns above our peers. During 2003, we anticipate The Vintage Bank’s St. Helena expansion will be
contributing to profits and the consolidated Company attaining a size that allows us to realize the

economies of scale we have sought with our rapid growth strategy.
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We have continued to build a "foundation” for our planned growth. While we have excellent physical facil-
ities and technology equipment, our success is most dependent on effectively deploying our human capi-

tal. We have reached outside our Company to attract people with specific skills and backgrounds while
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restructuring roles and responsibilities of existing key members of our management team to better capi This letter o shareholders con-

tains forward-looking statements
with respect to the financial con-
dition, results of operation and
structured to focus our efforts on serving our best and most profitable customers while attracting more business of North Bay Bancorp
and its subsidiaries. These
customers with similar characteristics. include, but are not limited to,
statements that relate to or are
dependent on estimates or
assumptions relating to the
prospects of loan growth, credit
quality and certain operating
efficiencies resulting from the
operations of The Vintage Bank
and Solano Bank. These for-
ward-looking statements involve
certain risks and uncertainties.
vision and supporting our endeavor. We remain convinced this is the optimum strategy to best serve your Factors that may cause actual
results to differ materially from
interests. those contemplated by such for-
ward-looking statements include,
among others, the following pos-
sibilities: (1) competitive pres-
sure among financial services
companies increases significant-
by; (2) changes in the interest
rate environment reduce interest
margins; (3) general economic

—
. U conditions, internationally,
A /<_/ nationally or in the State of
“7 : California are less favorable

Terry L. Robinson Thomas F. Malloy than expected; (4) legislation or

President & Chief Executive Officer Chairman of the Board regulatory requirements or
changes adversely affect the

business in which the combined
organization will be engaged;
and (5) other risks detailed in
the North Bay Bancorp reports
filed with the Securities and
Exchange Commission.

talize on their strengths. We are evolving into a Customer Relationship Management (CRM) organization,
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In summary, we remain on course towards the vision initiated in 1999 with the decision to form a hold-
ing company for The Vintage Bank and commence organization of a new bank in Solano County. The jour-

ney thus far has been both challenging and rewarding. We thank you, our Shareholders, for embracing the

Very truly yours,




Morth Bay Bancorp

SELECTED FINANCIAL DATA

The following table presents a summary of selected consolidated data for North Bay Bancorp and subsidiaries (the Company) for the five
years ended December 31, 2001. This information should be read in conjunction with Management'’s Discussion and Analysis of Financial
Condition and Results of Operations and the financial statements and notes thereto appearing elsewhere in the annual report:

(In 000's except share data)

2001 2000

STATEMENTS OF OPERATIONS DATA:

Interest income $20,307 $16,700 $13,688 $11,907 $10,085
Interest expense 5,887 5612 4364 3,992 3,141
Net interest income 14,420 11,088 8,324 7915 6,844
Provision for loan losses 447 385 240 240 240
Net interest income after

provision for loan losses 13,973 10,703 9,084 7675 6,704

Noninterest income 2,691 2,140 1,777 1,397 1,443
Noninterest expense 11,855 8,583 6,496 5,660 5,050
Provision for income taxes 1,687 1,647 1,650 1,301 1,243

Net income $3,022 $2,613 $2,715 $2,111 $1,854

BASIC PER SHARE DATA: (1)

Earnings per share $1.47 $1.35 $1.54 $1.22 $1.12
Average shares outstanding 2,053,669 1,926,376 1,762,803 1,732,115 1,655,155

DILUTED PER SHARE DATA: (1)

Earnings per share $1.46 $1.33 $1.50 $1.18 $1.09
Average shares outstanding 2,076,143 1,958,853 1,804,496 1,785,957 1,707431

BALANCE SHEET DATA:
Total assets $326,806 $247469 $197106 $180,291 $146,982
Net loans 183,548 150,008 120,166 94,775 80,991
Total deposits 292,441 216,638 172,380 162,173 131,390
Shareholders' equity 29,980 26,636 18,090 16,910 14,486

(1) All per share amounts have been adjusted to reflect the 5% stock dividends declared January 27, 1997, January 26, 1998, January 28, 1999,
January 18, 2000, January 29, 2001 and January 28, 2002 as well as a two-for-one stock split effective October 1, 1997.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

FORWARD LOOKING STATEMENT

This Annual Report contains statements relating to future results
of the Company that are considered to be "forward looking state-
ments" within the meaning of the Private Securities Litigation
Reform Act of 1995. These statements relate to, among other
things, loan loss reserve adequacy, simulation of changes in interest
rates and litigation results. Actual results may differ materially
from those expressed or implied as a result of certain risks and
uncertainties including, but not limited to, changes in political and
economic conditions, interest rate fluctuations, competitive prod-
uct and pricing pressures within the Company's markets, equity
and fixed income market fluctuations, personal and corporate cus-

tomers' bankruptcies, inflation, acquisitions and integrations of
acquired businesses, technological change, changes in law, changes
in fiscal, monetary, regulatory and tax policies, monetary fluctua-
tions, success in gaining regulatory approvals when required as well
as other risks and uncertainties. Such forward-looking statements
speak only as of the date on which such statements are made, and
the Company undertakes no obligation to update any forward-
looking statement to reflect events or circumstances after the date
on which such statement is made or to reflect the occurrence of
unanticipated events.

OVERVIEW

North Bay Bancorp (Bancorp), organized November 1, 1999, is the
holding company for The Vintage Bank and Solano Bank (Banks),
which are wholly owned subsidiaries. The consolidated entity (the
Company) reported net income of $3,022,166, or $1.46 per share,
in 2001 compared with $2,612,585, or $1.33 per share, in 2000
and $2,715,377, or $1.50 per share, in 1999, equating to a return
on average assets of 1.00%, 1.17% and 1.44% for years 2001, 2000
and 1999, respectively. The return on average equity was 10.61%
in 2001 compared with 11.70% and 15.52% in 2000 and 1999,

respectively. The decrease in net income during 2000 compared
with 1999 resulted primarily from costs associated with opening

and operating Solano Bank, which commenced operation in July,
2000.

As of December 31, 2001, total assets were $326,805,690 com-
pared with total assets of $247,469,066 and $197,106,319 at year
end 2000 and 1999, respectively, representing a 32% increase in
2001 and a 26% increase in 2000. Deposits increased 35% in 2001
compared with a 26% increase in 2000. Loans, net of the allowance
for loan losses, increased 22% in 2001 compared with a 25%
increase in 2000.

SUMMARY OF EARNINGS

Net [nterest Income

Net interest income before provision for loan losses was
$14,420,237, $11,088,108 and $9,324,483 in 2001, 2000 and
1999, respectively, representing increases of 30% in 2001 and 19%
in 2000.

Net interest income is impacted by changes in the volume and mix
of earning assets and interest-bearing liabilities and changes in

to 2000. The Company has historically enjoyed an overall cost of
funds lower than peer institutions of comparable size.

Taxable-equivalent interest income (defined as interest income
adjusted for the tax benefit for holding tax exempt securities and
loans) increased $3,590,234 or 21%, in 2001 compared with 2000.
Increases in the volume of earning assets accounted for increasing
interest income by $5,285,413, offset by a decrease of $1,695,179
attributable to lower rates. An increase in taxable-

interest rates. The increase in net interest income in

2001 compared with 2000 was primarily the result
of volume increases in loans and investments. The
net interest margin (defined as net interest income
divided by average earning assets) decreased slight-
ly in 2001 to 5.30% from 5.46% in 2000 as the

equivalent income of $2,979,385 or 21% in 2000
compared with 1999 consisted of a $2,588,644
increase due to growth of earning assets and an
increase of $390,741 attributable to higher rates on
earning assets.

Annual Report 2001
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Morth Bay Bancorp

Interest paid on interest-bearing liabilities increased $274,821 in
2001 compared with 2000. Increases in the volume of deposits and
other borrowings increased interest paid by $1,373,981 offset by a
$1,099,160 decrease attributable to a decline in rates. Interest paid
on interest-bearing liabilities increased $1,248,242 in 2000 com-
pared with 1999; the effect of volume increases accounted for
$641,073 with an increase of $607,169 attributable to higher rates.

The net interest margin, using taxable equivalent interest income,
was 5.36% in 2001 compared with 5.55% in 2000. The decrease in
the net interest margin is primarily the result of a lower average
loan-to-deposit ratio in 2001 compared to 2000 and changes in the
market interest rates.

Assuming there are no dramatic changes in market interest rates or
deposit mix, the net interest margin is expected to decline mod-
estly during 2002, consistent with recent interest rate trends.

Provision and Allowance for Loan Losses

Credit risk is inherent in the business of lending. As a result, the
Company maintains an Allowance for Loan Losses to absorb loss-
es inherent in the Company’s loan portfolio. This is maintained
through periodic charges to earnings. These charges are shown in
the Consolidated Income Statement as provision for loan losses. All
specifically identifiable and quantifiable losses are immediately
charged off against the allowance. However, for a variety of rea-
sons, not all losses are immediately known to the Company and, of
those that are known, the full extent of the loss may not be quan-
tifiable at that point in time. The balance of the Company’s
Allowance for Loan Losses is meant to be an estimate of these
unknown but probable losses inherent in the portfolio.

The Company’s written lending policies, along with applicable
laws and regulations governing the extension of credit, require risk
analysis as well as ongoing portfolio and credit management
through loan product diversification, lending limits, ongoing credit
reviews both internal and external along with approval policies
prior to funding of any loan. The Company manages and controls
credit risk through diversification, close monitoring of any portfo-
lio concentrations, loan limits to individuals and reviewing histori-
cal losses incurred by the Company. Loans that are performing
but have shown some signs of weakness are subjected to more
stringent reporting and oversight. Management has established a
monitoring system for any concentration within the portfolio.
Currently monitoring controls are in place for commercial real
estate loans.

The existing portfolio consists of commercial loans to businesses,
both commercial and residential real estate loans and consumer
products. The portfolio contains variable rate loans as well as loans
with rates fixed for up to ten years. Fixed rate loans primarily are
associated with real estate lending.

As of December 31, 2001, loans increased $34 million, a 22%
increase over that of 2000. On an average balance basis the
Company’s loan portfolio increased $33 million over the average
balance in 2000. In 2000, average balances increased from the
prior year by 28% or $30 million. The increase in 2001 was due to
strong loan demand for commercial real estate loans along with an
aggressive calling program.

Management recognizes that the estimation of probable loss in the
portfolio is not a science and therefore the current Allowance for

o

Loan Losses is not expected to be equal to the result of the assess-
ment. It is expected, however, that the assessment will demon-
strate that the actual reserve is adequate for coverage of probable
loan losses in the existing portfolio. To the extent that the current
allowance is deemed insufficient to cover the estimate of unidenti-
fied losses, Management will record an additional provision for loan
loss. If the allowance is greater than appears to be required at that
point in time, the provision expense may be adjusted accordingly.

Assessment of the Adequacy of the Allowance for Loan Losses and
the Allocation Process

The Company formally assesses the adequacy of the allowance on
a quarterly basis. Determination of the adequacy is based on ongo-
ing assessments of the probable risk in the outstanding loan port-
folio and, to a lesser extent, the Company’s off balance sheet com-
mitments. These assessments include periodic re-grading of cred-
its based on changes in their individual credit characteristics
including delinquency, seasoning, recent financial performance of
the borrower, economic factors, changes in the interest rate envi-
ronment, growth of the portfolio as a whole or by segment and
other factors as warranted. Loans are initially graded when origi-
nated. They are re-graded as they are renewed, when there is a
new loan to the same borrower, when identified facts demonstrate
heightened risk of nonpayment or if they become delinquent on a
frequent basis. Re-grading of problem loans will occur at least
monthly. Confirmation of the quality of the grading process is
obtained by independent credit reviews conducted by consultants
specifically hired for this purpose and by regulatory examiners.

The Company evaluates individual loans that meet the its criteria
(loans over $50,000 and graded substandard or lower) to deter-
mine if impaired and to establish a specific allowance as necessary.
The Company establishes percentage allowance requirements for
all other loans, according to their classification as determined by
the Bank’s internal grading system. These loans are identified
through the following categories:

Watch These loans are not classified, but they contain
potentially unsatisfactory characteristics.

Special Mention These assets constitute an undue and unwar-
ranted credit risk, but not to the point of justi-
fying a classification to substandard.

Substandard These are loans inadequately protected by cur-
rent sound worth, paying capacity of the bor-
rower or pledged collateral. Substandard loans
normally have one or more well-defined weak-
nesses that could jeopardize the repayment of

the debt.

Doubtful The possibility of loss is extremely high, but
because of certain important and reasonably
specific pending factors which may work to the
advantage and strengthening of the asset, writ-
ing down the loan and recognizing the loss is
deferred until its more exact status may be
determined.

The above, along with specific allocations for concentrations in real
estate, off balance sheet, etc., are taken into consideration when
evaluating the Company’s allowance for loan losses.
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As of December 31, 2001 the allowance for loan losses of
$2,717,249 represented 1.46% of loans outstanding. This com-
pared with an allowance balance of $2,268,048 December 31,
2000, representing 1.49% of loans outstanding. During 2001, 2000
and 1999 $447,000, $385,000 and $240,000, respectively was

charged to expense for the provision for loan losses.

Non Performing Loans

The Company’s policy is to place loans on nonaccrual status when,
for any reason, principal or interest is past due for ninety days or
more unless it is both well secured and in the process of collection.
Any interest accrued, but unpaid, is reversed against current
income. Thereafter, interest is recognized as income only as it is

collected in cash. As of December 31, 2001 and 2000 there were

. no nonaccrual loans.

Historical Loan Loss & Recovery Experience

Solano Banl The Vintage Banl Consolidated
2001 2000 2001 2000 2001 2000
Losses $0 $0 $4,105 $105,508 $4,105 $105,508
Recoveries 0 0 6,306 1,625 6,306 1,625
Net loss (recovery) 0 0 {2,201) 103,883 (2,201) 103,883
Loan loss reserve 112,000 25,000 2,605,249 2,243,048 2,717249 2,268,048
% of reserve charge-off 0.000% 0.000% -0.001% 0.046% -0.001% 0.046%
Loan portfolio $25,827435 $2,138,063 $160438,115 $150,137,778 $186,265,550 $152,275,871
% of reserve to portfolio 43% 1.17% 1.62% 1.49% 1.46% 1.49%
There have been no transactions in the past year to impact the allo- Noninterest Expense
cation for loan loss. The increased allocation is due primarily to Details of noninterest expense are as follows:
overall growth in the loan portfolio and related inherent risk of )
loss. Recoveries for 2001 out paced charged off loans within the (In 000)
portfolio for The Vintage Bank. Solano Bank, as a new company, 2001 2600 1999
has sustained no losses since opening for business July 2000. The
Company reports minimal historical loss of $103,883 for the year Salaries & benefits $6.,349 $4574  $3,497
2000. Occupancy 854 655 401
Conclusion Equipment/data processing 1,451 747 463
Based on the current conditions of the loan portfolio, Management Other 8,300 2,607 2,135
’ Total $11,954 $8,583 $6,496

- believes that the $2,717,249 allowance for loan losses at

December 31, 2001 is adequate to absorb probable losses inherent
in the Bank’s loan portfolio. No assurance can be given, however,
that adverse economic conditions or other circumstances will not
result in increased losses in the portfolio.

Noninterest Income
Noninterest income was $2,690,637 in 2001

Salaries and benefits expense increased 39% and 31% in 2001 and
2000, respectively, from the previous year. The increases were pri-
marily due to increases in the number of full-time equivalent
employees, which has increased from approximately 79 at year-end
1999 to 131 at yearend 2001. The increase was primarily the
result of opening Selano Bank and new

compared with $2,140,266 in 2000 and
$1,777,144 in 1999. The 26% increase in 2001
was primarily due to realizing net gains on the
sale of investment securities. Fee income from -
service charges on deposit accounts increased ¥
24% or $229,270 from the previous year com-
pared with a decrease of 2% in 2000. The
decrease in 2000 was due primarily to a fee
"grace period" and waivers associated with a

branches throughout the Company. It is
anticipated that full-time equivalents will
increase by approximately 5 during the year
2002 due to additional new branch openings.

The 30% increase in occupancy expense dur-
ing 2001 compared with 2000 was primarily
in rent and depreciation associated with
opening three branches of Solano Bank.
Occupancy expense is expected to increase

major systems conversion.

approximately 30% in the year 2002 com-
pared to 2001 due to the anticipated opening of three new offices.

Equipment and Data Processing expense increased 94% in 2001
compared with 2000. The increase was primarily due to an
increase in depreciation expense resulting from accelerated depre-
ciation on its host banking system in anticipation of a host system
change during 2002. Equipment is depreciated over periods of
three to five years.
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Major anticipated capital purchases during 2002 include software
for a new host banking system, leasehold improvements to new
branch locations, some remodel of existing offices, additional
equipment and furniture needed to equip new offices.
Expenditures in these areas are anticipated to total approximately
$1,750,000. All other anticipated expenditures for equipment dur-
ing 2002, including routine purchases of vehicles and miscella-
neous equipment, are expected to total less than $400,000. The
financial impact of these capital expenditures, if all are made, will
be to increase monthly depreciation expense by approximately
$35,000.

The key components of other expenses are as follows:
(In 000’)
2001 2000

Professional services $755 $547
Business promotion 379 434
ATM expenses 222 167
Stationery & supplies 274 259
Insurance m 76
Other 1,559 1,124

Total $3,300 $2,607

BALANCE

Professional services increased 38% in 2001 compared with 13% in
2000; the increase in 2001 was primarily due to increased legal fees
associated with purchases of real estate and increases in fees for
audits. Business promotion expense decreased 13% in 2001 com-
pared with 2000 and increased 32% when comparing 2000 to
1999; these variations were primarily the result of increased mar-
keting expenditures associated with the opening of Solano Bank in
2000. ATM expense increased 33% in 2001 compared with 2000;
the increase is primarily due to an increase in the number of ATM’s
the Company operates. Stationery and supplies expense increased
6% and 30% in 2001 and 2000, respectively, reflecting overall vol-
ume increases and costs associated with the system conversion and
opening Solano Bank in July, 2000. Insurance rates increased 46%
and 19% in 2001 and 2000, respectively; these increases are con-
sistent with increases in volumes and number of locations. Other
expenses increased 39% and 25% in 2001 and 2000, respectively,
primarily due to increased expenses in telephone, postage, courier
services, conferences and other miscellaneous expenses.

The Company reported a provision for income taxes of
$1,687,171 $1,647,347 and $1,650,000 for years 2001, 2000 and
1999, respectively. These provisions reflect accrual for taxes at the
applicable rates for Federal and California State income taxes
based upon reported pre-tax income, and adjusted for the benefi-
cial effect of the Company's investment in qualified municipal
securities. The Company has not been subject to an alternative
minimum tax (AMT).

SHEET

Total assets as of December 31, 2001 were $326,805,690 com-
pared with $247,469,066 and $197,106,319, as of year-end 2000
and 1999, respectively, representing a 32% increase in 2001 and a
26% increase in 2000. Total deposits grew $75,803,334 to
$292,441,196 in 2001, representing a 35% increase, compared
with a 26% increase in 2000. Total loans, net of allowance for loan
losses, grew $33,540,508 to $183,548,301 in 2001, representing a
22% increase compared with a 25% increase in 2000. Investment
securities increased from $59,604,457 at year-end 2000 to
$86,119,716 in 2001, a 44% increase, compared with an increase
of 5% during 2000.

Liquidity and Capital Adequacy

The Company’s liquidity is determined by the level of assets (such
as cash, federal funds sold and marketable securities together with
other funding sources) that are readily convertible and other fund-
ing sources to meet customer withdrawal and borrowing needs.
The Company’s liquidity position is reviewed by management on
a regular basis to verify that it is adequate to meet projected loan
funding and potential withdrawal of deposits. The Company has a
comprehensive Asset/Liability Management and Liquidity Policy
that it uses to determine adequate liquidity.

Securities classified as "Held-to-Maturity" are reported at amor-
tized cost, and "Available-for-Sale" securities are reported at fair
value with unrealized gains and losses excluded from earnings and
reported as a separate component of accumulated other compre-
hensive income. As of December 31, 2001, "Held-to-Maturity"
securities had an amortized cost of $1,313,871 and "Available-for-
Sale" securities had a fair value of $83,564,595 with an unrealized

gain, net of income taxes, of $553,263 reflected as a component of
accumulated other comprehensive income in the shareholders’
equity section of the Balance Sheet. The Company owns equity
securities carried at a cost of $1,241,250.

The Company also has available funding from other sources such
as the Federal Home Loan Bank and federal fund lines of credit. As
of December 31, 2001, the Company had approximately $94 mil-
lion available from these sources for borrowing. The Company
relies on these funding sources to assist in funding loans when loan
demand outpaces deposit growth. Additionally the Company has
a $1,846,154 unsecured loan which matures October, 2003. The
loan is a variable rate loan tied to a reference rate consistent with
the prime rate with principal and interest payments due quarterly.

At year-end 2001 liquid assets (defined as cash, Federal funds sold,
deposits in other financial institutions and securities categorized as
available-for-sale) represented 37% of total assets, as compared
with 33% as of year-end 2000. The level of liquid assets at
December 31, 2001 exceeds the liquidity required by the
Company's liquidity policy. Management expects to be able to
meet the liquidity needs of the Company during 2002 primarily
through balancing loan growth with corresponding increases in
deposits.

The Company is contemplating issuing trust preferred securities
during the year 2002. Issuing these securities, which have both
equity and debt characteristics, would increase the Company’s lig-
uidity ratios. Other anticipated impacts of a trust preferred issue
would be increases in capital ratios and interest expense. The
impact on net interest income would depend on the uses for funds
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from the issue. Possible uses for the funds include equipment pur-
chases, debt retirement, investments, acquisitions, capital injections
into subsidiaries, purchase of Company stock or any combination
of these alternatives.

Interest Rate Sensitivity
The following table sets forth the repricing opportunities for rate-
sensitive assets and rate-sensitive liabilities at December 31, 2001.

Rate sensitivity analysis usually excludes Noninterest-bearing
demand deposits. Including these deposits, which totaled
$77,117,476, would result in a significant shift in the gap position.
Rate-sensitive assets and rate-sensitive liabilities are classified by
the earliest possible repricing date or maturity, whichever comes
first,

3 Months
or Less

Interest rate-sensitive assels:
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Loans, gross $64,367
Interest-bearing deposits in

Other banks 0

i Investment securities 1,013

;&? Federal funds sold 18,000

2 Total 83,380

:@: Interest rate-sensitive liabilities:

g Interest-bearing demand

B deposits 116,809
E Time deposits >$100,000 19,260
!“, Other time deposits 13,108
H Savings deposits 20,889
m:% Long-term borrowings 1,846
5 Total $172,002

Interest rate sensitivity gap (588,622)

Ratio of interest rate sensitivity to earning assets -30.51%

(In 000’s)

Over 1 Yr.
To 5 Yis.

Qver
5 Years

Over 3 Mos.
To1Yr

Total

$12,234 $69,134 $40,531 $186,266
100 0 0] 100
14,878 25,835 44394 86,120
0 0 0 18,000
27,212 94,969 84,825 280,486

0 0 0 116,809
14,545 3,912 : 507 38,224
20,770 4,168 1,266 39,402

0 0 0 20,889

0 0 0 1,846

$35,315 $8,080 1,773 $217170

($8,103) $86,889 $83,152 $73,316

-2.79% 29.91% 28.63%

This table indicates that the Company has a "negative” GAP for
twelve months into the future and a "positive" GAP beyond. The
implication is that during the negative GAP "horizon" Company
earnings will increase in a falling interest rate environment, as
interest rates on interest-bearing liabilities reprice downward more
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ceding table using traditional GAP analysis. As of December 31,
2001, the analysis indicates that our net interest income for the
next 12 months would increase $76,000 or .53% if rates increase
100 basis points, and decrease $96,000 or .67% if rates
decreasel00 basis points.

The Company utilizes a simulation model as

aé rapidly than rates on earning assets; converse- He C ’ cal rati o rel
| ly, earnings would decline in a rising rate envi- T el ompceltny s capital ratios remame(:i reha};
= | ronment. This traditional analysis does not tively steady during 2001 compared wit
o | recognize or assume any "lag" in interest rate 2000 leveyls. As Of December ,31' 2901’ _the
= | changes on earning assets and interest-bearing Cpmpany 5 tOFal r1sk.-based capital ratio, Tier I
i@ liabilities, and it assumes that all earning assets e risk-based capital ratio and leveragfe ratio were
jﬁ and interest-bearing liabilities reprice to the T Lot 13.2%, lZ.l}% and' 9.2%, respectively. These
E | same absolute degree regardless of the mix of ' el compare with ratios of 14.9%, 13.7% and
earning assets and interest-bearing liabilities. * S S 10.8% as of December 31, 2000.

In January, 2002, the Company declared a 5%

its primary tool for asset/liability manage-

stock dividend and a $.20 per share cash div-
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ment. This model considers the effects of lags
and different ranges of interest rate changes among various classes
of earning assets and interest-bearing liabilities following a 1% or
2% change in the Fed Funds rate, and produces a more accurate
projection of the impact changing interest rates will have on the
Company. Based on the model, the Company is slightly asset sen-
sitive, as opposed to being liability sensitive as indicated by the pre-
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idend for shareholders of record as of March
4, 2002. The stock dividend will affect the Company’s capital and
its capital ratios only to the extent that cash is distributed in lieu
of fractional shares. Accordingly, the stock dividend will not mate-
rially impact the Company’s overall capital. The cash dividend will
total approximately $400,000, equating to a reduction in the
Company'’s leverage ratio of approximately .01%.
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North Bay Bancorp

DESCRIPTION OF

OPERATIONS

North Bay Bancorp (Bancorp) is a California corporation organized
November 1, 1999 and is registered with the Board of Governors
of the Federal Reserve System as a financial holding company
under the Bank Holding Company Act of 1956, as amended. The
Vintage Bank is a wholly-owned subsidiary of the Bancorp, organ-
ized as a state chartered Bank in 1984; Solano Bank is also a whol-
ly-owned subsidiary of the Bancorp, organized as a state chartered
Bank in 2000. The Vintage Bank engages in the commercial bank-
ing business in Napa County from its main banking office located
at 1500 Soscol Avenue, Napa, California. The Vintage Bank has
three other business locations, one located in the Brown's Valley
Shopping Center at 3271 Brown’s Valley Road, Napa, California,
3626 Bel Aire Plaza, Napa, California and one at 1065 Main Street
in St. Helena, California opened on January 31, 2002. The Vintage
Bank also has a remote ATM at 6498 Washington Street,

SECURITIES OF THE

Yountville, California. Solano Bank, organized as a state chartered
Bank in July, 2000, also engages in the commercial banking busi-
ness in Solano County from its main banking office located at 403
Davis Street, Vacaville, California. Solano Bank has three other
business locations, one located at 1100 Texas Street, Fairfield,
California, one at 1395 E. Second Street, Benicia, California and a
fourth branch located at 976 Admiral Callahan Lane, Vallejo,
California opened January 16, 2002. The Banks conduct commer-
cial banking business, offering a full range of commercial banking
services to individuals, businesses and agricultural communities of
Napa and Solano Counties. The Banks emphasize their retail com-
mercial banking operations and accept checking and savings
deposits, issues drafts, sells traveler’s checks and provide other cus-
tomary banking services.

HOLDING COMPANY

The Company’s outstanding securities consist of one class; com-
mon stock of which there were 1,960,902 shares outstanding at
March 4, 2002, held by 1,051 shareholders of record. The
Company’s common stock is traded over-the-counter and is quot-
ed on the OTC "Bulletin Board" under the symbol NBAN. The firm
of Hoefer & Arnett serves as the primary market maker in the
Company'’s stock.

The following table (adjusted for the 2001 and 2002 stock divi-
dends) summarizes the common stock high and low bid prices
based upon transactions of which the Company is aware:

Quarier ended High Low

March 31, 2000
June 30, 2000
September 30, 2000
December 31, 2000
March 31, 2001
June 30, 2001
September 30, 2001
December 31, 2001

$22.68
20.64
20.41
19.50
19.95
19.05
19.53
19.52

$1723
1791
18.59
18.59
1723
18.10
18.10
18.10

There may be other transactions of which the Company is not
aware and, accordingly, they are not reflected in the range of actu-
al sales prices stated. Further, quotations

The Company paid cash dividends of $0.20 per share in each of
the years 2001 and 2000. The holders of common stock of the
Company are entitled to receive cash dividends when and as
declared by the Board of Directors out of funds legally available.
Federal Reserve Board regulations prohibit cash dividends, except
under limited circumstances, if the distribution would result in a
withdrawal of capital or exceed the Company’s net profits then on
hand after deducting its losses and bad debts. Furthermore, cash
dividends cannot be paid without the prior written approval of the
Federal Reserve Board if the total of all dividends declared in one
year exceeds the total of net profits for that year plus the preced-
ing two calendar years, less any required transfers to surplus under
state or federal law. The shareholders right to receive dividends is
also subject to the restrictions set forth in the California General
Corporation Law. The Corporation Law provides that a corpora-
tion may make a distribution to its shareholders if the corporation's
retained earnings equal at least the amount of the proposed distri-
bution. The Corporation Law further provides that, in the event
that sufficient retained earnings are not available for the proposed
distribution, a corporation may nevertheless make a distribution to
its shareholders if it meets two conditions, which generally stated
are as follows: (1) The corporation's assets equal at least 1.25 times
its liabilities; and (2) the corporation's current assets equal at least
its current liabilities or, if the average of the corporation's earnings
before taxes on income and before interest expense for the two

preceding fiscal years was less than the aver-

reflect inter-dealer prices without retail mark-
up, mark-down or commission and may not

represent actual transactions. Additionally,
since trading in the Company’s common
stock is limited, the range of prices stated are
not necessarily representative of prices that
would result from a more active market.

age of the corporation's interest expense for
such fiscal years, then the corporation's cur-
rent assets must equal at least 1.25 times its
current liabilities. As of December 31, 2001,
the Company had retained earnings of
$7,453,716 eligible for dividends.
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CONSOLIDATED BALANCE SHEETS

December 31, 2001 and 2000

ASSETS

CASH AND DUE FROM BANKS
FEDERAL FUNDS SOLD
Cash and cash equivalents

TIME DEPOSITS WITH OTHER
FINANCIAL INSTITUTIONS
INVESTMENT SECURITIES:
Held-to-maturity
Available-for-sale
Equity securities
TOTAL INVESTMENT SECURITIES
LOANS, net of allowance for loan losses of
$2,717.249 in 2001 and $2,268,048 in 2000
BANK PREMISES AND EQUIPMENT, net
INTEREST RECEIVABLE AND OTHER ASSETS

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

DEPOSITS:
Non-interest bearing
Interest-bearing

Total deposits

LONG-TERM DEBT

INTEREST PAYABLE AND QTHER LIABILITIES
Total liabilities

COMMITMENTS AND CONTINGENT LIABILITIES (Note 5)

SHAREHOLDERS' EQUITY:

Preferred stock, no par value - Authorized 500,000 shares;
Issued and outstanding - None

Common stock, no par value - Authorized 10,000,000 shares;
Issued and outstanding - 1,960,902 shares in 2001
and 1,850,445 shares in 2000

Retained earnings

Accumulated other comprehensive income
Total shareholders' equity

Total liabilities and shareholders' equity

The accompanying notes are an integral part of these statements.

2001

$19,310,919
18,000,000
37,310,818

100,000
1,313,871
83,564,595
1,241,250
86,118,716
183,548,301
9,328,592
10,398,162

$326,805,690

$77117476
215,323,720
292,441,196
1,846,154

2,538,710

296,826,060

21,972,651
7453716
553,263
298,979,630

$326,805,690

$15,881,119
9,475,000
25,356,119

100,000
1,353,119
57,019,638
1,231,800
59,604,457
150,007,793
5241687
7,159,010

$247469,066

$60,675,518
155,962,344
216,637862

2,769,231

1,425,589

220,832,682

19,801,538
6,752,673
82,173
26,636,384

$247,469,066




North Bay Bancorp

CONSOLIDATED INCOME STATEMENTS

For the Years Ended December 31, 2001, 2000 and 1999

2001 2000 1998
INTEREST INCOME: )

Interest and fees on loans $15,318,956 $12,927364 $9,818,961
Interest on federal funds sold 1,012,299 520,563 192,223
Interest on investment securities - taxable 3,394,718 2,572,133 2,980,760
Interest on investment securities - tax exempt 574,556 674,823 689,683
Interest on time deposits with other
financial institutions 6,862 5558 6,947
Total interest income 20,307,391 16,700,441 13,688,574

INTEREST EXPERNSE:

Interest on interest-bearing
transaction deposits 2,164,149 1,655,546 1,338,642
Interest on time and savings deposits 3,652,246 3,720,455 2,828,380
Interest on long-term debt 168,128 146,905 0
Interest on short-term borrowings 2,631 89,427 197,069
Total interest expense , 5,887,154 5,612,333 4,364,091

Net interest income 14,420,237 11,088,108 ’ 9,324,483

PROVISION FOR LOAN LOSSES 447000 385,000 240,000

Net interest income after
provision for loan losses 13,973,237 10,703,108 8,084,483

NONINTEREST INCORE:

Service charges on deposit accounts 1,185,183 955913 978,858
Gain (loss) on securities transactions, net 325456 (2,535) 9,753
Other 1,179,098 1,186,888 788,533

Total noninterest income 2,690,637 2,140,266 1,777,144

NONINTEREST EXPENSE:

Salaries and related benefits 6,349,222 4573957 3,496,938
Occupancy 854,163 654,773 401,243
Equipment 1,451,276 747078 462,579
Other 3,299,876 2607634 2,135,480

Total noninterest expense 11,954,537 8,583,442 6,496,250

Income before provision for income taxes 4,709,337 4,259,932 4,365,377
PROVISION FOR INCOME TAXES 1,687,171 1,647347 1,650,000

NET INCOME $3,022,166 $2,612,585 $2,715,377

BASIC EARNINGS PER SHARE: $1.47 $1.35 $1.54

DILUTED EARNINGS PER SHARE: $1.46 $1.33 $1.50

The accompanying notes are an integral part of these statements.
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For the Years Ended December 31, 2001, 2000 and 1999

D STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

BALANCE, DECEMBER 31, 1998

Stock dividend
Cash dividend
Comprehensive income:
Net income
Other comprehensive loss, net of tax:

Common Shares
Qutstanding

1,437,481

71,442

Cumulative effect of change in accounting principle

Change in net unrealized loss on
available-for-sale securities, net of tax and
reclassification adjustment

Total other compreshensive loss
Comprehensive income

Stock options exercised

BALANCE, DECEMBER 31, 1999

Stock dividend
Cash dividend
Comprehensive income:
Net income
Other comprehensive income, net of tax:
Change in net unrealized gain on
available-for-sale securities, net of tax and
reclassification adjustment
Comprehensive income
Issuance of common stock,
net of issuance expenses of $132,561

Stock options exercised
BALANCE, DECEMBER 31, 2000

Stock dividend
Cash dividend
Comprehensive income:
Net income
Other comprehensive income, net of tax:
Change in net unrealized gain on
available-for-sale securities, net of tax and
reclassification adjustment
Comprehensive income
Stock options exercised
BALANCE, DECEMBER 31, 2001

27635
1,536,568

76,509

227273

10,095
1,850,445

92,307

18,150
1,860,802

The accompanying notes are an integral part of these statements.

Common
Stock

$11,003,574

1,571,724

317891
2,893,189

1,912,725

4,867,445

128,179
19,801,538

1,038,447

232,666
$21,972,651

Retained
Earnings

$5,521,351

(1,581,240)
(287498)

2715377

6,367,990

(1,920,588)
(307,314)

2,612,585

6,752,673

{1,949,743)
(371,380)

3,022,166

$7453,716

Accumulated
Other
Comprehensive
Income (Loss)

$385,106

(1,555,794)

(1,170,688)

1,252,861

82,173

471,090

$553,263

Total
Shareholders'
Equity

$16,910,031

(9,516)
(287.498)

$2,715,377

(154,379)

(1,655,794)

317891
18,080,491

(7863)
(307314)

2612585

1,252,861

4,867445

128,179
26,636,384

(11,296)
(371,380)

3,022,166

471,090

232,666
$29,979,630

Comprehensive
Income

$2,715,377

(1,401,415)

{1,555,794)

$1,313,962

$2,612,585

1,252,861
$3,865,446

$3,022,166

471,090
$3,493,25¢




North Bay Bancorp

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2001, 2000 and 1999

(In 000's)

2001
Cash Flows From Operaling Activities:

Net income $3,022
Adjustments to reconcile net income to net cash

provided by operating activities:
Depreciation and amortization 1,352
Provision for loan losses 447
Amortization of deferred loan fees {471)
Amortization (accretion) of investment securities

premiums (discounts), net 121
Provision for deferred income taxes (308)
Losses (gains) on sale or retirement of capital assets 0
Gain on securities transactions (325)
Changes in:

Interest receivable and other assets (3,265)

Interest payable and other liabilities 1,150

Total adjustments (1,289)

Net cash provided by operating activities 1,723

Cash Flows From [nvesting Activities:

Investment securities held to maturity:

Proceeds from maturities and principal payments 39 37 10

Purchases 0 0 ( 1,400)
Investment securities available for sale:

Proceeds from maturities and principal payments 25,981 8,880 15,304

Proceeds from sales and recoveries 12,228 5,156 1,008

Purchases (63,745) (14,577) (12,062)
Equity securities:

Proceeds from sales 31 0 0

Purchases (40) (307) (148)
Proceeds from sale of time deposits with other financial institutions 0 0 100
Net increase in loans (33516) (29,939) (25,369)
Sale and disposition of capital assets 42 0 22
Capital expenditures (5,481) (3,006) (517)

Net cash used in investing activities (84,461) ( 33,756) (23,052)

Cash Flows From Financing Activities:

Net increase in deposits 75,803 44,258 10,207
Increase (decrease) in short-term borrowings 0 (5,000) 5,000
Increase in long-term borrowings 0 3,000 0
Re-payment of long-term borrowings {923) {231) 0
Stock options exercised 196 102 236
Stock issued, net of costs 0 4,867 0
Dividends (383) (315) (297)

Net cash provided by financing activities 74,693 46,681 15,146
Net increase (decrease) in cash and cash equivalents 11955 15,390 (4,436)

Cash and cash equivalents at beginning of year 25,356 9,966 14,402
Cash and cash equivalents at end of year $37,311 $25,356 $9,366

Supplemental Disclosures of Cash Flow Information:
Interest paid : $5,622 $6,370 $4.149
Income taxes paid $1,448 $1,738 $1,306
Retirement of fixed assets ‘ $139 $1,044 $0

The accompanying notes are an integral part of these statements.
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NOTES TO FINANCIAL STATEMENTS

December 31, 2001, 2000 and 1999

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

North Bay Bancorp (Bancorp) is a registered financial holding com-
pany headquartered in Napa, California, established on November
1,1999. Bancorp’s principal line of business is serving as a holding
company for The Vintage Bank and Solano Bank (the Banks), both

Loans on which the accrual of interest has been discontinued are
designated as nonaccrual loans. The Company's policy is to place
loans on nonaccrual status when management believes the bor-
rower’s financial condition, after giving consideration to economic
and business conditions and collection efforts, is such that the pre-

California state chartered banks. The Banks

sumption of collectibility of interest no longer

operate four offices in the California county
of Napa and four offices in the California
county of Solano. The Banks offer a full range

of commercial banking services to individuals

is prudent. When a loan is placed on nonac-
crual status, any accrued and unpaid interest
receivable is reversed and charged against cur-
rent earnings. In determining income recogni-

and the business and agricultural communi-
ties. Most of the Banks’ customers are retail e
customers and small to medium-sized busi-
nesses.

The consolidated financial statements of

tion on loans, generally no interest is recog-
nized with respect to loans on which a default
of interest or principal has occurred for a peri-
od of 90 days or more.

The Banks define a loan as impaired when it

is probable the Banks will be unable to collect

Bancorp and the Banks ({collectively the
Company) are prepared in conformity with accounting principles
generally accepted in the United States and general practice with-
in the banking industry. The more significant accounting and
reporting policies are discussed below.

Principles of Consolidation The consolidated financial statements
include the accounts of Bancorp and the Banks. All material inter-
company transactions and accounts have been eliminated in con-
solidation.

Use of estimates in the preparation of financial statements The
preparation of financial statements in conformity with generally
accepted accounting principles in the United States requires man-
agement to make estimates and assumptions that affect the report-
ed amounts of assets, liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the report-
ed amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Investment securities Investments in debt and equity securities are
classified as "held-to-maturity" or "available-for-sale”. Investments
classified as held-to-maturity are those that the Company has the
ability and intent to hold until maturity and are reported at cost,
adjusted for the amortization or accretion of premiums or dis-
counts. Investments classified as available-for-sale are reported at
fair value with unrealized gains and losses net of related tax, if any,
reported as other comprehensive income and are included in
shareholders’ equity.

Premiums and discounts are amortized or accreted over the life of
the related investment security as an adjustment to yield using the
effective interest method. Dividend and interest incomes are rec-
ognized when earned. Realized gains and losses are computed on
the specific identification method. Securities with unrealized loss-
es judged by the Company to be other than temporary are written
down in the period such a determination is made.

Loans Loans are stated at the principal amount outstanding net of
unearned income. Nonrefundable loan origination fees and loan
origination costs are deferred and amortized into income over the
contractual life of the loan. The majority of the Company’s inter-
est income is accrued on a simple interest basis.

all amounts due according to the contractual terms of the loan
agreement. Impaired loans are measured based on the present
value of expected future cash flows discounted at the loan’s origi-
nal effective interest rate or based on the loan’s observable market
price or the fair value of the collateral if the loan is collateral
dependent. When the measure of the impaired loan is less than the
recorded investment in the loan, the impairment is recorded
through a valuation allowance.

Allowance for loan losses The Banks maintain an allowance for
loan losses at a level considered adequate to provide for probable
losses inherent in the existing loan portfolio. The allowance is
increased by provisions for loan losses and reduced by net charge-
offs. The allowance for loan losses is based on estimates, and ulti-
mate losses may vary from current estimates. These estimates are
reviewed periodically and, as adjustments become necessary, they
are reported in earnings in the periods in which they become
known. The Banks make credit reviews of the loan portfolic and
consider current economic conditions, historical loan loss experi-
ence, and other factors in determining the adequacy of the
allowance.

Other real estate owned Other real estate owned represents real
estate acquired through foreclosure and is carried at the lower of
cost or fair value less estimated selling costs.

Premises and equipment Premises, leasehold improvements, fur-
niture, fixtures and equipment are carried at cost net of accumu-
lated depreciation and amortization, which are calculated on a
straight-line basis over the estimated useful life of the property or
the term of the lease (if less). Premises are depreciated over 40
years, furniture and fixtures are depreciated over five to 15 years,
and equipment is generally depreciated over three to five years.

Income taxes For financial reporting purposes, the Company
records a provision for income taxes using the liability method. A
deferred tax liability or asset is recorded for all temporary differ-
ences between financial and tax reporting. Deferred tax expense or
benefit results from the net change during the year of the deferred
tax assets and liabilities. The measurement of tax assets and liabil-
ities is based on the provisions of enacted tax laws.
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North Bay Bancorp

Statements of cash flows The Company defines cash, due from
banks, and federal funds sold as cash and cash equivalents for the
statements of cash flows.

Stoclk-based compensation The Company uses the intrinsic value
method to account for its stock option plans {in accordance with
the provisions of Accounting Principles Board Opinion No. 25).
Under this method, compensation expense is recognized for
awards of options to purchase shares of common stock to employ-
ees under compensatory plans only if the fair market value of the
stock at the option grant date (or other meas-

Comprehensive income For the Company, comprehensive income
includes net income reported on the income statement and
changes in the fair value of its available-for-sale investments
reported as other comprehensive income.

Accounting and reporting changes Financial Accounting Standards
Board SFAS No. 133; "Accounting for Derivative Instruments and
Hedging Activities" (as amended by SFAS No. 137 and SFAS No.
138), established accounting and reporting standards for derivative
instruments, including certain derivative instruments embedded in
other contracts and for hedging activities. It

urement date, if later) is greater than the
amount the employee must pay to acquire
the stock. Statement of Financial Accounting
Standards No. 123 (SFAS 123), "Accounting
for Stock-Based Compensation”, permits
companies to continue using the intrinsic-
value method to account for stock option
plans or adopt a fair value based method. The
fair value based method results in recognizing

requires that an entity recognize all deriva-
tives as either assets or liabilities in the state-
ments of financial position and measures
those instruments at fair value.

Effective July 1, 1999, the Company adopted
SFAS 133. The adoption of SFAS 133 did not
materially impact the Company’s financial
position or results of operations. The
Company does not currently utilize derivative

as expense over the vesting period the fair

value of all stock-based awards on the date of
grant. The Company has elected to continue to use the intrinsic
value method and the pro forma disclosures required by SFAS 123
using the fair value method are included in Note 15.

Earnings per common share Basic Earnings per Share is computed
by dividing net income by the weighted average common shares
outstanding. Diluted EPS is computed by dividing net income by
weighted average common shares outstanding including the dilu-
tive effects of potential common share (e.g. stock options).

instruments in its operations and does not
engage in hedging activities. Under the provisions of SFAS No.
133, and in connection with its adoption, the Company reclassified
investment securities carried at $13,506,000 with a fair value of
$13,242,000 from the held-to-maturity classification to the avail-
able-for-sale classification. As a result of this transfer, an unrealized
loss of $154,000, net of tax, was recognized in 1999's other com-
prehensive income as a cumulative effect of change in accounting
principle.
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(2) INVESTMENT SECURITIES

The amortized cost and estimated fair value of investments in debt and equity securities are summarized in the following tables. Included
in the tables are equity securities that do not have readily determinable fair values because ownership is restricted and they lack a market.
These securities are carried at cost and consist of Federal Reserve and Federal Home Loan Bank stock.

The amortized cost and estimated fair value of investment securities at December 31, 2001 are as follows:

Gross Gross
Amorlized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Held-to-maturity:
Municipal securities $1,313,871 $0 $0 $1,313,871

Available-for-sale:

Securities of the U.S. Treasury

and other government agencies 24317312 248,983 0 24,566,295
Corporate debt securities 17257180 388,545 0 17645,725
Mortgage-backed securities 28,021,340 339,577 148,104 28,212,813
Municipal securities 13,021,881 163,199 45318 13,139,762
Total available-for-sale 82617713 1,140,304 193,422 83,564,595
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Equity securities 1,241,250 0 0 1,241,250

Total investments $85,172,834 $1,740,304 $193,422 $86,119,716

T E

The amortized cost and estimated fair value of investment securities at December 31, 2000 are as follows:

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
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Held-to-maturity:
Municipal securities 41,353,119 $0 $0 $1,353,119

Available-for-sale:

Securities of the U.S. Treasury

and other government agencies 5539,365 25714 26,499 5,538,580
Corporate debt securities 14,890,844 90,054 38,040 14,942,858
Mortgage-backed securities 23,885,783 162,395 137,324 23,910,854
Municipal securities 12,562,911 130,150 65,815 12,627246
Total available-for-sale 56,878,903 408,313 267,678 57,019,538

Equity securities 1,231,800 0 0 1,231,800
Total investments 859,463,822 $408,313 $267,678 $59,604,457

The following table shows the amortized cost and estimated fair value of investment securities by contractual maturity at
December 31, 2001:

Held-to-Maturity Available-for-Sale Equities
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Amortized Estimated Amortized Estimated Amortized Estimated
Cost Fair Yalue Cost Fair Value Cost Fair Yalue

Ei EEEEE.

Within one year $0 $0  $14221554  $14,337509 $0

After one but within five years 0 0 24,064,356 24511015 0

After five but within ten years 0 0 7860,376 7940425 0

Over ten years 1,313,871 1,313,871 8,450,087 8,562,833 0

Equity securities 0 0 0 0 1,241,250 1,241,250

Mortgage-backed securities 0 0 28,021,340 28,212,813 0 0
Total $1,313,871 $1,313,871 $82,617713 $83,564,595 $1,241,250 $1,241,250
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As of December 31, 2001 and 2000, securities carried at $1,035,000 and $502,500, respectively, were pledged to secure public deposits | §
as required by law.
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Total proceeds from the sale of securities available-for-sale during
2001 were $12,228,173. Gross gains of $325,456 were realized on
those sales.

Total proceeds from the sale of securities available-for-sale during
2000 were $5,150,683. Gross losses of $7,510 were realized on
those sales. The Company also recovered $4,975 on previously
charged off securities.

Total proceeds from the sale of securities available-for-sale during
1999 were $1,004,179. Gross gains of $4,752 were realized on
those sales. The Company also recovered $5,001 on previously
charged off securities.

(3) LOANS AND ALLOWANCE FOR LOAN LOSSES

tively:

Real estate loans

Installment loans

Construction loans

Commercial loans secured by real estate
Commercial loans

Less allowance for loan losses
Total

Changes in the allowance for loan losses are as follows:
2091
$2,268,048

447000
{4,105)

Balance, beginning of year
Provision for loan losses
Loans charged off
Recoveries of loans
previously charged off
Balance, end of year

6,306
$2,717,243

At December 31, 2001 and 2000, the loan portfolio consisted of the following, net of deferred loan fees of $903,748 and $779,290, respec-

2001 2000

$106,850,930
20,301,134
21,453,418
7930,041
29,730,027
186,265,550
2,717249
$183,548,301

$86,886,297
23,431,838
8,242,918
5,114,931
28,599,857
152,275,841
2,268,048
$150,007,783

There were no loans on nonaccrual status at December 31, 2001 or December 31, 2000. There was no interest foregone during 2001, 2000
or 1999. As of December 31, 2001 and 2000, there were no loans 90 days or more past due but still accruing interest.

2000 1992

$1,986,931
385,000
(105,508)

$1,751,603
240,000
(24,389)

1,625
$2,268,048

19,620
$1,986,931

As of December 31, 2001 and 2000 there were no impaired loans.
As of December 31, 1999 the Banks' recorded investment in
impaired loans was $1,084,740, and the related valuation
allowance was $231,737. This valuation allowance is included in
the allowance for loan losses on the balance sheet. The average
recorded investment in impaired loans was $0, $0 and $933,000
for the years ended December 31, 2001, 2000 and 1999, respec-
tively.

Interest payments received on impaired loans are recorded as
interest income unless collection of the remaining recorded invest-
ment is doubtful, in which case payments received are recorded as
reductions of principal. The Banks recognized interest income on
impaired loans of $0, $0 and $81,697 in 2001, 2000 and 1999,
respectively.
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(4) PREMISES AND EQUIPMERNT

Premises and equipment at December 31, 2001 and 2000 consisted of the following:

Cost

2001
Land $2,578,200
Premises 4,673,102
Furniture, fixtures and equipment 4,662,400

Leasehold improvements 893,174
Total $12,806,876

2000
Land $706,277
Premises 1,748,164
Furniture, fixtures and equipment 3,839,507

Leasehold improvements 1,171,259
Total $7,4€5,207

Depreciation and amortization expense, included in occupancy expense and equipment expense, was $1,351,536, $634,336 and $361,854

in 2001, 2000 and 1999, respectively.

Accumulated
Depreciation Net Book
& Amortizalion Value

$0 $2,578,200
629,978 4,043,124
2,539,237 2,123,163
309,069 584,105
$3,478,284 $9,328,582

$0 $706,277
439,054 1,309,110
1,549,377 2,290,130
235,089 936,170
$2,223,520 $5,241,687

(5) COMMITMENTS AND CONTINGENCIES

The Banks lease the premises for their various offices. Total rent on
such leases was $295,510, $270,154 and $138,654 in 2001, 2000
and 1999, respectively, and is included in occupancy and equip-
ment expenses. The total commitments under non-cancelable leas-
es are as follows:

Year Total

2002 $344,629
2003 481,888
2004 489,481
2005 438,034
2006 325,261
Thereafter 1,223,688

Total $3,302,981

(6) TIME DEPOSITS AND INTEREST ON TIME DERPOSITS

Time certificates of deposit in denominations of $100,000 or
greater were $38,223,872 and $23,996,758 at December 31, 2001
and 2000, respectively. Interest expense on these deposits was
$1,009,811, $1,188,766 and $813,293 for 2001, 2000 and 1999,
respectively.

At December 31, 2001, the scheduled maturities of time deposits
are as follows:

Year Total

2002 $67,772,004
2003 7,181,251
2004 948,974
2005 961,623
2006 758,313
2007 53,421

Total $77,625,586

(7) BORROWINGS

There were no short-term borrowings at December 31, 2001 or
December 31, 2000. Short-term borrowings consist primarily of
federal funds purchased and borrowings from the Federal Home
Loan Bank of San Francisco (FHLB). The Company maintains a
collateralized line of credit with the FHLB. Based on the FHLB
stock requirements at December 31, 2001, this line provided for
maximum borrowings of approximately $83 million; the Company
also has available unused lines of credit totaling $11 million for
Federal funds transactions at December 31, 2001.

The Company has an unsecured loan with Union Bank of
California. The balance at December 31, 2001 was $1,846,154.
The loan is a variable rate loan tied to a reference rate consistent
with the prime rate which was 4.75% at December 31, 2001.
Principal and interest payments are due quarterly on the loan and
matures October 3, 2003.




North Bay Bancorp

(8) FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK
The Banks make commitments to extend credit in the normal
course of business to meet the financing needs of their customers.
Commitments to extend credit are agreements to lend to a cus-
tomer as long as there is no violation of any condition established
in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a
fee. Since many of the commitments are expected to expire with-
out being drawn upon, the total commitment amount does not
necessarily represent future cash requirements.

The Banks are exposed to credit loss, in the event of nonperfor-
mance by the borrower, in the contract amount of the commit-
ment. The Banks use the same credit policies in making commit-
ments as they do for on-balance-sheet instruments and evaluate
each customer’s creditworthiness on a case-by-case basis. The
amount of collateral obtained, if deemed necessary by the Banks,
are based on management’s credit evaluation of the borrower.
Collateral held varies, but may include accounts receivable, inven-
tory, plant and equipment and real property.

The Banks also issue standby letters of credit, which are condition-
al commitments to guarantee the performance of a customer to a
third party. These guarantees are primarily issued to support con-
struction bonds, private borrowing arrangements and similar trans-
actions. Most of these guarantees are short-term commitments
expiring in decreasing amounts through 2002 and are not expect-
ed to be drawn upon. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loan
facilities to customers. The Banks hold collateral as deemed neces-
sary, as described above.

The contract amounts of commitments not reflected on the
Balance Sheet at December 31, 2001 were as follows:

Contractual Amounis
$58,443,000
$1,249,000

Loan commitments
Standby letters of credit

(9) CONCENTRATIONS OF CREDIT RISKS

The majority of the Banks’ loan activity is with customers located
in California, primarily in the counties of Napa and Solano.
Although the Banks’ have a diversified loan portfolio, a large por-
tion of their loans are for commercial property, and many of the
Banks’ loans are secured by real estate in Napa and Solano County.
Approximately 82% of the loans are secured by real estate. This
concentration is presented below:

As of December 31, 2001

Construction/Land Development:
Land development
Residential
Commercial

Real Estate

$4,941,336
5,781,296
10,730,786
106,850,930
Commercial loans secured by real estate 7,930,041
Installment loans secured by real estate 17350,185
Total $153,584,574

(10) INCOME TAXES
The provision (benefit) for federal and state income taxes for the
years ended December 31, 2001, 2000 and 1999 consisted of:

2001 2000 1939
Current

Federal $1,471,000
State 524,000
1,995,000

$1,303,000
515,000
1,818,000

$1,345,000
491,000
1,836,000

Deferred
Federal (324,000)
State 16,000
(308,000)

{118,000)
(55,000)
{$171,000)

(164,000)
{22,000)
{$186,000)
Total $1,687000

$1,847,000 $1,650,000

Deferred tax assets and liabilities result from differences in the
timing of the recognition of certain income and expense items for
tax and financial accounting purposes. The sources of these differ-
ences and the amount of each are as follows as of December 31,

2001 and 2000:

2001 2000
Deferred Tax Assels:

$1,062,000 $879,000

276,000 0
State income tax 178,000 v 175,000
Depreciation 44,000 0
Other 0 116,000
$1,560,000 $1,170,000

Allowance for loan losses
Deferred compensation

Deferred Tax Liabilities:

$70,000
63,000
265,000
30,000
428,000

Unrealized gain on securities $394,000
Accumulated accretion 117000
Depreciation 0
Other 323,000
834,000

Net Deferred Tax Asset

$726,00C $742,000

The Company had no valuation allowance as of December 31,
2001 or 2000.
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The total tax differs from the federal statutory rate of 34% because of the following:

2001 2000 1899
Amount Rate Amount Rate Amount Rate

Tax provision at statutory rate $1,628,000 34% $1,448,000 34% $1,503,000 34%
Interest on obligations of

states and political

subdivisions exempt from

federal taxation (161,000)  (3.4%) (172,000) (4%) (193,000} (3%)
State franchise taxes 319,000 6.8% 316,000 7.4% 317000 7%
Other, net (99,000) (1.6%j) 55,000 1.3% 23,000 2%

Total $1,687000 35.8% $1,647000 38.7% $1,6850,000 40%

(11) DIVIDEND RESTRICTIONS

The Company is regulated by the Board of Governors of the
Federal Reserve System. Federal Reserve Board regulations prohib-
it cash dividends, except under limited circumstances, if the distri-
bution would result in a withdrawal of capital or exceed the
Bancorp’s net profits then on hand after deducting its losses and
bad debts. Furthermore, cash dividends cannot be paid without the
prior written approval of the Federal Reserve Board if the total of
all dividends declared in one year exceeds the total of net profits
for that year, plus the preceding two calendar years, and less any
required transfers to surplus under state or federal law.

The shareholders of North Bay Bancorp are entitled to receive div-
idends when and as declared by its Board of Directors out of funds
legally available, subject to the restrictions set forth in the
California General Corporation Law. The Corporation Law pro-
vides that a corporation may make a distribution to its sharehold-
ers if the corporation's retained earnings equal at least the amount
of the proposed distribution. The Corporation Law further pro-
vides that, in the event that sufficient retained earnings are not
available for the proposed distribution, a corporation may never-
theless make a distribution to its shareholders if it meets two con-
ditions, which generally stated are as follows: 1) the corporation's
assets equal at least 1.25 times its liabilities; and 2} the corpora-
tion's current assets equal at least its current liabilities or, if the
average of the corporation's earnings before taxes on income and

before interest expense for the two preceding fiscal years was less
than the average of the corporation's interest expense for such fis-
cal years, then the corporation's current assets must equal at least
1.25 times its current liabilities.

One of the primary sources of income for the Company, on a
stand-alone basis, is the receipt of dividends from the Banks. The
availability of dividends from the Banks is limited by various
statutes and regulations. California law restricts the amount avail-
able for cash dividends by state-chartered banks to the lesser of
retained earning or the bank’s net income for its last three fiscal
years (less any distributions to shareholders made during such peri-
od). In the event a bank is unable to pay cash dividends due to
insufficient retained earnings or net income for its last three fiscal
years, cash dividends may be paid under certain circumstances
with the prior approval of the California Department of Financial
Institutions (the "DFI").

(12) SHAREHOLDERS’ EQUITY AND EARNINGS PER SKARE

The Company declared 5% stock dividends on January 27, 1999,
January 18, 2000, January 29, 2001 and January 28, 2002. As a
result of the stock dividends, the number of common shares out-
standing and earnings per share data was adjusted retroactively for
all periods presented. In 2001 the effect of 8,092 outstanding
options have been excluded from the calculation of diluted earn-
ings per share as their inclusion would be anti-dilutive.

The following table reconciles the numerator and denominator of the Basic and Diluted earnings per share computations:

Net Weighted Per-Share
Income Average Shares Amount
For the year ended 2001
Basic eamings per share $3,022,166 2,053,669 $1.47
Stock options 22,474
Diluted earnings per share 2,076,143 $1.46
For the year ended 2000
Basic earnings per share $2,612,585 1,926,376 $1.35
Stock options 32,477
Diluted earnings per share 1,958,853 $1.33
For the vear ended 1998
Basic earnings per share $2,715,377 1,762,803 $154
Stock options 41,693
Diluted earnings per share 1,804,486 $1.50
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(13) OTHER NONINTEREST INCOME AND EXPENSE
The components of Other Noninterest Income for the years ended December 31, 2001, 2000 and 1999 were as follows:

2001 2000 1999
ATM surcharge $248510 $359,167 $223,345
Increase of cash value on
insurance policies 296,110 133,753 156,232
Merchant services income 265,115 148,933 135,183
Commission on sale of non-
deposit products 157952 193,391 74,920
Other 212,311 350,644 198,853
Total $1,179,898 $1,186,888 $788,533

The components of Other Noninterest Expense for the years ended December 31, 2001, 2000 and 1999 were as follows:

2001 2000 1999

Professional services $754,858 $547412 $485,320
Business promotions 379,181 433,503 328,068
ATM expenses 222,384 167002 159,532
Stationary & supplies 274,369 258,734 199,789
Insurance 110,503 76,498 64,400
Other 1,558,581 1,124,485 898,381
Total $3,299,876 $2,607,634 $2,135,490
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(14) BUSINESS SEGMENTS

The Company’s operating segments consist of its traditional community banking activities provided through the Banks’ branches and activ-
ities related to the Bancorp. Community banking activities include the Banks’ commercial and retail lending, deposit gathering and invest-
ment and liquidity management activities. The Company has aggregated the results of the Banks’ branches into a single reportable segment,
and the Bancorp activities reported as "Other".

STCRLECI PR AL G TabI (e diir

The components of the Company’s business segments for 2001 were as follows:
(In 000’s)

Community Intersegment
Banling Other Adjustments Consslidated

Interest income $20,307 $0 $0 $20,307
Interest expense 5,719 168 0 5887

Net interest income 14,588 (168) 0 14,420
0

Provision for loan losses 447 0 447
Noninterest income 2,856 4,754 (4,919) 2,691
Equity income of subsidiaries 0 3,852 (3,852) 0
Noninterest expense 10,976 5,898 (4,919) 11,955
Income before tax 6,021 2,540 (3,852) 4,709
Provision for
Income taxes 2,169 {482) 0 1,687
Net income $3,852 $3,022 ($3,852) $3,022

Assets $325,513 $32,771 ($31,478) $326,806
Loans, net 183,548 0 0 183,548
Deposits 294,442 0 (2,001) 292,441
Equity 29,476 29,980 (29,476) 29,980
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The components of the Company’s business segments for 2000 were as follows:
(In 000’s)

Community lntersegment
Banking Other Adjustments Consolidated

Interest income $16,850 $0 ($150) $16,700
Interest expense 5615 147 (150} 5612

Net interest income 11,235 (147 0 11,088
Provision for loan losses 385 0 0 385
Noninterest income 2,310 2,266 (2,436) 2,140
Equity income of subsidiaries 0 3,353 {3,353) 0
Noninterest expense 7626 3,393 (2,436) 8,583

Income before tax 5,534 2,079 (3,353) 4,260
Provision for income taxes 2,176 (529) 0 1,647

Net income $3,358 $2,608 ($3,353) $2,613

Assets $246,055 $29,885 ($28,471) $247469
Loans, net 150,008 0 0 150,008
Deposits 217455 0 (817) 216,638
Equity 27654 26,636 (27.654) 26,636

The components of the Company’s business segments for 1999 were as follows:
(In 000’s)

Communily Intersegment
Banlking Adjustments Consolidated

Interest income $13,688 $13,688
Interest expense 4363 4,364
Net interest income 9,325 9,324

Provision for loan losses 240 240
Noninterest income 1,777 1,777
Noninterest expense 6,440 6,496
Income before tax 4,422 4,365
Provision for
income taxes 1,650 0 1,650
Net income $2,772 $433 $2,715

_ERERRERIC s o ] Rl T B

 EREBERE: [

iE3 JEEE TEEFEERL

Assets ‘ $197003 $18,090 $197106
Loans, net 120,166 0 120,166
Deposits 173,319 0 172,380
Equity 17047 18,090 18,090
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(15) STOCK OPTION PLAN

The Company has a stock option plan under which it may grant up to 555,739 options. The Company has granted 548,123 options
through December 31, 2001. The option exercise price equals the stock’s market price on the date of grant. The options become exercis-

able over five years and expire in five to ten years.

A summary of the status of the Company’s stock option plan at December 31, 2001, 2000 and 1999 and stock option activity during the

years then ended is presented in the table below:

2001

Weighted
Exercise
Shares Price
Outstanding at
beginning of year
Granted 69,038
Exercised (19,396)
Cancelled (487)
Outstanding at
end of year
Exercisable at
end of year
Weighted-average
fair value of
options granted
during the year

$16.59

- $18.36
$10.17
$6.57

283,576

332,731 $1732

103,413 $15.12

$6.23

2000 1988

Weighted
Exercise
Shares Price

Weighted
Exercise
Shares Price

194,525 $11.19

27783 $19.76
(31,991) $737
(16,517) $11.67

$13.19
$20.46

$8.70
$18.02

173,800
140,155
(11,130)
(19,249}
$16.59 $13.19

283,576 173,800

63,211 $12.55 39,744 $11.45

$9.02

The following table summarizes information about stock options outstanding at December 31, 2001:

Options Ouistanding
Number
Qutstanding at
12/31/01

Weighled-
Average
Remaining
Contractual
(Life in years)

Range of
Exercise Prices

$12.1510 $18.10
$20.30t0 $21.60
$18.10t0 $19.96

120,644 80

75,246 3.00
136,841 4.10
332,731

Options Exercisable
Number
Exercisable
at 12/31/01

Weighted-
Average
Exercise Price

Weighted-
Average
Exercise Price

72,603
17249
13,561
103,413

The fair value of each option grant is estimated on the date of grant
using the Black-Scholes option pricing model with the following
weighted-average assumptions used for grants in 2001, 2000 and
1999, respectively: risk-free interest rate of 4.62% and 3.90% for
options issued in 2001, 5.88%, 6.75% and 5.75% for options issued
in 2000 and 4.75% and 6% for options issued in 1999; expected
dividend yields of 1.01%, .92% and .94%; expected lives of 6 years
and expected volatility of 28.02%, 31.05% and 26.32%.

The Company accounts for stock options using the intrinsic value
method. Had the Company used the fair value based method pre-
scribed by SFAS No. 123, the Company's net income and earnings

per share amounts would have been reduced to the pro forma
amounts indicated below:

2001 2000 19989
Net Income:
As reported
Pro forma
Earnings Per Share:
As reported:
Basic $1.47
Diluted $1.46
Pro forma:
Basic $1.27
Diluted $1.26

$3,022,166
$2,608,691

$2,612,585
$2,267333

$2,715,377
$2,558,261

$1.54
$1.50

$1.35
$1.33

$1.45
$1.42

$1.18
$1.16
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(16) RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Banks make loans to direc-
tors, officers and principal shareholders on substantially the same
terms, including interest rates and collateral, as those for compara-
ble transactions with unaffiliated persons. An analysis of net loans
to related parties for the year ended December 31, 2001 is as fol-
lows:

Balance at beginning of year $4,062,052
Additions 10,090,599
Repayments 9,545,606

Balance at end of year $4,607,045

Total undisbursed commitments as of December 31, 2001 were
$3,069,810.

A law firm in which one of the Company’s directors and one of its
officers are principals serves as the Company’s general counsel.

During 2001, 2000 and 1999 fees of $135,000, $80,000 and
$58,000, respectively, were paid to this firm.

(17) RESTRICTIONS

The Banks are required to maintain reserves with the Federal
Reserve Bank equal to a percentage of its reservable deposits.
Reserve balances that were required by the Federal Reserve Bank
were $275,000 and $487,000 for December 31, 2001 and 2000,
respectively, and are reported in cash and due from banks on the
balance sheet.

(18) RETIREMENT PLANS

The Company has a Profit Sharing and Salary Deferral 401(K)
Plan to enable its employees to share in the Company’s profits and
to defer receipt of a portion of their salaries. Employees can defer
up to 15% of their base pay, up to the maximum amount allowed
by the Internal Revenue Code. In addition, the Company makes

discretionary contributions to the profit sharing account and the
401(K) account, which are determined by the Board of Directors
each year. Amounts charged to operating expenses under this plan
representing the Company’s contribution were $223,200,
$160,000 and $159,000 for the years ended December 31, 2001,
2000 and 1999, respectively.

During 1998, The Vintage Bank implemented a Director’s
Supplemental Retirement Program. The Program contains a non-
qualified defined benefit plan and a non-qualified defined contri-
bution plan. Directors and select officers designated by the Board
of Directors of the Company are covered by one or the other of
these plans. The plans are unfunded, however the Bank has pur-
chased life insurance on the lives of the participants and expects to
use the cash values of these policies ($2,892,394 at December 31,
2001) to pay the retirement obligations.

During 2001, the Company implemented an Executive Officer
Supplemental Retirement Plan. The Executive Supplemental
Compensation Agreements entered into with select executive offi-
cers of the Company pursuant to the Plan provide for a defined
cash benefit payable monthly upon retirement upon reaching age
65 (or upon or after age 62 with a reduced benefit). Benefits under
these agreements vest over five year periods at the rate of 20% per
year after five years’ of service with credit for up to five years of
prior service. The Plan is unfunded, however the Company has
purchased life insurance on the lives of the participants and
expects to use the cash values of these policies ($2,843,819 at
December 31, 2001) to pay the retirement obligations. The Plan
also provides a life insurance benefit to the designated beneficiary
of the participants upon their death pursuant to the Executive
Officer Endorsement Method Split Dollar Life Insurance compo-
nent of the Plan.
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(19) FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the carrying amounts and fair values of the Company’s financial instruments at December 31, 2001 and 2000:

(In 000’s)
2001 2000
Carrying Fair Carrying Fair
Amounts Value Amounts Velue
Financial Assets:
Cash and cash equivalents $37311 $37311 $25,356 $25,356
Time deposits with other
financial institutions 100 100 100 100
Investment securities 86,120 86,120 59,604 59,604
Loans, net 183,548 186,633 150,008 149,843
Accrued interest receivable 2015 2,015 1,739 1,739
Financial Liabilities:
Deposits 292,441 291,995 216,638 216,523
Short-term borrowings 0 0 0 0
Long-term borrowings 1,846 1,846 2,769 2,769
Accrued interest payable 383 383 118 118
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The following methods and assumptions were used to estimate the
fair value of each class of financial instruments:

Cash and cash equivalents - Cash and cash equivalents are valued at
their carrying amounts because of the short-term nature of these
instruments.

Investment Securilies - Investment securities are valued at quoted
market prices. See Note 2 for further analysis.

Loans - Loans with variable interest rates are valued at the current
carrying value, because these loans are regularly adjusted to market
rates. The fair value of fixed rate loans is estimated by discounting
the future cash flows using current rates at which similar loans
would be made to borrowers with similar credit ratings for the
same remaining maturities. The fair value of impaired loans is stat-
ed net of the related valuation allowance, if any.

Acerued inlerest receivable and payable - The balance approximates
its fair value.

Deposits, lime deposits with other Banks - The fair value of demand
deposits, savings accounts and interest-bearing transaction accounts
is the amount payable on demand at the reporting date. The fair
value of time deposits is estimated by discounting the contractual
cash flows at current rates offered for similar instruments with the
same remaining maturities.

Borrowings — The balance approximates its fair value due to the
short-term nature of these borrowings and the long-term borrow-
ing has variable interest rate.

(20) COMPREHENSIVE INCOME

The changes in the components of other comprehensive income (loss) for the years ended December 31, 2001, 2000 and 1999 are report-

ed as follows:

Unrealized holding gain {loss) arising during the period,
net of tax expense of $335,157 for 2001, a tax expense of
$891,346 for 2000 and a tax benefit of $1,106,868 for 1999.

Reclassification adjustment for net realized gains (losses) on securities
available-for-sale included in net income during the year, net of tax
expense of $135,292 for 2001, a tax benefit of $1,054 for 2000 and
tax expense of $3,816 for 1999,

QOther comprehensive income (loss)

2001 2000 1999

$661,254 $1,251,380 {$1,396,051)

(190,164) 1,481 (5,364)

$471,030 $1,252,861 ($1,401,415)

(21) REGULATORY MATTERS

The Company is subject to various regulatory capital require-
ments. Failure to meet minimum capital requirements can initiate
certain mandatory—and possible additional discretionary—actions
by regulators that, if undertaken, could have a direct material effect
on the Company’s financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective
action, the Company must meet specific capital guidelines that
involve quantitative measures of the Company’s assets, liabilities
and certain off-balance-sheet items as calculated under regulatory
accounting practices. The Company’s capital amounts and classifi-
cation are also subject to qualitative judgments by the regulators
about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital
adequacy require the Company to maintain minimum amounts

and ratios (set forth in the table below) of total and Tier I capital
to risk-weighted assets, and of Tier I capital to average assets.
Management believes, as of December 31, 2001, that the
Company meets all capital adequacy requirements to which it is
subject.

As of December 31, 2001, the most recent notification from the
Federal Reserve Bank categorized the Company as well capitalized
under the regulatory framework for prompt corrective action. To
be categorized as well capitalized, the Company must maintain
minimum total risk-based, Tier I risk-based and Tier I leverage
ratios as set forth in the table. There are no conditions or events
since that notification that management believes have changed the
institution’s category.
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The Company’s actual capital amounts and ratios are also presented in the table below:

To Be Well Capitalized
For Capital Under Prompt Corrective
Adequacy Purposes Action Provisions
(In 000’s)
Amount Ratio Amount Ratio
As of December 31, 2001:

Total Capital (to Risk Weighted Assets)
Consolidated $32,117 18.24% $19,402 >8.00% $24,252 >10.00%
The Vintage Bank 23,788 11.54% 16,497 >8.00% 20,621 >10.00%
Solano Bank 7825 22.36% 2,799 >8.00% 3,498 >10.00%
Tier | Capital (to Risk Weighted Assets)
Consolidated 29427 12.13% 9,701 >4.00% 14,551 >6.00%
The Vintage Bank 21,210 10.29% 8,248 >4.00% 12,373 >6.00%
Solano Bank 7713 22.04% 1,400 >4.00% 2,099 >6.00%
Tier | Capital (to Average Assets) :
Consolidated 29,427 9.15% 12,866 >4.00% 16,082 >5.00%
The Vintage Bank 21,210 7.75% 10,948 >4.00% 13,685 >5.00%
Solano Bank 7713 16.09% 1918 >4.00% 2,397 >5.00%

As of December 31, 2000:

Total Capital (to Risk Weighted Assets)
Consolidated $28,822 14.85% $15,530 >8.00% $19413 >10.00%
The Vintage Bank 21,374 11.78% 14,510 >8.00% 18,138 >10.00%
Solano Bank 8,465 7756% 873 >8.00% 1,091 >10.00%
Tier | Capital (to Risk Weighted Assets) )
Consolidated 26,554 13.68% 1765 >4.00% 11,648 >6.00%
The Vintage Bank 19,131 10.55% 7,255 >4.00% 10,883 >6.00%
Solano Bank 8,440 77.33% 437 >4.00% 655 >6.00%
Tier | Capital (to Average Assets)
Consolidated 26,554 10.77% 9,859 >4.00% 12,323 >5.00%
The Vintage Bank 19,131 8.51% 9,792 >4.00% 12,240 >5.00%
Solano Bank 8,440 38.94% 867 >4.00% 1,084 >5.00%
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(22) FINANCIAL STATEMENTS OF NORTH BAY BANCORP (Parent Company Only)
The Bancorp was organized as of November 1, 1999. As a result, information below is for the twelve (12) months ended December 31,
2001 and 2000 and the two month period ended December 31, 1999.

Condensed Balance Sheels

Assels 2001 2000

Cash and due from banks $1,966,121 $72,764
Investment in The Vintage Bank 21,622,962 19,2174867
Investment in Solano Bank 7853445 8,436,538
Premises and equipment, net 1,190,562 1,479,489
Other assets 138,116 678,508

Total assets $32,771,206 $29,884,766

Liabilities and shareholders' equity

Long-term Borrowings $1,.846,154 $2,769,231
Other Liabilities 945422 479,151

Total tiabilities $2,791,576 $3,248,382

Shareholders' equity
Preferred stock, no par value - Authorized 500,000 shares
Issued and outstanding - None
Common stock, no par value - Authorized 10,000,000 shares
Issued and outstanding - 1,960,902 shares in 2001 and
1,850,445 shares in 2000 $21,072,651 $19,801,538
Retained earnings 7453,716 6,752,673
Accumulated other comprehensive income (foss) 553,263 82,173
Total shareholders' equity 29,879,630 26,636,384

Total fiabilities and shareholders' equity $32,771,206 $29,884,768
Condensed Income Statements

Income 2001 2000 19398
Dividends from subsidiaries $2,500,000 $3,000,000 $490,055
Service fees from subsidiaries 4,753,816 2,270,856 0

Total income 7253816 5,270,856 490,055

Expenses

Interest on borrowings 168,128 146,905 826

Salaries and related benefits 3274914 2,012,749 0

Other expenses 2,621,920 1,380,699 56,275
Total expenses 6,064,962 3,540,353 57,101

Net income before tax benefit and equity in
net income of subsidiaries 1,188,854 1,730,503 432,954
Tax benefit 482,000 528,653 0
Net income before equity in undistributed
net income of subsidiaries 1,670,854 2,259,156 432,954
Equity in undistributed net income of subsidiaries 1,351,312 353,429 0
Net income $3,022,166 $2,612,585 $432,854
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Cendensed Statements of Cash Flows g
2001 2000 1998 5

Net income $3,022,166 $2,612,585 $432954 ’
Adjustments to reconcile net income to net cash L“
provided by operating activities:
Depreciation and amortization 803,981 178,083 0 i
Changes in: ’
Other assets 540,392 (663,088) (15,420)
Interest payable and other liabilities 502,457 503,777 0 H
Total adjustments 1,846,830 18,772 (15,420) &

Net cash provided by operating activities 4,868,996 2,631,357 417,534
Cash Flows From Investing Activities:
Investment in Solano Bank 0 { 9,000,000) 0
Sale and disposition of capital assets 4,392
Capital expenditures {519,446) {1,568479) (88,216) :
Net cash used in investing activities (515,054) (10,568,479) (88,216) ﬁ
Cash Flows From Financing Activities: E
Increase (decrease) in long-term borrowings, net (923,077) 2,769,231 0 o
Dividend received from The Vintage Bank in excess of 5
equity in net income . 0 0 609,945
Equity in undistributed net income of subsidaries (1,351,312) (353,429) 0 E
Stock options exercised 196,480 102,553 0
Stock issued, net of cost 0 4867445 0 4
Dividends (382,676) (315,177) 0 2
Net cash provided by (used in) financing activities (2,460,585) 7,070,623 609,945 &
Net increase (decrease) in cash and cash equivalents 1,893,357 (866,499) 939,263 -
Cash and cash equivalents at beginning of year 72,764 939,263 0 n
Cash and cash equivalents at end of year $1,968,121 $72,764 $939,263 e
i
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(23) SUMMARY OF QUARTERLY RESULTS OF OPERATIONS (Unaudited)

The following table sets forth the results of operation for the four quarters of 2001 and 2000, and is Unaudited. All per share amounts
have been adjusted for the 2001 and 2002 stock dividends.

(In 000's, except per share data)

December 31, Seplember 31, March 31,
2001 Quarters Ended

Interest income $5,142 $5,324 $4,755
Interest expense 1,094 1,482 1,628
Net interest income 4,048 3,842 3,127
Provision for loan losses 114 111 IR
Net Interest lncome after provision for loan losses 3,834 3,731 3,016
Noninterest income 1,032 547 545
Noninterest expense 3,463 2,946 2,671

Income before provision for income taxes 1,503 1,332 890

Provision for income tax 575 414 336
Met income $928 $918

Basic earnings per share: $.47 $45
Diluted earnings per share: $.47 $.44

2000 Quarters Ended
Interest income $4,670 $4,282

Interest expense 1,653 1444
Net interest income 3,117 2,838
Provision for loan losses 105 100
Net interest income after provision for loan losses 3,012 2,738
Noninterest income 482 515
Noninterest expense 2,589 2,294

Income before provision for income taxes 905 959

Provision for income tax 342 369
Net income

Basic earnings per share:
Diluted earnings per share:
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JENT PUBLIC ACCOUNTANTS

To the Shareholders and Board of Directors of North Bay Bancorp:

2 | We have audited the accompanying consolidated balance sheets of North Bay Bancorp (a California Corporation) and subsidiaries as of
i s | December 31, 2001 and 2000 and the related consolidated statements of income, changes in shareholders’ equity and cash flows for each

of the three years in the period ended December 31, 2001. These financial statements are the responsibility of the Company’s manage-
ment. Qur responsibility is to express an opinion on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of North
Bay Bancorp and subsidiaries as of December 31, 2001 and 2000 and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2001 in conformity with accounting principles generally accepted in the United States.

W’W WM-L_\-P

San Francisco, California
February 19, 2002
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