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We will not forget...
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the great tragedy our nation suffered on
September 11, 2001. In the days that fol-
lowed we sought strength, stability and
direction. Like many Americans across the
country, we found comfort in the symbol
of our pride and freedom...the Flag of the
United States of America.

Our sincere admiration goes to the fire-
fighters, police, rescue workers, military
personnel and citizens who gave, and
continue to risk, their lives saving others
and protecting our freedom. Their bravery
has awakened a new spirit of community,
patriotism and heroism. Their acts have
challenged us to move forward with
courage, strength, conviction and charac-
ter. It is in light of their spirit that we dedi-
cate this Report and our unwavering
pledge to the spirit of community.

In 1782, the Congress of the
Confederation defined the symbolic mean-
ings of the colors red, white and blue;
“White signifies Purity and Innocence;
Red, Hardiness and Valor; and Blue,
Vigilance, Perseverance and Justice.”
Signifying the profound meaning of each
tightly intertwined fiber, and in the spirit of
bringing our community together during
trying times, we proudly display the Flag
of the United States of America.

United We Stand.
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AAL HIGHLIGHTS
FIVE YEAR FINANCIAL SUMMARY

SUMMARY OF OPERATIONS

Interest income

Interest expense

Net interest income

Provision for possible loan losses
srest income after provision for possible loan losses
Other income

Other expense

Income before income taxes
Applicable income taxes

Net income

Cash dividends(1)

SELECTED YEAR END BALANCES
Investment securities

Loans and leases (net)

Assets

Deposits

Other Debt (2)

Shareholders’ equity

PER COMMON SHARE DATA

Net income - Basic(3)(4)

Net income — Diluted(3)(4)

Cash dividends

Book value (At year-end) (3)

of shares used in per share calculation — Basic(3)(4)
shares used in per share calculation — Diluted(3)(4)

TWO YEAR SUMMARY COMMON STOCK PRICES

Years Ended December 31,

2001 2000 . 1999 1998 1997
(dollars in thousands)

$ 36,736 $ 38,983 $ 35,551 $ 36,237 $ 35,028
9,030 11,103 8,333 9,827 9,738
27,706 27,880 27,218 26,410 25,290
498 1,070 485 775 1,681
27,208 26,810 26,733 25,635 23,609
5,414 4,604 4,521 5,086 6,040
21,846 20,794 21,342 22,573 22,599
10,776 10,620 9,912 8,148 7,050
3,926 3,920 3,662 3,084 2,532
6,850 6,700 6,250 5,064 4,518

0.40 0.36 0.41 — —
79,743 70,816 61,548 104,654 46,069
404,200 364,782 339,533 289,007 291,393
550,141 505,825 458,676 469,077 435,708
475,390 454,041 397,264 416,665 390,146
19,000 — 8,819 74 123
51,852 48,263 48,439 48,379 42,041
1.24 1.15 0.99 0.80 0.73
1.18 1.10 0.93 0.74 0.72

0.40 0.36 0.41 — —
9.40 8.60 7.84 7.55 6.68
5,531,678 5,813,815 6,297,617 6,362,613 6,200,147
5,822,086 6,015,982 6,686,992 6,828,589 6,166,775

(1) For information regarding restrictions affecting the ability of the Company to pay cash dividends, see Note 13 to the Company’s Consolidated Financial Statements.
(2) For information regarding other debt see Note 9 to the Company’s Consolidated Financial Statements. (3) Retroactively adjusted for stock dividends and stock
splits. (4) For information regarding the determination of basic and diluted earnings per share, see Note 17 to the Company’s Consolidated Financial Statements.

The Company’s common stock trades on The NASDAQ National Market System under the symbol “FOOT" At
December 31, 2001, the Company had approximately 1,090 shareholders of record. The following table sets forth
the high and low trade prices per share of the Company’s common stock as reported on The NASDAQ National
Market System, for the quarters indicated.

Stock Dividends Cash Dividend
Trade Prices (1) Declared Declared
Quarter Ended High Low
03/31/01 12.383 10.280 — 0.10
06/30/01 13.250 11.215 7.00% 0.10
09/30/01 13.700 11.720 — 0.10
12/31/01 14.750 12.500 — 0.10
03/31/00 12.383 8.411 _— 0.08
06/30/00 9.813 8.294 — 0.08
09/30/00 9.930 8.411 — 0.10

12/31/00 11.215 8.879 — 0.10
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easy tO ascertain that Foothill independent Bank continues (o record mereaes > o
roup. However 2 company’s {inancial success is only ove

As you read this report, it is
growth, year over year placing us in the top ten percent of our peer
. strong presence and activé involve-
¢ our company: in 2001, countless community heroes

thread in the fabric of its overall SUCCESS- We firmly pelieve that i is our sound ﬂmﬁim:o?
ment in the communities that we serve which demonstrates the true spif
make a difference We are proud to pro”
it is who we are and the

were %mno<m5a:.c:mm:.mr firefighters, dedicated police, and military ﬁm?o::m, ready O
claim that the employees of Foothill have o_mBO:mﬂBSa that spirit of community since our inception,

strongest thread in the fabric of our continuing SUCCESS-

der value, which has been our focus since the bank was founded

strength...
or share were up 70, 10 $1.18 PET diluted share

2001 qmﬁqmmm:ﬁg another successful year of increasing sharehol
hearly thirty years ago. Net income increased O 46.85 million and earnings P
from $1.10 p& chare. Return on average assets T
and return on average equity remain competitive
within the industry at 1.32% and 13.81%,

qmwvmn:,\mz.

{n a year in which we all mx@m:m:nma unprece-
dented challenges, Your Company nosnmsqm;mm
on what it knows best, stellar delivery of high
touch relationship banking. This reliable
mﬁ?@mﬁ: has allowed us 1O increase €O'€
deposits, underwrite quality credit and maintain
a net interest margin that m_.m:_.mmm:% exceeds

our peers even during a dechining interest rate

L

our vision of focusing o0 our customer as our
imary reason for being and hold strong to our
belief that it is more relevant in today’s tumul-
tuous world than ever before.

service, has paid off

The reputation that we have earned as 2 community bank, delivered with ouf acclaimed platinum customer
il his Achievement Was reached despite California’s energy Crists last summer
i e55€e5, which

¢ that include both established and emerging busin

and the overall uncertainty W
allows for palanced growth when economic times are either stable of unsteady.- Additionally, due to our Strong underwriting stan-

dards and proactive relationship with our commercia

strong, support of various relief funds by collecting cash

stability..-
The tragic events of September 11th rallied .moo%._: independent Bank in

donations, serving as @ credible cash donation locale an
employees, customers and friends of Foothill for their generosity and continuing disp

ference on @ global level.

d distributing valuable disastel ?m@mqma:mmm information. We thank the
lay of community spirit, which makes a dit-
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ill Independent Bank employees have long embraced the spirit of community...

pating with local non-
ic and service club
ions. Whether it’s a
val, fundraising event
ity outreach pro-
thill employees dedi-
sands of hours each

e benefit of our com-
with “hands-on” par-
. Their time and tal-
nly directly benefit
jons that promote bet-
r those in need, eco-
vancement and com-
eservation, but also
in forming valuable
ips of immeasurable
e to fulfilling the
mmitment to being a
nunity bank.
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’ I _ American '

, \\ Red Cross .

/ ;
- / . i / San Gabrred valley Chapter !
Ny . ) /- / / R ) /

September 21, T0H \

Lo Like many Americans and businesses across the United States, we
- felt the strong desire to aid in the relief efforts after September 11th.
\ Within days, Bank employees were collecting contributions for the
R Disaster Relief Fund, which later resulted in thousands of dollars in
/ o collected donations, distributing American Flag displays, providing
2N Emergency Preparedness information published by the American Red
- Cross and more. Each branch location took on its own patriotic spir-
N // R it, worked diligently to overcome customer concerns and helped
o extend pride and support of our community and great nation.

Abough Red Crows operates @ fio = " -
dssser refic,

hiemsitasion alsion ;
U bebaatd of thove wbose lives will be touchad by yout thouginfuless, ovr sincere. .

i , .
Sucarty. / ~

Bansar Crotas, ;o //

Alin
loproces Officcr
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ng a strategic niche for expansion...

online banking arena combined with a strategy to increase new deposit relationships beyond the Bank’s geographic service
Hloversbank.com was developed as a comprehensive banking program and portal that provides pet-owning households with
designed specifically for their financial and information needs. This unique, ground-breaking Internet service celebrates the
nt and increasing role that pets play in the family dynamic while addressing the financial responsibilities associated with

ership.

sbank.com’s primary product is Pet Lovers Checking, a

al checking program, which is an extension of the Bank’s
roduct line, that includes affinity services that target pet
nationwide. Petloversbank.com visitors may open a Pet
“hecking account online, conduct various on-line banking

5, utilize the portal service to pet product and service

s, benefit from special offers and discounts, communicate
industry professionals, interact with the Foothill Independent
bsite and much more.

an 136 million dogs and cats reside in 75 million U.S.

lds, according to the American Pet Association (APA). With
ipated 5% growth rate for the period of 2000-2010, we

e the significance of this increasing market as well as the
1eeds and affinities of the pet owning household.
Petloversbank.com continues to evolve, grow and
increase its one-of-a-kind Internet presence while
attracting international attention from pet owners,
media, pet industry businesses and professionals.

B AN
\LAf C \

vers Bank.com)
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gement’s Discussion

f Financial Condition & Results of Operations

Jiscussion should be read in conjunction with our audited consolidated financial statements, and the footnotes thereto, contained elsewhere in this report and the statements regarding forward-looking information
ainties that could affect our fulure performance described below in this Report.

perating subsidiary is Foot Independent Bank, which is a California state chartered bank (the "Bank"), which accounts for substantially all of our revenues and income. Accordingly, the following discussion
y on the Bank’s operations and financial condition.

) PERATIONS

- principal determinant of a bank's income is net interest income, which is the difference between the interest that a bank earns on loans, investments and other interest earning assets, and its interest expense,
primarily of the interest it must pay to attract and retain deposits and the inlerest that it pays on its other interest bearing liabilities. A bank’s interest income and interest expense are, in turn, affected by a number
e of which are outside of its control, including the monetary policies of the Federal Reserve Board and national and local economic conditions, which affect interest rates and also the demand for loans and the
wers to meet their loan payment obligations.

e Federal Reserve Board adopted and implemented a monetary policy that was designed to reduce market rates of interest in an effort to stimulate the U.S. economy which was heading into recession. As a

e rate of interest charged by most banks declined from 9.50% to 4.75% during 2001. Those monetary policies, combined with the economic recession in the United States, caused the average rate of interest
interest earning assets to decline to 7.8% in fiscal 2001 from 8.9% in fiscal 2000. While the average rate of interest paid on our deposits also declined, that decline was not sufficient to offset fully the decline in
. As a result, our net interest income in fiscal 2001 declined by $174,000 or 0.6% as compared to fiscal 2000.

cline, we still generaled net earnings in 2007 of $6,850,000, an increase of $150,000, or 2%, over net carnings for 2000. The increase in net earnings was due primarily to a $810,000 increase in non-interest
$572,000 reduction in the amount of the provision made for loan losses, which more than offset the decline in net interest income and an increase in non-interest expense.

the following table, net earnings for 2001 represented a return on average assets of 1.32% and a return on average equity of 13.81%, compared to 1.38% and 14.23%, respectively, for 2000, as increases in aver-
average assets outpaced the increase in net earnings for 2001.

2001 2000 1999
Return on Assets 1.32% 1.38% 1.34%
Return on Equity 13.81% 14.23% 12.94%
Dividend Payout Ratio 32.26% 27.42% 31.13%
Equity to Asset Ratio 9.55% 9.69% 10.34%

come. Net interest income declined by $174,000, or 0.6%, in 2001 as compared to 2000, due to a decline in interest income of $2,247,000, which was substantially, but not fully offset, by a $2,073,000 decline
‘nse in 2001. The decline in interest income was primarily due to declining market rates of interest during 2001 which led to reductions in the interest rates we were able to charge on new loans and in the inter-
iable rate loans that “repriced” downward as market rates of interest declined. Although the declines in market rates of interest also enabled us to reduce the interest rates that we paid on interest-bearing

interest rate reductions could not be implemented as quickly as the declines in interest rates on loans and other interest earning assets, primarily because reductions in interest rates paid on time deposits could
ented until those deposits matured.

ncerning average interest earning assets and interest bearing liabilities, along with the average interest rates charged and paid thereon is set forth in the following table. Averages were computed based upon daily
ollars are in thousands.

2001 2000 1999

Average Average Average Average Average Average

Balance Interest Rate Balance Interest Rate Balance Interest Rate
urities

$ 565 $ 28 5.0% $ 1,405 $ 74 5.3% $ 7,308 $ 421 5.8%
ent Agencies 45,453 2,505 5.5 43,419 2,712 6.2 45,485 2,701 5.9
ases!” 5,060 432 8.5 5,636 502 8.9 6,454 550 8.5
ies 17,742 780 4.4 14,502 947 6.5 3,290 195 5.9
nent Securities 68,820 3,745 5.4 64,962 4,235 6.5 62,537 3,867 6.2
Sold 21,043 808 3.8 10,440 652 6.2 18,071 901 5.0
s - Time 12,119 564 4.7 4,175 273 6.5 16,306 849 5.2

370,882 31,849 8.6 359,867 34,079 9.5 324,553 30,072 9.3
) 951 82 8.6 1,443 125 8.7 2,835 272 9.6
arning Assets” $473,815 $37,048 7.8% $440,887 $39,364 8.9% $424,302 $35,961 8.5%
g Liabilities:
osits and Borrowed Funds:
ts™ $201,183 $ 3,743 1.9% $179,465 $ 4,646 2.6% $184,122 $ 4,325 2.3%

108,989 5,282 4.8 111,405 6,360 5.7 88,848 3,982 4.5

rowings 260 5 1.9 1,508 97 6.4 351 21 —
rowings 0 — 0.0 4 — 0.0 49 5 10.2
earing Liabilities $310,432 $ 9,030 2.9% $292,382 $11,103 3.8% $273,370 $ 8,333 3.0%
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in 2001 and 2000. We attempt to reduce our exposure to interest rate fluctuations, which can adversely affect net interest margin, by secking, (i) to attract and maintain a significant volume of demand and
s that are not as sensitive to interest rate fluctuations as are time certificates of deposit (“TCDs") and other time deposits, and (ii) to match opportunities to “reprice” earning assets, particularly loans, in response to
ket rates of interest which require or cause repricing of deposits. In 2000, we initiated new loan programs to increase loan volume and, at the same time, we increased the volume of TCDs and other time

ering higher rates of interest on such deposits, primarily to fund the increase in loan volume. We were somewhat able to mitigate the effect on our net interest margin of the increase in TCDs and other time

» continuing to actively seck and obtain additional demand and savings (including money market) deposits. During 2001 we decided to allow higher priced time deposits to “run off” as they matured, rather than
newal. By December 31, 2001, the volume of TCDs and other time %cccm:m had declined to $36,749,000 and $59,222,000, respectively, from $58,801,000 and $67,330,000, respectively, at December 31,

ult, as a percentage of average total deposits, the average volume of demand, savings and money market deposits increased to 77% and the average volume time deposits, including TCDs, declined to 23%, in

d to 74% and 26%, respectively for 2000. Those percentages were 79% and 21%, respectively, for 1999.

t margin (i.e., tax-adjusted net interest income stated as a percentage of average interest-earning assets) was 5.91% for the year ended December 31, 2001, compared to 6.41% for the year ended December 31,
“line reflects the effect of declining rates of interest resulting from the Federal Reserve Board’s monetary policies and the economic downturn in 2001. However, we believe our net interest margin continues to
rage net interest margin for California based, publicly traded banks and bank holding companies with assets ranging from $250-to-$750 million (the “Peer Group Banks”), because we have been able to maintain
nand and savings deposits to total deposits at a higher level than that of our Peer Group Banks and we were able to increase the volume of our loans which generate higher yields than do our other interest earn-

instituted new sales and marketing programs for 2002 that are designed to increase our loan volume and also the volume of our demand and savings deposits. However, we may find it necessary or prudent to
eposits to fund any resulting increases in loan volume. We currently believe that our net interest margin in 2002 will remain at approximately the same level as in 2001, because we currently expect that any
ses in interest income we are able to generate in 2002 from increased loan volume will be largely offset by a combination of (i) the increase in interest expense that will result from the increase in the volume of
1d (i) rates of interest that we are able to charge on loans, which are largely determined by the Federal Reserve Board’s monetary policies and affected by the economic conditions in the United States. However,
ber of uncertainties and risks that could adversely affect our net interest margin in 2002, including (i) increased competition in our market areas, both from banks and other types of financial institutions as well
es brokerage firms and mutual funds that offer competing investment products, and (i) the possibility that the economic slowdown will continue longer than is currently anticipated, which could result in reduced
d in a greater decline in market rates of interest.

1aintain our net interest margin is not entirely within our control because the interest rates we are able to charge on loans and the interest rates we must offer to maintain and attract deposits are affected by the
ies established and implemented by the Federal Reserve Board and by competitive conditions in our market areas. In addition, the effect on a bank’s net interest margins of changes in market rates of interest will
types and maturities of its earning assets and deposits. For example, a change in interest rates paid on deposits in response to changes in market rates of interest can be implemented more quickly in the case of
s and money market accounts than with respect to time deposits as to which a change in interest rates generally cannot be implemented until such deposits mature. In addition, a change in rates of interest paid”
1 and often does lead consumers to move their deposits from one type of deposit to another or (o shift funds from deposits to non-bank investments or from such investments to bank deposit accounts or instru-
Iso will affect a bank’s net interest margin.

oan and Lease Losses. Like virtually all banks and other financial institutions, we follow the practice of maintaining a reserve (the “Loan Loss Reserve”) for possible losses on loans and leases that occur from time
wcidental part of the banking business. Charge-offs of loans (essentially reductions in the carrying values of non-performing loans due to possible losses on their ultimate recovery) are charged against the Loan
rhe amount of that Reserve is increased periodically in response to (i) increases in the volume o ocﬂmﬂu:%:m loans, and (ii) the risk of potential losses due to a deterioration in the financial condition of borrowers
of property securing non-performing loans or changes in economic conditions. Those increases are made through a charge against income referred to as the "provision for loan and lease losses." Although we
nic models that Ecmummoa_ on bank regulatory guidelines and industry standards to evaluate and determine the sufficiency of the Loan Loss Reserve and, thereby, also the amount of the provision required to be
tial loan losses, those determinations involve judgments or forecasts about future economic conditions and other events that are subject to a number of uncertainties, some of which are outside of our ability to

e discussion below under the caption “Forward Looking Information and Uncertaintics Regarding Future Performance.” In the event those judgments or forecasts are proven, by subsequent events or circum-

> been incorrect, it could become necessary in the future to incur additional charges to income in order to increase the Loan Loss Reserve that would adversely affect our operating results.

¢ made provisions for potential loan losses of $498,000, as compared to $1,070,000 during 2000 and, at December 31, 2001 the Loan Loss Reserve was approximately $4,206,000 or 1.03% of total loans and
ing, compared to approximately $3,692,000 or 1.00% of total loans and leases outstanding at December 31, 2000. The higher provision in 2000 was made to maintain the Loan Loss Reserve at approximately
ing loans, following loan charge offs in that year totaling approximately $3,750,000 due to the bankruptcy of a large corporate borrower that had encountered financial difficulties in the prior year. The possibility
irge offs of those loans had been identified and reserved against in years prior to 2000. Those charge-offs resulted in an improvement in the overall quality of our loan portfolio and enabled us to reduce the pro-
- potential loan losses in 2001.

able sets forth an analysis of the Bank’s loan and lease loss experience, by category, for the past three years (with dollar amounts stated in thousands). The amount of the loan charge-offs, and the ratios of net
5 to the loan loss reserve and to the provision for loan losses, in 2000 were substantially greater than in 2001 or in 1999. That was attributable to the charge-off, described above, in 2000, following the bankrupt-

te borrower.

2001 2000 1999
it of loans and leases outstanding™ $ 371,831 $ 361,309 $ 327,388
loss reserve at beginning of year 3,692 6,102 5,165
Jomestic Loans®:
, financial and agricultural (46) (3,762) (112)
onstruction — — —
nortgage — — (45)
(40) (30 (39
rge-Offs (86) (3,792) (196) .
omestic Loans®:
nancial and agricultural 46 134 44
onstruction 20 — —
norigage 16 170 188
20 8 5
overies 102 312 237
(Net Charge-Offs) 16 (3,480) M
zed to operations 498 1,070 485

loss reserve — balance at end of year $ 4,206 $_ 3,692 $_6,102
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of our loans, as of December 31, 2001, presented by type or category of loan, is set forth below (in thousands):

MATURING
Within One to Five After Five

One Year Years Years Total
nancial and agricultural $23,678 $11,381 $ 11,877 $ 46,936
struction 8,511 319 7,261 16,091
rtgage 28,909 55,891 253,969 338,769
1,210 2,761 747 4,718
g 23 1,305 — 1,320
642 5 9 656
$62,973 $71,662 $273,863 $408,498
loans 21,742 57,708 223,746 303,196
ate loans 41,231 13,954 50,117 105,302
$62,973 $71,662 $273,863 $408,498

ing 2001 we conducted programs by which we were able to increase deposits to provide an additional source of funds that were used to increase loan volume as well as the volume of other earning assets.

)1 the average volume of deposits increased by $32,998,000, or 7.6%, as compared to the average volume of deposits during 2000. Contributing to that increase was a $35,413,000, or 10.7%, increase in the
core deposits, made up of demand deposits, which do not bear interest, and savings and money market deposits, on which we pay lower rates of interests than on time deposits. At the same time, during 2001,
lume of time deposits (including those in denominations of $100,000 or more) decreased by $2,416,000, or 2.2%. As a result, our core demand, savings and money market deposits represented 76.6% of average
n 2001 as compared to 74.3% in 2000, with time deposits (including those in denominations of $100,000 or more) representing 23.4% of average total deposits in 2001 as compared to 25.7% in 2000. The

e volume of time deposits, together with decreases in interest rates that we paid primarily in response to decreases in market rates of interest, resulted in an decrease in interest expense in 2001 as compared to
discussion above under the captions “Results of Operations — Net Interest Income” and “Results of Operations — Rate Sensitivity, Net Interest Margins and Market Risk.”

nounts (in thousands) of and the average rates paid on deposits in each of 2001, 2000 and 1999 are summarized below:

2001 2000 1999
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
aring demand deposits $155,828 — $142,132 — $141,554 —
its” 201,183 1.86% 179,465 2.59% 184,122 2.35%
? 108,989 4.85% 111,405 5.71% 88,848 4.48%
0sits $466,000 1.94% $433,002 2.54% $414,524 2.00%

, Super NOW, and Money Market Deposit Accounts.
“ertificates of deposit in denominations greater than and less than $100,000.

7 is a maturity schedule of domestic time certificates of deposits of $100,000 or more (with amounts stated in thousands) as of December 31, 2001:

Three Months or Less $18,470
Over Three through Six Months 8,105
Over Six through Twelve Months 9,140
Over Twelve Months 1,034

$36,749

agement. Liquidity management policies attempt to achieve a matching of sources and uses of funds in order to enable us to fund our customers’ requirements for loans and for deposit withdrawals. In conformity
cies, we maintain a number of short-term sources of funds to meet periodic increases in loan demand and deposit withdrawals and maturities. At December 31, 2001, the principal sources of liquidity consisted
) in cash and demand balances due from other banks and $8,475,000 of Federal funds sold, which together totaled $30,247,000. Other sources of liquidity include $59,959,000 in securities available for sale, of
mately $2,007,000 mature within one year; $3,775,000 in securities held to maturity which mature within one year; and $13,258,000 in interest-bearing deposits at other financial institutions, which mature in 6

. In addition, substantially all of the Bank’s installment loans and leases, the amount of which aggregated $5,587,000 at December 31, 2001, require regular installment payments from customers, providing us
low of cash funds.

ain a line of credit from the Federal Home Loan Bank, the amount of which was $21,000,000 as of December 31, 2001, but which we increased to $30,000,0000 during the first quarter of the current year.

der that credit line are secured by a pledge of some of our outstanding loans. We also have established loan facilities that would enable us to borrow up to $13,000,000 of Federal funds from other banks and we
nt with the Federal Reserve Bank of San Francisco that will also allow us to borrow at their discount window should the need arise. Finally, if necessary, we could obtain additional cash by means of sales of time
{eposits into the “CD” market. However, as a general rule, it has been and continues to be our policy to make use of borrowings under the credit line or loan facilities to fund short term cash requirements, before
es or reducing deposit balances at other banks and before selling time certificates of deposits.

ser of 2001 we borrowed $19,000,000 under the Federal Home Loan Bank credit line to fund increases in loans and seasonal withdrawals of demand and savings deposits which typically occur during the holiday
paid those borrowings in their entirety at the end of January 2002. We expect that we will make use of that credit line and other loan facilities in future periods primarily to fund to short term cash requirements
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5 0N earning assets or increasing operating costs.

vth. It is our intention to take advantage of opportunities to increase our business, either through acquisitions of other banks, the establishment of new banking offices or the offering of new products or services to
If we do acquire any other banks or open any additional banking offices or begin offering new products or services, we are likely to incur additional operating costs that may adversely affect our operating
on an interim basis.

nd other possible uncertainties and risks, readers are cautioned not to place undue reliance on such forward-looking statements, which speak only as of the date of this Annual Report. The Company undertakes
o update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

nd Qualitative Disclosure About Market Risk

he risk of loss to future earnings, to fair values of assets or to future cash flows that may result from changes in the price or value of financial instruments. The value of a financial instrument may change as a

es in interest rate and other market conditions. Market risk is attributed to all market risk sensitive financial instruments, including loans and investment securities, deposits and borrowings. We do not engage in
> or participate in foreign currency transactions for our own account. Accordingly, our exposure to market risk is primarily a function of our asset and liability management activities and of changes in market

t that can cause or require increases in the rates we pay on deposits that may take effect more rapidly or may be greater than the increases in the interest rates we are able to charge on loans and the yields that we
our investments. The extent of that market risk depends on a number of variables, including the sensitivity to changes in market interest rates and the maturities of our interest earning assets and our deposits.

w sets forth information concerning the interest rate sensitivity of our consolidated assets and liabilities as of December 31, 2001. Assets and liabilities are classified by the earliest possible repricing date or matu-

comes first.

re rate-sensitive assets (principally loans, investment securities and other interest earning assets) exceed rate-sensitive liabilities (principally interest bearing deposits), the net interest margin will be po:
g periods of increasing interest rates and negatively impacted during periods of decreasing interest rates. When rate-sensitive liabilities exceed rate-sensitive assets, the net interest margin generally will be nega-
during periods of increasing interest rates and positively affected during periods of decreasing interest rates.

Over Three Over One
Three Through Year Over Non-
Months Twelve Through Five Interest
or Less Months Five Years Years Bearing Total
(Dollars in Thousands)
o deposits in banks $ 9,994 $ 3,264 $ — $ — $ — $ 13,258
urities 7,863 1,329 54,315 16,236 1,179 80,922
Sold 8,475 — — — — 8,475
84,967 18,892 86,053 214,288 — 404,200
rning assets - — — — 43,286 43,286
$111,299 $ 23,485 $ 140,368 $ 30,524 $ 44,465 $550,141
Stockholders’ Equity:
aring deposits $ — $ — $ — $ — $ 161,837 $161,837
3 deposits 264,719 45,273 3,546 15 — 313,553
rowings 19,000 —— — — — 19,000
rowings — — —_— — —
S — — — — 3,899 3,899
>quity — — — — 51,852 51,852
and stockholders equity $283,719 $ 45,273 $_ 3,546 $ 15 $217,588 $550,141
nsitivity gap $(172,420) $ (21,788) $ 136,822 $230,509 $(173,123) $ —
erest rate sensitivity gap $(172,420) $(194,208) $ (57,386) $173,123 $ — $ —

ymic simulation model to forecast the anticipated impact of changes in market interest rates on our net interest income. That model is used to assist management in evaluating, and in determining and adjusting
ined to reduce, our exposure to these market risks, which may include, for example, changing the mix of earning assets or interest-bearing deposits.

ESTIMATED NET (Dollars in Thousands)
SIMULATED INTEREST INCOME MARKET VALUE
RATE CHANGES SENSITIVITY ASSETS LIABILITIES
+100 basis points - 5.90% $530,875 $476,539
+300 basis points -13.80% $513,429 $475,516
-100 basis points 4.99% $550,681 $477,586

—300 basis points 2.55% $573,414 $475,420
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IDATED STATEMENTS OF INCOME

r the years ended December 31

terest Income
Interest and fees on loans
Interest on Investment Securities
Taxable
Exempt from federal taxes
Interest on deposits
Interest on federal funds sold
Lease financing income exempt from federal taxes
TOTAL INTEREST INCOME
terest Expense
Interest on savings, NOW and money market deposits
Interest on time deposits over $100,000
Interest on time deposits under $100,000
Interest on borrowings
TOTAL INTEREST EXPENSE
NET INTEREST INCOME
ovision for Possible Loan Losses
NET INTEREST INCOME AFTER PROVISION
FOR POSSIBLE LOAN LOSSES
on Interest Income
Service fees
Gain on sale of SBA loans
Other

on Interest Expenses
Salaries and employee benefits
Net occupancy expense of premises
Furniture and equipment expenses
Other expenses

INCOME BEFORE INCOME TAXES
come Taxes
NET INCOME
rnings Per Share
Basic
Diluted

e accompanying notes are an integral part of these financial statements.

2001 2000 1999
(dollars in thousands, except per share amounts)
$31,720 $33,928 $29,209

3,313 3,733 4,454
275 317 347
564 273 849
808 652 520

56 80 172
36,736 38,983 35,551

3,743 4,646 4,325

2,225 2,695 1,530

3,057 3,665 2,452

5 97 26
9,030 11,103 8,333
27,706 27,880 27,218
__(498) 1,070) __ (485)
27,208 26,810 26,733
5,231 4,487 4,346
24 31 115
159 86 60
5,414 4,604 4,521
10,454 9,579 9,984

2,488 2,229 2,131

1,550 1,544 1,647

7,354 7,442 7,580

21,846 20,794 21,342

10,776 10,620 9,912

3,926 3,920 3,662

$ 6,850 $ 6,700 $ 6,250
$ 1.24 $ 1.15 $ 0.99
$ 1.18 $ 1.10 $ 0.93
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DATED STATEMENTS OF CASH FLOWS

- the years ended December 31

sh Flows From Operating Activities

Interest and fees received

Service fees and other income received

Financing revenue received under leases

Interest paid

Cash paid to suppliers and employees

Income taxes paid

Net Cash Provided By Operating Activities

sh Flows From Investing Activities

Proceeds from maturity of held-to-maturity securities

Purchase of held-to-maturity securities

Proceeds from maturity of available-for-sale securities

Purchase of available-for-sale securities

Proceeds from maturity of deposits in other financial institutions
Purchase of deposits in other financial institutions

Net (increase) decrease in credit card and revolving credit receivables
Recoveries and deferred recoveries on loans previously written off
Net increase in loans

Net (increase) decrease in leases

Capital expenditures

Proceeds from sale of other real estate owned

Proceeds from sale of property, plant and equipment

Net Cash Used In Investing Activities

ish Flows From Financing Activities
Net increase (decrease) in deposits
Net increase (decrease) in short term borrowing
Proceeds from exercise of stock options
Proceeds from stock issuance
Principal payments on long-term debt
Dividends paid
Stock repurchased and retired
Net Cash Provided (Used) By Financing Activities

ot Increase (Decrease) in Cash and Cash Equivalents
1sh and Cash Equivalents, Beginning of Year
1sh and Cash Equivalents, End of Year

\e accompanying notes are an integral part of these financial statements.

2001

$ 37,238
4,814

56

(9,379)
(18,107)
(4,033)

_ 10,589

13,806
(6,116)

3,544,927
(3,562,013)

34,701
(39,954)
(154)

75
(39,711)
(164)
(1,838)

1,094

(55,347}

21,307
19,092
224
288

(2,184)

(1,908)
36,819

(7,939)
38,186
$_ 30,247

2000

(dollars in thousands)

$ 38,405
3,952

80
(10,783)
(22,478)
(3,554)
5,622

2,140
(193)

1,815,301
(1,824,370)

13,962
(14,048)
(300)

80
(27,557)

1,177
(1,035)

12

21

(34,810)

56,802
(8,800)

24

357
(19)
(1,383)
(6,469)

__ 40,512

11,324
_ 26,862
$_ 38,186

1999

$ 35,326
4,105

172

(8,463)
(19,909)
(3,881)

7,350

11,563
(6,041)
2,110,841
(2,074,411)
40,580
(33,456)
356
102
(53,181)
1,363
(1,130)
1,139
30
(2,245)
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No. 114, “Accounting by Creditors for Impairment of a Loan,” as amended by SFAS No. 118, the entire change in
of expected cash flows of the impaired loan is reported as either provision for loan losses in the same manner in
initially was recognized, o as reduction in the amount of provision for loan losses that otherwise would be report-

1 Losses

“loan losses is increased by charges to income and decreased by charge-offs (net of recoveries). Management’s peri-
f the adequacy of the allowance is based on the Company’s past loan loss experience, known and inherent risks in
erse situations that may affect the borrower's ability to repay, the estimated value of any underlying collateral, and
conditions. The provision for the current increase to the allowance for loan losses is charged to expense (See Note

NCing

lease contracts is recorded using the finance method of accounting. Under the finance method, an asset is record-
of the total lease payments receivable and estimated residual value, reduced by uneamed income. Income, repre-
ess of the total receivable over the cost of the related asset, is recorded in income in decreasing amounts over the
et based upon the principal amount outstanding. The financing lease portfolio consists of equipment with terms
N years.

ipment.

cost. Premises and equipment are carried at cost less accumulated depreciation and amortization. Depreciation is
he straight-line method over the estimated useful lives, which ranges from three to ten years for fumiture and fixtures
tty for buildings. teasehold improvements are amortized using the straight-line method over the estimated useful
vements or the remaining lease term, whichever is shorter. Expenditures for improvements or major repairs are cap-
- for ordinary repairs and maintenance are charged to operations as incurred (See Note #6).

QOwned

rties acquired through, or in lieu of, loan foreclosure are initially recorded at fair value at the date of foreclosure,
v cost basis. After foreclosure, valuations are periodically performed by management and the real estate is carried
st or fair value minus estimated costs to sell. Revenue and expenses from operations and additions to the valuation
luded in other expenses (See Note #7).

from the sale of participating interests in loans guaranteed by the Small Business Administration (SBA) are recognized
mium received or discount paid and the cost basis of the portion of the loan sold. The cost basis of the portion of
arrived at by allocating the total cost of each loan between the guaranteed portion of the loan sold and the unguar-
the loan retained, based on their relative fair values. The hook value allocated to the unguaranteed portion of the
lhe principal amount, is recorded as a discount on the principal amount retained. The discount is accreted to inter-
he remaining estimated life of the foan. The Bank retains the servicing on the portion of the loans sold and recog-
the servicing fees when they are received.

taxes are computed using the asset and liability method, which recognizes a liability or asset representing the tax
current tax law, of future deductible or taxable amounts atiributable to events that have been recognized in the con-
il statements. A valuation allowance is established to the extent necessary to reduce the deferred tax asset to the
s “more likely than not” that the tax asset or benefits will be realized. Realization of tax benefits for deductible tem-
s and operating loss carryforwards depends on having sufficient taxable income of an appropriate character within
periods (See Note #16).

ncome

8, the Bank adopted Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income,”
e disclosure of comprehensive income and its components. Changes in unrealized gain (loss) on available-for-sale
ncome taxes is the only component of accumulated other comprehensive income for the Bank.

e (EPS)

es dilution and is computed by dividing income available to common stockholders by the weighted-average number
s outstanding for the period. Diluted EPS reflects the potential dilution that could occur if securities or other con-
nmon stock were exercised or converted into common stock or resulted in the issuance of common stock that then
nings of the entity. Eamings per share and stock option amounts have been retroactively restated to give effect to all
See Note £17).

SFAS No. 123, “Accounting for Stock-Based Compensation,” encourages, but does not require, companies to record compensation
costs for stock-based employee compensation plans at fair value. The Bank has chosen to continue to account for stock-based com-
pensation using the intrinsic value method prescribed in Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock
Issued to Emplayees,” and refated interpretations. Accordingly, compensation costs for stock aptions is measured as the excess, if any,
of the quoted market price of the Company's stock at the date of the grant over the amount an employee must pay to acquire the stock
(See Note #10).

Disclosure About Fair Value of Financial Instruments

SFAS No. 107 specifies the disclosure of the estimated fair value of financial instruments. The Company’s estimated fair value amounts
have been determined by the Company using available market information and appropriate valuation methodologies.

However, considerable judgment is required to develop the estimate of fair value. Accordingly, the estimates are not necessarily
indicative of the amounts the Company could have realized in a current market exchange. The use of different market assumptions
and/or estimates of methodologies may have a material effect on the estimated fair value amounts.

Although management is not aware of any factor that would significantly affect the estimated fair value amounts, such amounts have
not been comprehensively revalued for purposes of these financial statements since the balance sheet date and, therefore, current esti-
mates of fair value may differ significantly from the amounts presented in the accompanying notes (See Note #20).

Current Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard (“SFAS”) No.
142, "Accounting for Goodwill and Other Intangible Assets,” effective starting with fiscal years beginning after December 15, 2001.
This standard establishes new accounting standards for goodwill and continues to require the recognition of goodwill as an asset but
does not permit amortization of goodwill as previously required by the Accounting Principles Board Opinion ("APB") Opinion No.
17. The standard also establishes a new method of testing goodwill for impairment. It requires goodwill to be separately tested for
impairment at a reporting unit level. The amount of goodwill determined to be impaired would be expensed to current operations.
Management helieves that the adoption of the statement will not have a material effect on the Company's financial statements.
Amortization expense charged to operations for 2001, 2000, and 1999 was $42,000, $42,000, and $42,000, respectively. As of
December 31, 2001, goodwill is fully amortized.

Reclass
Certain reclassifications were made to prior years' presentations to conform to the current year.

ations

NOTE £2 - INVESTMENT SECURITIES

Debt and equity securities have been classified in the consolidated balance sheets according to management’s intent. The carrying
amounts of securities and their approximate fair market values at December 31, were as follows {in thousands):

December 31, 2001
Held-To-Maturity Securities Gross Gross
Amortized Unrealized Unrealized Fair Value
Cost Gains Losses (a)
U.S. Treasury Securities $ 349 $ 9 $ — $ 358
Other Government Agency Securities 5,542 80 — 5,622
Municipal Agencies 4,853 55 — 4,908
Other Securities 2,311 — — 2,311
Total Held-To-Maturity Securitics $13,055 $144 $_— $13,199
December 31, 2000
Gross Gross
Amortized Unrealized Unrealized Fair Value
Cost Gains Losses (@)
U.S. Treasury Securities $ 999 $ — $ 2 $ 997
Other Government Agency Securities 16,379 — 51 16,328
Municipal Agencies 1,053 10 — 1,063
Other Securities 2,311 — — 2,311
Total Held-To-Maturity Securities $20,742 $_10 $.53 $20,699
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. PREMISES AND EQUIPMENT Home Loan Bank of San Francisco with a due date of January 28, 2002, and interest payable at 1.92%. This advance was repaid on

ons of bank premises and equipment are summarized as fotlows (in thousands): January 28, 2002.

2000 2000

$ 2,424 $ 2,424 NOTE #10 - STOCK OPTION PLAN
tipment 9,942 8,742 The Campany maintains an employee incentive and nonqualified stock option plan which was approved by its stockholders in 1993
ements 3579 34 {the “1993 Option Plan”). The Company applies APB Opinion No. 25 and related interpretations in accounting with respect to this
dd i g fizat dw\wmwv _M\WWWV Option Plan. Accordingly, no compensation cost has been recognized with respect to options granted under the 1993 Option Plan.
epreciation and amorfization 5947 5783 The 1993 Option Plan provides for the issuance of up to an aggregate of 1,147,041 shares of the Company Common Stock (which
375 1230 number gives retroactive effect to stock dividends issued prior to December 31, 2001). Options to purchase those shares may be
§ 6,322 §7.013 granted to officers, key employees and directors of the Company and its subsidiaries, including the Bank, at prices not less than the

- . - N —_ fair market value of such shares at dates of grant. Options granted expire within a period of not more than ten years from the dates
and and buildings under noncancelable operating leases expiring at various dates through 2014. The following isa 1 which the oplions are granted.

> minimum lease payments based upon obligations at year-end (in thousands): . ; ) . S .
pay P & Y A v The fair value of each option grant was estimated on the date of grant using the Black-Scholes option pricing model with the follow-

ear ing assumptions for 2001, 2000 and 1999, respectively: risk-free rates of 4.37%, 5.08%, and 4.67%, dividend yields of 3%, 2%, and
mww ﬁ ‘Www 2%, expected life of five years; and volatility of 31%, 33%, and 34%.
004 1319 Information with respect to the number of shares of Common Stock that were subject to options that were granted or exercised, and
005 1122 those that expired without exercise, under the 1993 Option Plan during December 31, 2001, 2000 and 1999, the weighted exercise
006 "g54 prices thereof, and the number of shares subject to exercisable options at the end of each of those years, is presented below:
reafter 3,101 - 2001 2000 1999
olal $9,045 Weighted Average Weighted Average Weighted Average
he th 12001, 70 d 1999 1,329,000, $1,269,000, and $1,246,000 Shares  Exercise Price Shares  Exercise Price Shares _ Exercise Price
sc for the three years ended December 31, 2001, 2000, and 1995, was $1,329,000, $1,269,000, and $1,246,000, (1. - oo Boginming of ear 906,179 $ 861 844,331 $ 8.49 811,081 $7.93
Granted 40,125 12.02 86,670 10.17 69,229 12.26
mxmawmg (89,458) (7.00) 4,331) 6.00 (18,810) 6.59)
‘R REAL ESTATE OWNED Forfeited 12,209) (12.38) 20,491) 13.29 18,009) (13.04)
- Owned is carried at the estimated fair value of the real estate. An analysis of the transactions for December 31, Outstanding, End of Year 844,637 8.50 206,179 3.21 844331 8.26
wvere as follows (in thousands): Options exercisable at yearend 777,835 $ 834 828,080 $ 8.04 768,139 $ 7.73
2001 2000 Weighted average fair value of
15 of Year $2.164 §1.714 options granted during the year § 3.05 $ 338 $ 436
143 1,038 The following table summarizes information about fixed stock options outstanding at December 31, 2001:
rents and other reductions _(125) _(588) Options Outstanding Options Exercisable
ear $2,182 $2,164 Weighted Average
december 31, 2001 and 2000 are shown net of reserves of $125,000 and $0, respectively. X y zmsyi___m . Weighted Average X " Weighted Average
. . o\ Exercise Price Number Quistanding _Contractual Life __Exercise Price Number Exercisable _Exercise Price
e reserve for other real estate owned are summarized for December 31, 2001 and 2000 as follows (in thousands): $4.87 10 $6.37 341,500 320 $ 5.5 336,531 S 558
2001 2000 $8.50 0 $10.98 288,340 6.06 8.84 264,631 8.80
g of Year $ — $387 $11.13 t0 $13.09 156,885 7.35 11.87 119,297 11.83
fto other expense 125 42 $14.18 10 $16.36 57,912 6.50 15.08 57,376 15.08
ther reductions _— (429) $4.87 to $16.36 844,637 777,835
ear $125 b= Had the Company determined compensation cost based on the fair value at the grant date for its stock options under SFAS No. 123,
. the Bank’s net income would have been reduced to the following pro forma amounts {in thousands, except per share data):
SITS o . . 2001 2000 1999
2001, the scheduled maturities of time deposits are as follows (in thousands): Net income:
ear As reported $6,850 $6,700 $6,250
002 $92,414 Pro forma 6,696 6,470 6,005
003 2,945 Per share data:
004 524 Net income - Basic
005 72 As reported $ 1.24 $ 1.15 $ 0.99
006 5 Pro forma §1.21 $11 $ 0.95
reafter 11 Net income - diluted
otal $95,971 As reported $1.18 $1.10 $ 0.93
Pro forma $ 1.15 $1.08 $ 0.90
T-TERM BORROWINGS NOTE #11 - DEFINED CONTRIBUTION PLAN (401K)

wilities included a short term borrowing of $19,000,000 at a fixed rate representing an advance from the Federal ~ The Company sponsors a defined contribution pension plan that covers all employees with 1,000 or more hours worked in a year.
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olved in issuing letters of credit is essentially the same as that involved in extending loans to customers.

e of credit with the Federal Home Loan Bank of San Francisco for $21 million. The Bank has pledged approximately
ns to secure the line.

JLATORY MATTERS

a consolidated basis) arid the Bank are subject to various regulatory capital requirements administered by federal

Under applicable law and government regulations, a failure by the Company or the Bank to meet certain mini-
rements would result in the imposition of operational restrictions and other requirements and the possible initiation
etionary actions by government regulatory agencies that could have a direct material effect on the Company’s and
al statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Bank must meet specific capital requirements that involve quantitative measures of the Bank’s assets, liabilities, and
> sheet items as calculated under regulatory accounting practices. The Bank’s capital amounts and classification are
alitative judgments by the regulators about components, risk weightings, and other factors. The most recent notifi-
deral regulators categorized the Bank as well capitalized under the regulatory framework for prompt corrective
yrrective action provisions are not applicable to bank holding companies.

ures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts (set forth
) of total capital and Tier 1 capital (as defined in the regulations) and ratios of tofal capital and Tier 1 capital to risk-
s defined), and to average assets (as defined). The following table compares, as of December 31, 2001 and
00, the total capital and Tier 1 capital of the Company (on a consolidated basis), and that of the Bank, to the capi-
mposed by government regulations {with amounts stated in thousands):

ENDENT BANCORP Capital Needed
To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
1, 2001:
k-weighted assets 455,752 12.4% $35,971 8.0% N/A N/A
sk-weighted assets 51,546 11.5% 17,985 4.0% N/A N/A
verage assets 51,546 9.4% 20,786 4.0% N/A N/A
1, 2000:
k-weighted assets $51,783 12.6% $32,767 8.0% N/A N/A
sk-weighted assets 48,091 11.7% 16,383 4.0% N/A N/A
verage assets 48,091 9.5% 20,290 4.0% N/A N/A
ENDENT BANK Capital Needed
To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
1, 2001:
k-weighted assets $55,051  123%  $35,875 8.0% $44,843  10.0%
sk-weighted assets 50,846  11.3% 17,937 4.0% 26,906 6.0%
verage assets 50,846 9.3% 21,774 4.0% 27,217 5.0%
11, 2000:
k-weighted assets $51,568  12.6%  $32,763 8.0% $40,954  10.0%
sk-weighted assets 47966  11.7% 16,382 4.0% 24,572 6.0%
verage assets 47,966 9.5% 20,168 4.0% 25,210 5.0%

'VALUE OF FINANCIAL INSTRUMENTS

resents the carrying amounts and fair values of financial instruments at December 31, 2001 and 2000 (with dollars
S Statement 107, “Disclosures about Fair Value of Financial Instruments,” defines the fair value of a financial instru-
int at which the instrument could be exchanged in a current transaction between willing parties, other than in a

forced or liquidation sale. Fair value estimates are made at a specific point-in-time based on relevant market information and infor-
mation about the financial instrument. These estimates do not reflect any premium or discount that could result from offering for sale
at one time the entire holding of a particular financial instrument. Because no market value exists for a significant portion of the finan-
cial instruments, fair value estimates are based on judgments regarding current economic conditions, risk characteristics of various
financial instruments, future expected loss experience and other factors. These estimates are subjective in nature, involve uncertain-
ties and matters of judgment, and therefore can not be determined with precision. Changes and assumptions could significantly affect
the estimates.

The following methods and assumptions were used to estimate the fair value of financial instruments:

e Investment Secu
For U.S. Treasury and U.S. Government Agency securities, fair values are based on market prices. For other investment securities, fair
value equals quoted market price if available. 1f a quoted market price is not available, fair value is estimated using quoted market
prices for similar securities as the basis for a pricing matrix.

S

e Loans

The fair value for loans with variable interest rates is the carrying amount. The fair value of fixed rate loans is derived by calculating
the discounted value of the future cash flows expected to be received from the various homogeneous categories of loans. All loans
have been adjusted to reflect changes in credit risk.

¢ Deposits

The fair value of demand deposits, money market deposits, savings accounts and NOW accounts is defined as the amounts payable
on demand at December 31, 2001, and December 31, 2000. The fair value of fixed maturity certificates of deposit is estimated based
on the discounted value of the future cash flows expected to be paid on the deposits.

o Short-term borrowings

Rates currently available to the Bank for debt with similar terms and remaining maturities are used to estimale the fair value of exist-
ing debt.

December 31, 2001 December 31, 2000
Carrying Amount Fair Value Carrying Amount Fair Value

Financial Assets

Cash and cash equivalents $ 30,247 $ 30,247 $ 38,186 $ 38,186

Investment securities and deposits 93,001 92,020 79,465 77,088

Loans 407,170 412,127 367,451 357,448

Direct lease financing 1,328 1,328 1,164 1,158

Cash surrender value 6,167 6,167 5,639 5,639
Financial Liabilities

Deposits 475,390 475,877 454,041 454,278

Short-term borrowings 19,000 19,000 — —
Unrecognized Financial Instruments

Commitments to extend credit 52,368 524 48,304 483

Standby letters of credit 1,373 14 924 9

NOTE #21 - CONDENSED FINANCIAL INFORMATION OF FOOTHILL INDEPENDENT BANCORP (PARENT COMPANY)

BALANCE SHEETS
2001 2000 1999
Assets (dollars in thousands)

Cash $ 122 $ 198 $ 704
Investment in subsidiaries 51,361 47 975 47,785
Accounts receivable 213 174 317
Other rececivables 172 — —
Excess of cost over nel assets of company acquired (net) — 42 85
Prepaid expenses 76 19 11

Total Assets $51,944 $48,408 $48,902
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"PENDENT AUDITORS REPORT

of Directors and
olders

| Independent
p and

laries

ora, California

We have audited the accompanying consolidated balance sheets of Foothill Independent Bancorp and Subsidiaries
as of December 31, 2001 and 2000, and the related consolidated statements of income and changes in stockhold-
ers' equity and statements of cash flows for the three years ended December 31, 2001. These consolidated finan-
cial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Foothill Independent Bancorp and Subsidiaries as of December 31, 2001 and 2000, and the
results of its operations and cash flows for the three years ended December 31, 2001, in conformity with account-
ing principles generally accepted in the United States of America.

Vessmimah Trine Qa4 Gor. LLP.

Vavrinek, Trine, Day & Co., LLP
Rancho Cucamonga, California
January 25, 2002
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