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The
RepORT 10
Shareholders

American Stateswoman Jeane Kirkpatrick once said, “History is a better guide than good intentions.” However, as we
reflect upon our 30-year history and the ideals of the original Board of Directors to serve and be of service to the com-
munity, those good intentions clearly produced a strong, successful Company and will be its guiding strength into the
future.

We begin each new-year filled with energy and a commitment to produce results better than the previous year. in 2002,
when we factored in the uncertain national economy, delayed capital expenditures of businesses, slowing of consumer
spending, and declining interest rates, it would have been a daunting goal without strategic planning and a strong man-
agement team. We are pleased to report that your Company met the challenges of 2002 and increased both net income
to $7.6 million or 12% and fully diluted earnings per share to $1.19 or 10%, compared to the same period of 2001.
Return on average assets and return on average equity improved to 1.34% and 14.07%, respectively.

When the goal is clear but the path is challenging, it is important to remain focused on the basic tenets of your business,
which for us is collecting low-cost deposits and underwriting conservative loans.  The Company continues to exercise
the principals of its founders which is to provide a customer service experience that sets us apart from other institutions.
This customer service “attitude” permeates throughout the company from the sales force in our branches to the associ-
ates behind the scenes who lend their support on many different levels contributing to the overall growth of the bank.
Doing what we do best, developing relationships through customer service, enabled us to grow total deposits 12% to
$535 million. Our core deposit base, which is low-or no-cost
deposits increased a significant 18% to $450 million and repre-
sents 84% of total deposits. We continue to build a solid loan
portfolio, funded by these core deposits, and experienced an 8%
increase in net loans to $437 million. With interest rates at his-
toric low levels, our net interest margin felt some pressure and
compressed slightly to 5.70%, however we believe that we are
well positioned to continue to benefit from a relatively strong
Southern California economy.

Earnings
Per Share
(basic)

There are many facets to building strong relationships with our
customers including keeping abreast of the changing elements of
their business and personal financial needs. We take a proactive
approach with our borrowers by meeting with them regularly to
ensure that we are aware of events that may affect their finances.
This approach to business combined with our diligent underwrit-
ing standards has produced a strong loan portfolio with good

asset quality. At December 31, 2002, asset quality has shown -
significant improvement from the prior year with non-performing NP
loans at 0.58% of total loans.




Our reputation for providing “platinum customer service” also extends Net Income
to other service delivery channels such as on-line banking. In 2002, (miltion)

we enhanced our on-line banking experience for the consumer by
providing 24-hour account access with real time account information
and the added convenience of opening an account directly at
www.foothillbank.com. Our business customers were introduced to
Business Internet Banking, which allows them to transfer funds
between accounts, electronically schedule bill payments, export files
to various accounting programs and initiate ACH debits to collect
receivables more quickly, improving their cash flow. We will continue
to enhance customer relationships in the coming year with products
that will improve their business because we know that their success
translates into our success.

Exceptional financial performance and our relationship approach to
business continues to earn Foothill top industry awards such as
Premier Performance from the Findley Reports, Five-Star Superior rat-
ing from Bauer Financial, and Blue Ribbon Bank status from Veribanc
Inc. These achievements are directly attributable to all the members of
Team Foothill who are committed to succeed at the highest level.

We are strategically positioned to share our continuing success with

you, the shareholder, by paying dividends. In fact, Foothill increased

its quarterly cash dividend in each of the last three years, including a 10% increase in 2002. Additionally, in January of
this year shareholders received a 9% stock dividend, which makes Foothill Independent Bancorp a real value to our
shareholders and worth researching by investors seeking conservative opportunities that pay dividends.

Our history reminds us that with a mere turn in perspective an array of new opportunities come into focus which will
take us to the next level of achievement. To accomplish this in an increasingly competitive environment, we intend to
complement our organic growth with key branch or bank acquisitions. We are vigorously exploring high-growth com--
mercial and retail markets in eastern Los Angeles and western San Bernardino Counties to further expand our footprint
within the markets that we currently serve.

As we celebrate our 30th anniversary, we reflect on the people, events, challenges, hard work, and dedication that con-
tributed to the success we enjoy today. In planning for our future growth, we recognize that the world has changed dra-
matically. Global events fill us with uncertainty. Yet we remain optimistic in our resolve to continue serving and being of
service to the communities and shareholders that have supported us throughout the years. On behalf of the Board of
Directors and Management, we thank you for sharing this milestone anniversary with us.

Geogrge E. Langley
President and CEO




FOOTHILL
NATIONALZZBANK

When the idea to form a bank in Glendora was visualized, the original Board of
Directors envisioned a bank that would ultimately make a major contribution
to the economy of the foothill community. The image was that a
hometown, locally managed and operated bank
with a strong focus on customer service would
change the pattern of banking by accomplishing
what no other bank had done before...serve and be
of service to the local foothill community. On June 1,
1973 Foothill National Bank was founded to operate as
an independent, community banking institution and opened
its doors at 510 South Grand Avenue in Glendora.

To compete with large financial institutions, Foothill created a
unique image based on the interaction of ideas, service, and com-
munications, and began promoting its personal services such as
extended hours, Saturday banking, walk-up and drive-up teller
windows., To attest to the success of these “extras” the Bank
quickly grew to total assets that exceeded $20 million by
Foothill’s 5th Anniversary in 1978.

With three branch locations operating in Glendora, Upland and
Claremont, it was evident that Foothill had an ongoing display of change and progress. On July 2,
1979 Foothill announced the successful conversion to a State charter under the new name of

“Foothill Independent Bank” with plans to open a new, three-story corporate headquarters building
in Glendora. This new name and presence seemed to graphically depict the true spirit of the Bank

and would leave a lasting impression on the community.
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Financial Highlights
FIVE YEAR FINANCIAL SUMMARY
SUMMARY OF OPERATIONS

Interest income

Interest expense
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Provision for possible loan losses
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Years Ended December 31,

2002 2001 2000 1999 1998
(dollars in thousands)

$ 34,811 $ 36,736 $ 38,983 $ 35,551 $ 36,237
5,039 9,030 11,103 8,333 9,827
29,772 27,706 27,880 27.218 26,410
460 498 1,070 485 775
29,312 27,208 26,810 26,733 25,635
5,694 5,414 4,604 4,521 5,086
22,934 21,846 20,794 21,342 22,573
12,072 10,776 10,620 9,912 8,148
4,378 3,926 3,920 3,662 3,084
7,694 6,850 6,700 6,250 5,064

0.43 0.40 0.36 0.41 —
90,778 79,743 70,816 61,548 104,654
437,441 404,200 364,782 339,533 289,007
604,570 550,141 505,825 458,676 469,077
534,562 475,390 454,041 397,264 416,665
8,000 19,000 — 8,819 74
57,576 51,852 48,263 48,439 48,379
1.28 1.14 1.06 0.91 0.73
1.19 1.08 1.02 0.86 0.68

0.43 0.40 0.36 0.41 —
9.54 8.63 7.89 7.20 6.93
6,021,430 6,028,904 6,336,432 6,864,343 6,935,180
6,464,474 6,341,628 6,558,719 7,292,027 7,427,286

(1) For information regarding restrictions affecting the ability of the Company to pay cash dividends, see
Note 14 to the Company’s Consolidated Financial Statements. (2) For information regarding other debt see
Notes 9 and 10 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 18 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, 2002, the Company
had approximately 1,066 shareholders of record. The following table sets
forth the high and low trade Brices er 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
03/31/02 13.11 10.66 — 0.10
06/30/02 15.62 11.70 — 0.11
09/30/02 19.35 12.01 — 0.11
12/31/02 19.93 15.60 9.00% 0.11
03/31/01 10.79 8.96 — 0.10
06/30/01 11.65 9.78 7.00% 0.10
09/30/01 12.13 10.38 — 0.10
12/31/01 13.06 10.95 — 0.10

(1) Retroactively adjusted for stock dividends and stock splits.




Foothill £
Independent Bank

With a new name and a new look, Foothill Independent Bank welcomed the 1980’s with the
implementation of a strategic growth plan. Offices in Rancho Cucamonga, Ontario, lrwindale
and Covina were among the branch locations that expanded Foothill’s market presence in
addition to new product offerings including construction, SBA and asset based lending.
Continuing to exceed industry standards, generating record profits, achievement of aggressive
deposit growth and community recognition complemented such progress during this decade.

By Foothill’s 15th Anniversary in 1988, the Bank had grown to $187 million in total assets,
was operating eight branch locations and a newly self-supported Data Center, successfully
completed a merger with Inland National Bank, and had formed the Foothill Independent
Bancorp holding company.

The end of the 1980’s was approaching and the atmosphere
of Foothill’s market was changing as the inland empire, a
: community that Foothill had long-serviced, began to
grow rapidly. The new home market was flour-
’ ishing and com-
mercial business-
es began relocat-
ing to larger, new
I industrial areas in

counties. With just a

Y mere turn in per-
spective, an array of

V' new opportunities

A came into focus and

a whole new world

opened up.



Our CorpORATE
Profile

The Company’s principal y ® operating subsidiary is Foothill Independent Bank, a

California commercial bank with its corporate offices located in Glendora, (approximately 40
miles east of Los Angeles) conveniently based in the San Gabriel Valley, which bridges the Los
Angeles and Inland Empire areas.

Foothill Independent Bank operates twelve full service branch locations within Los

: — Angeles, San Bernardino and Riverside counties. Foothill’s product

= - . offerings include traditional banking services, such as commer-

' 97 cial and consumer deposit and loan products, as well as a vari-

'/ ety of innovative cash management services including Internet
banking at www.foothillbank.com.

The Bank’s customer service delivery objective is to provide all relation-
ships with an exceptional banking experience. The manner in which we
do so is known Company-wide as Platinum Service. Bank employees recog-
nize the importance of fulfilling this promise during every interaction. The result
of this approach sustains the Company’s brand image as a service innovator and
distinguishes the Bank’s market presence, ultimately translating into a net interest
margin which exceeds our California peer group average and increasing value for our
shareholders.

The management philosophy of the Company is one of balance between risk and
return, further ensuring maximum value for our shareholders. Management’s com-

{ mitment to high standards has earned significant recognition from such bank rating

{ firms as Bauer Financial Reports, Inc., The Findley Report and Veribanc, Inc., who
have presented the Company with awards for strength and stability. It is through our
i combined commitment and dedication to financial strength, stability and service

B that we have consistently achieved a return on assets of 1.0% or better throughout
the Company’s history.

Foothill Independent Bancorp’s common stock is traded on NASDAQ under the symbol “FOOT.”
Through the Company’s “Optional Payment Plan” of the Dividend Reinvestment Plan, sharehold-
ers have the opportunity to purchase additional stock making increased ownership simple and

convenient,




The 1990’s reflect a change of position unlike never before in the Company’s history which
began by expanding its customer service philosophy and implementing a bank-wide sales cul-
ture. A virtually endless prism of energy triggered a surge of growth that included branch expan-
a SiON, industry awards for strength and stability, and a market presence

Bl as the leading community bank of choice by commercial businesses,
R professionals, families and community organizations.

& A new “Vision” was introduced in 1992, which encompassed a
Ji. renewed dedication to customer service as well as a united rela-
B tionship-strengthening effort that focused on the customer as
\ the Bank’s “primary reason for being.” With a united man-
¥ agement team, a Board of Directors who supported this new
Vision, and dedicated banking professionals working to exceed
customers” expectations, Foothill Independent Bank targeted greater
recognition in its marketplace. In 1993, our 20th Anniversary was marked
" with a newly enhanced corporate logo reflecting a new era in our brand
image. Change, motivation and leadership in the community banking industry resulted in
Foothill’s asset size increasing by $100 million from just five years earlier.

With an image that conveyed an infinite pursuit of progress, Foothill independent Bank’s growth
led to further marketplace expansion throughout the 1990s including branches in Glendale,
Corona, Chino and Monrovia. While this focus on traditional banking offices was essential, a
new arena for business development and market presence also began as the pace of technology
cast a light on new opportunities. In its 25th Anniversary year of 1998, Foothill Independent
Bank launched www.foothillbank.com, followed by on-line banking and advanced multi-media
communications tools. Foothill Independent Bank was propelled into the new millenium with
total assets exceeding $500 million and twelve branches with the opening of the Temecula office
in 2000.




Our Vision

At Foothill Independent Bank we are .

committed to quality service, which C0n515tently

exceeds expectations. Our employees are empowered

and strive to create new and innovative ways to enhance

relationships. We are dedicated to remain a community bank,

with profitable growth, which will rank us in the top ten percent of our

peer group. TOGETHER we will create an environment, which focuses
on our customer as our primary reason for being.

Striving to exceed your expectations.
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FOOTHILL INDEPEN

Foothill Independent Bank’s suc-
cessful 30-year history of serving the
foothill community and beyond is
the result of a persistence of

vision. The sustaining element
comes from a team of dedicat-
ed banking professionals

whose interaction with our
customers reflects an image /
of “l Am the Bank.” |

Our customers view a local community bank from a whole
new perspective as our connection with the community and reflec-
tion of service and strength produce a dramatically distinct image of a
financial institution. We focus on producing results that exceed our objec-
tives through the cultivation of a great brand identity. In longevity, awareness
and reputation, Foothill Independent Bank is the community bank with “Platinum Service” brand
appeal. As competition increases, we strengthen our Platinum Service resolve to fulfill the promise by
delivering an exceptional customer service experience.

We celebrate 2003 with expectations for even greater achievements by continuing to excite our
employees with new ideas, programs and products to develop new relationships while expanding exist-
ing core business. Our efforts are based on offering a relationship experience that represents quality.

Just as an actual kaleidoscope creates a unique image based on the interplay of light, reflection and
color, Foothill Independent Bank works to create an exceptional banking experience based on the inter-
play of service, technology and strength.

Watch as the spectacle unfolds...
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Management’s Discussion and

Analysis of Financial Condition & Resulrs of Operations
GENERAL

The following discussion 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 and the uncertainties that could affect our future performance
described below in this Report.

Our principal operating subsidiary is Foothill Independent Bank (the “Bank”), which is a California state chartered bank and a member of the
Federal Reserve system, which accounts for substantiallr all of our consolidated revenues and income. Accordingly, the following discussion
focuses primarily on the Bank’s operations and financial condition.

RESULTS OF OPERATIONS

Overview. The principal determinant of a bank's income is net interest income, which is the difference between the interest that a bank earns on
foans, investments and other interest earning assets, and its interest expense, which consists primarily of the interest it must pay to attract and
retain deposits and the interest that it pays on its other interest bearing liabilities. A bank’s interest income and interest expense are, in turn,
affected by a number of factors, some 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 ability of borrowers to meet their loan
payment obligations.

During 2001 the 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. That policy continued through 2002 as the hoped for economic recovery
has been slow to develop. As a result, the prime rate of interest charged by most banks declined from 9.50% to 4.75% during 2001 and it
remained at 4.75% until November of 2002 when it declined further to 4.25%. Those monetary policies, combined with the continued softness
in the United States economy, caused the average rate of interest earned on our interest earning assets to decline to 6.7% in fiscal 2002 from
7.8% in fiscal 2001 and 8.9% in fiscal 2000.

Despite that decline, we still achieved an increase of $844,000, or 12%, in net earnings in 2002 to $7,694,000, from $6,850,000 in 2001. The
increase in net earnings was primarily due to a $2,066,000 increase in net interest income, which was partially offset by a $1,088,000 increase in
non-interest expense. The inCrease in net interest income was attributable, in turn, to a decline in interest expense.

As indicated in the following table, net earnings for 2002 represented a return on average assets of 1.34% and a return on average equity of
14.07%, compared to 1.32% and 13.81%, respectively, for 2001.

2002 2001 2000
Return on Assets 1.34% 1.32% 1.38%
Return on Equity 14.07% 13.81% 14.23%
Dividend Payout Ratio 33.86% 32.26% 27.42%
Equity to Asset Ratio 93.53% 9.55% 9.69%

Net Interest Income. Net interest income increased by $2,066,000, or 7.5%, in 2002 as compared to 2001, due to a decline in interest expense
of $3,991,000, which offset a $1,925,000 decline in interest income in 2002. The reduction in interest expense was primarily attributable to
lower market rates of interest on deposits that was the result, principally, of the lowering of market rates of interest by the Federal Reserve Board,
and, to a lesser extent, reductions in the average volume of outstanding time deposits, including those in denominations of $100,000 or more
(“TCDs"), as a result of our decision to allow those deposits to be withdrawn on their maturity rather than seeking their renewal. The decline in
interest income in 2002 alsc was primarily attributable to declining market rates of interest that resulted in reductions in the interest rates we were
able to charge on new loans that we originated during the year and in the interest rates on variable rate loans that “repriced” downward as market
rates of interest declined.

Information concerning average interest earning assets and interest bearing liabilities, along with the average interest rates charged and paid there-
on is set forth in the following table. Averages were computed based upon daily balances and dollars are in thousands.

Year Ended December 31,
2002 2001 2000
Average Average Average Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
(Dollars in Thousands)

Earning Assets:
Investment Securities

U.S. Treasury $ 349 $ 15 4.3% $ 565 § 28 5.0% $ 1,405 % 74 53%
U.S. Government Agencies 43,629 2,007 4.6 45,453 2,505 5.5 43,419 2,712 6.2
Municipal Leases™ 8,119 657 8.1 5,060 432 8.5 5,636 502 89
Other Securities 16,426 390 2.4 17,742 780 4.4 14,502 947 6.5
Total Investment Securities 68,523 3,069 4.5 68,820 3,745 5.4 64,962 4,235 6.5
Federal Funds Sold 27,504 430 1.6 21,043 808 3.8 10,440 652 6.2
Due from Banks - Time 7,544 194 2.6 12,119 564 4.7 4,175 273 6.5
Loans® 423,943 31,379 7.4 370,882 31,849 8.6 359,867 34,079 9.5
Lease Financing™ 1,160 93 8.0 951 82 8.6 1,443 125 8.7
Total Interest-Earning Assets” $528,674 $35,165 6.7% $473,815 $37,048 7.8% $440,887 $39,364 8.9%
i




Interest Bearing Liabilities:
Domestic Deposits and Borrowed Funds:

Savings Deposits® $242,305 $ 2,784 1.1% $201,183 $ 3,743 1.9% $179,465 § 4,646 2.6%
Time Deposits 88,824 2,216 2.5 108,989 5,282 4.8 111,405 6,360 5.7
Short-Term Borrowings — — 0.0 260 5 19 1,508 97 64
Long-Term Borrowings 667 39 58 0 — 0.0 4 — 0.0
Total Interest-Bearing Liabilities $331,796 $ 5,039 1.5% $310,432 $ 9,030 2.9% $292,382 $11,103 3.8%

The following table sets forth the net interest earnings (in thousands of dollars) and the net yield on average earning assets:

2002 2001 2000
Total Interest Income™? $ 35,165 $ 37,048 $ 39,364
Total Interest Expense® $ 5,039 $ 9,030 $ 11,103
Net Interest Earnings™® $ 30,126 $ 28,018 $ 28,261
Net Average Earning Assets® $528,674 $473,815 $440,887
Net Yield on Average Earning Assets™® 5.7% 5.9% 6.4%
Net Yield on Average Earning Assets (excluding Loan Fees)™? 5.4% 5.6% 6.2%

" Interest income includes the effects of tax equivalent adjustments on tax exempt securities and leases using tax rates that approximate 36.3 percent for 2002, 36.4 percent for 2001
and 36.9 percent for 2000.

@ Loans, net of unearned discount, do not reflect average reserves for possible loan losses of $4,378,000 in 2002, $3,890,000 in 2001, and $4,798,000 in 2000. Loan fees of
$1,463,000 in 2002, $1,364,000 in 2001, and $1,064,000 in 2000 are included in interest income. Average loan balances include loans placed on non-accrual status during the
periods presented, but interest on such loans has been excluded. There were four non-accruing loans totaling $1,455,000 (0.4% of total loans outstanding) at December 31, 2002,
and six non-accruing loans totaling $2,717,000 {0.7%, of total loans outstanding) at December 31, 2001 and six non-accruing loans totaling $2,319,000 (0.6% of total loans out-
standing) at December 31, 2000.

# Includes NOW, Super NOW, and Money Market Deposit Accounts.

Rate Sensitivity, Net Interest Margins and Market Risk.

Rate Sensitivity. Like other banks and bank holding companies, our margins (that is, the difference between yields we are able to realize, and there-
fore the interest income that we are able to generate, on loans and other interest earning assets, on the one hand, and the interest we pay on deposits,
on the other hand) are affected by a number of factors, including the relative percentages or the “mix” of:

* our assets, between loans, on the one hand, on which we are able to obtain higher rates of interest, and investment securities, federal
funds sold and funds held in interest-bearing deposits with other financial institutions, on the other hand, on which yields generally are
lower;

* variable and fixed rate loans in the loan portfolio; and
* demand and savings deposits, on the one hand, and time deposits (on which we pay higher rates of interest) on the other hand.

Impact on Net Interest Margins of the Mix of Fixed and Variable Rate Loans. As a general rule, in an interest rate environment [ike the one we have
experienced during the past two years, a bank with a relatively high percentage of variable rate loans will experience a decline in net interest mar-
gins during a period of declining market rates of interest, because those loans will “reprice” automatically when market rates of interest decline. On
the other hand, a bank with a large proportion of fixed rates loans, generally, will experience an increase in net interest margins, because the inter-
est rates on those fixed rate loans will not decline in response to declines in market rates of interest. In a period of increasing interest rates, how-
ever, the interest margin of banks with a high proportion of fixed rate loans generally will suffer because they will be unable to “reprice” those loans
to fully offset the increase in the rates of interest they must offer to retain maturing time deposits and attract new deposits. By contrast, a bank with
a higher proportion of variable loans in an environment of increasing market rates of interest will be able to more fully offset the impact of rising
rates of interest on the amounts they must pay to retain existing and attract new deposits.

The following table sets forth the maturities of our loans, and the mix of fixed and variable rate loans, as of December 31, 2002 (in thousands):

MATURING
Within One Year One to Five Years After Five Years Total
Total fixed rate loans $10,556 $57,211 $223,989 $291,756
Total variable rate loans 37,497 23,300 89,574 150,371
Total $48,053 $80,511 $313,563 $442,127

Impact on Net Interest Margins of the Mix of Demand, Savings and Time Deposits. In a period of declining market rates of interest, all other things

being equal, a bank with a greater proportion of demand and savings accounts, as compared to time deposits, is likely to have a higher interest mar-
gin than a bank with a greater proportion of time deposits, because a bank must wait for its time deposits to mature before it can implement reduc-
tions in the rates of interest it must pay on those deposits in response to declining market rates of interest, whereas such reductions can be imple-
mented more quickly on savings and money market deposits. By contrast, in a period of increasing market rates of interest, all other things being
equal, a bank with a higher proportion of time deposits will generally have a higher interest margin than a bank with a higher proportion of savings
deposits and a lower proportion of time deposits, because a bank need not increase the interest it pays on its time deposits until they mature, while




it must increase its interest rates on savings and money market deposits to be able to retain them in response to increasing market rates of interest.
The average amounts (in thousands) of and the average rates paid on deposits, by type, in the year ended December 31, 2002 are summarized below:
Year ended December 31, 2002

Average Balance Average Rate
Noninterest bearing demand deposits $181,680 —
Savings Deposits'” 242,305 1.15%
Time Deposits? 88,824 2.49%
Total Deposits $512,809 0.98%

The following table sets forth changes in interest earned, including loan fees, and interest paid in each of the years ended December 31, 2002 and
2001 and the extent to which those changes were attributable to changes in the volume or changes in the mix of interest earning assets and changes
in the volume or changes in the mix of interest bearing liabilities. Changes in interest earned and interest paid due to both rate and volume have
been allocated to the change due to volume and the change due to rate in proportion to the relationship of the absolute dollar amounts of the
changes in each. All amounts are stated in thousands.

Investment
__Securities
Non- Federal Direct
Tax- Tax- Funds Lease Time
Interest Earned On able able™ Sold Loans™ Financing'” Deposits Total
2002 compared to 2001:
Increase (decrease) due to:
Volume Changes $(12) $444 $198 $4,236 $17 $(169) $4,714
Rate Changes 889) (219 (576) (4,706) (6) 201) (6,597)
Net Increase (Decrease) $(901) $225 $(378) $ (470) $11 $(370) $(1,883)
2001 compared to 2000:
Increase (decrease) due to:
Volume Changes $ (65 $ (79) $477 $1,019 $(42) $ 390 $1,700
Rate Changes 355) _9 (321) (3,249) M (99) (4,016)
Net Increase (Decrease) $(4200 $_(70) $156 $(2,230) $43) $ 291 $(2,316)
Savings Other Time Long Term Short Term
Interest Paid On: Deposits Deposits Borrowings® Borrowings™ Total
2002 compared to 2001
Increase (decrease) due to:
Volume Changes $ 663 $ (846) $39 $ (5) $ (149)
Rate Changes (1,622) (2,220) — — (3,842)
Net Increase (Decrease) $ (959) $(3,066) $39 $ (5 $(3,991)
2001 compared to 2000
Increase (decrease) due to:
Volume Changes $ 514 $ (135) $— $(50) $ 329
Rate Changes (1,417) 943) — (42) (2,402)
Net Increase (Decrease) $ (903) $(1,078) $— $(92) $(2,073)

™ |nterest income includes the effects of tax equivalent adjustments on tax exempt securities, loans and leases using tax rates which approximate 36.3% for 2002 and 36.4% in 2001.

@ Includes an increase in loan fees of $100,000 for 2002 and a decrease of $300,000 for 2001.
¥ Long term borrowings in 2002 consists of Trust Preferred Securities that mature in 30 years and that bears interest initially at a rate of 4.66%, which will reset semi-annually at the

three-month LIBOR (London Inter Bank Offered Rate) rate plus 3.05%

@ Short term borrowings in 2001 consist of an obligation secured by a lien on certain real estate loans that bears interest at 1.92%.

Net Interest Margin in 2002 and 2001. We attempt to reduce our exposure to market risks associated with interest rate fluctuations in an effort to
increase, or at least maintain, our net interest margin, by seeking (i) to attract and maintain a significant volume of demand and savings deposits that
are not as sensitive to interest rate fluctuations as are TCDs and other time deposits, and (ii) to match opportunities to “reprice” earning assets, par-
ticularly loans, in response to changes in market rates of interest which require or cause repricing of deposits. We have continued sales and mar-
keting programs designed to increase our loan volume and, also the volume of our demand and savings deposits. We also decided to allow some
of our higher priced time deposits to “run off” as they matured, rather than to seek their renewal. During 2002, the average volume of loans out-
standing increased by $53,058,000, or 14.0%, and the average volume of demand, savings and money market deposits increased to 83% of aver-
age total deposits, while time deposits, including TCDs, declined to 17% of average total deposits, compared to 77% and 23%, respectively, for
2001. Those percentages were 74% and 26%, respectively for 2000. Additionally, in order to mitigate the impact of declining rates of interest on
our interest income, during the fourth quarter of 2002 we adopted a new loan repricing policy which places an interest rate “floor,” currently at 5%,




that is applicable to all new variable rate loans that we make.

Our net interest margin (i.e., tax-adjusted net interest income stated as a percentage of average interest-earning assets) was 5.70% for the year ended
December 31, 2002, compared to 5.91% for the year ended December 31, 2001. That decline was primarily due to the decrease in interest rates
as mentioned above. However, notwithstanding that decline, we believe that our net interest margin continues to exceed the average 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 the ratio of demand 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 earning assets.

We have again instituted new sales and marketing programs for 2003 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 increase time deposits to fund any resulting increases in loan vol-
ume. We currently believe that our net interest margin in 2003 will continue to decline at approximately the same level as in 2002, because we
currently expect that any resulting increases in interest income we are able to generate in 2003 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 our deposits, and (ii) 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 condi-
tions in the United States. However, there are a number of uncertainties and risks that could adversely affect our net interest margin in 2003, includ-
ing (i) increased competition in our market areas, both from banks and other types of financial institutions as well as from securities brokerage firms
and mutual funds that offer competing investment products, and (ii) the possibility that the economic slowdown will continue longer than is cur-
rently anticipated, which could result in reduced loan activity and in a greater decline in market rates of interest.

The ability to maintain 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 monetary policies established and implemented by the Federal Reserve
Board and by competitive conditions in our service areas. In addition, the effect on a bank’s net interest margin of changes in market rates of inter-
est will depend on the types and maturities of its deposits and earning assets. 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 savings deposits 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 on deposits can and often does lead consumers to move their deposits from one type of deposit to another or to shift funds from
deposits to non-bank investments or from such investments to bank deposit accounts or instruments, which also will affect a bank’s net interest mar-
gin.

Provision for Loan 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 to time as an incidental part of the banking business. When it is
determined that the payment in full of a loan has become unlikely, the carrying value of the loan is reduced to its realizable value. This reduction,
which is referred to as a loan “charge-off,” is charged against the Loan Loss Reserve. The amount of the Loan Loss Reserve is increased periodical-
ly to replenish the Reserve after it has been reduced due to loan charge-offs and to reflect changes in (i) the volume of outstanding loans, and (ii)
the risk of potential losses due to a deterioration in the condition of borrowers or in the value of property securing non-performing loans, or due to
adverse changes in national or local economic conditions. Those increases and additions are made through a charge against income referred to as
the "provision for loan and lease losses." Recoveries of loans previously charged-off are added hack to and, therefore, also have the effect of increas-
ing the Loan Loss Reserve. Although we employ economic models that are based on bank regulatory guidelines and industry standards to evaluate
and determine the sufficiency of the Loan Loss Reserve and, thereby, also the amount of provisions required to be made for potential loan losses,
those determinations involve judgments or forecasts about future economic conditions and other events that are subject to a number of uncertain-
ties, some of which are outside of our ability to control. See the discussion below under the caption “Forward Looking information and
Uncertainties Regarding Future Performance.” In the event those judgments or forecasts are proven, by subsequent events or circumstances, to have
been incorrect, it could become necessary in the future to increase the Loan Loss Reserve, which would require us to take additional charges to
income that would adversely affect our operating results.

During 2002 we made provisions for potential loan losses of $460,000, as compared to $498,000 during 2001 and, at December 31, 2002 the Loan
Loss Reserve was approximately $4,619,000 or 1.04% of total loans and leases outstanding, compared to approximately $4,206,000 or 1.03% of
total ioans and leases outstanding at December 31, 2001. The overall quality of our loan portfolio improved in 2002, as it had in 2001, which
enabled us to reduce the provision made for potential loan losses in 2002 as compared to 2001 and 2000.

The following table sets forth an analysis of our 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 loan charge offs to the loan loss reserve and net loan charge offs to the provi-
sion for loan fosses, in 2000 were substantially greater than in 2002 or in 2001. That was attributable to loan charge-offs in 2000 due to the bank-
ruptcy of a corporate borrower.




2002 2001 2000

Average amount of loans and leases outstanding™ $425,603 $371,831 $361,309
Loan and lease loss reserve at beginning of year 4,206 3,692 6,102
Charge Offs — Domestic Loans?:

Commercial, financial and agricultural (77) (46) (3,762)

Real Estate-construction — — _
Real Estate-mortgage — — —

Consumer (18) (40) (30
Other — — —
Total Charge-Offs (95) (86) (3,792)
Recoveries — Domestic Loans®:
Commercial, financial and agricultural 46 46 134
Real Estate-construction — 20 —
Real Estate-mortgage — 16 170
Consumer 2 20 8
Total Recoveries 48 102 312
Net Recoveries (Net Charge-Offs) (47) 16 (3,480)
Additions charged to operations 460 498 1,070
Loan and lease loss reserve - balance at end of year $__4619 $__ 4,206 $_ 3692
Ratios:
Net charge-offs during the year to average loans and
leases outstanding during the year 0.01% (0.004)% 0.96%
Loan loss reserve to total gross loans 1.04% 1.030 % 1.00%
Net loan charge-offs to loan loss reserve 1.02% (0.380)% 94.26%
Net loan charge-offs to provision for loan losses 10.22% (3.210)% 325.23%
Loan loss reserve to non-performing loans 317.46% 154.800 % 159.21%

@ Net of unearned discount.

' We do nolt hat;/e any loans outstanding to borrowers in foreign countries and therefore there are no foreign loan charge-offs or recoveries to report for any of the periods presented
in the table above.

The amount of non-performing loans (which consist primarily of loans for which there have been no payments of principal or interest for more than

90 days) at December 31, 2002 was $1,455,000, or 0.4% of total loans then outstanding, compared to $2,717,000, or 0.7%, of total loans outstand-

ing at December 31, 2001 and $2,319,000 or 0.6% of total loans outstanding at December 31, 2000. The ratio of the Loan Loss Reserve to non-

performing loans was 317.46% at December 31, 2002, as compared to 154.80% and 159.21% at December 31, 2001 and 2000, respectively.

Net loan charge-offs totaled $47,000 in 2002, which represented one hundredth of one percent (0.01%) of average loans and leases outstanding
during the year. [n 2001, recoveries of previously “charged off” loans exceeded loan charge-offs by $16,000. In 2000, loan charge-offs totaled
$3,480,000. However, but for the charge-off of loans to a single corporate borrower, recoveries of previously charged-off loans would have exceed-
ed loan charge-offs by $270,000 in 2000.

Non-Interest Income. In 2002, non-interest income (also sometimes referred to as “other income”) increased by $280,000 or 5.2% as compared
to 2001. The increase was attributable to a number of factors, the most significant of which was a one-time $107,000 gain on the sale of a parcel
of real property on which the Bank had foreclosed several years ago. In 2001, non-interest income increased by $810,000 or 17.6% as compared
to 2000, primarily as a result of increases in transaction fees and service charges on deposit accounts and other banking transactions, and a one-
time $72,000 gain realized on the sale of a parcel of real property that the Bank had been using as a parking lot, but which it no longer needed.

Non-Interest Expense. Non-interest expense (also sometimes referred to as “other expense”) consists primarily of (i) salaries and other employee
expenses, (i) occupancy and furniture and equipment expenses, and (iii} other operating and miscellaneous expenses that include insurance premi-
ums, marketing expenses, data processing costs, and professional fees and expenses.

In order to attract a higher volume of non-interest bearing demand and lower cost savings and money market deposits as a means of maintaining
the Bank's net interest margin, it has been our policy to provide a higher level of personal service to our customers than the level of service that is
typically provided by many of our competitors. As a result, we have more banking personnel than many of our competitors of comparable size,
which is reflected in our non-interest expense. However, we believe that this higher level of service has helped us to retain our existing deposit cus-
tomers and attract new customers which has enabled us to achieve an average net interest margin that exceeds the average net interest margin of
the banks in our Peer Group.

Non-interest expense increased by approximately $1,088,000, or 5.0%, in 2002 as compared to 2001 primarily due to increases in salaries and in
employee benefit expenses and, to a lesser extent, the addition of personnel. The increase in salaries was primarily attributable to a general increase
in employee base salaries and bonuses paid to loan officers and other employees for meeting loan and deposit growth targets established for 2002.
Notwithstanding that increase, however, due primarily to the increase in our net interest income in 2002, we were able to improve our efficiency
ratio to 62.7% from 66.4% in 2001. The efficiency ratio is, basically, the ratio of non-interest expense (adjusted to exclude non-recurring expens-




es) to the sum of net interest income and non-interest income (as adjusted to exclude any non-recurring income).

In 2001 our non-interest expenses increased by $1,052,000, or 5.1%, as compared to 2000, primarily as a result of our opening, in December 2000,
of a new banking office, in Temecula, California, that necessitated the addition of new personnel and increased our occupancy and equipment
expenses in 2001. That increase in non-interest expense caused our efficiency ratio in 2001 to increase to 66.4% from 62.7% in 2000.

Income Taxes. Income taxes increased by approximately $452,000 or 11.5% in 2002 and $6,000 or 0.2% in 2001, in each case as compared to
the prior year, primarily as a result of the increases in pre-tax income in those two years, in each case as compared to the preceding year.

The provision that we make for income taxes is based on, among other things, the ability to use certain income tax benefits available under state
and federal income tax laws to reduce our income tax liability. As of December 31, 2002, the total of the unused income tax benefits (referred to
in our consolidated financial statements as a “deferred tax assets”), available to reduce our income taxes in future periods was $2,317,000. Such
tax benefits expire over time unless used and the realization of those benefits is dependent on generating taxable income in the future in amounts
sufficient to utilize those tax benefits prior to their expiration. We have made a judgment that it is more likely than not that we will generate tax-
able income in future years sufficient to fully utilize those benefits. In the event that our income were to decline in future periods such that it was
no longer more likely than not that we would be able to fully utilize those benefits, we would be required to establish a valuation reserve for the
benefits we estimate would be lost. Establishment of such a reserve would require us to increase the provision we make for income taxes, which
would have the effect of reducing our net income.

FINANCIAL CONDITION

Total Assets. Our average total assets increased during 2002 by approximately $54,191,000, or 10.4%, compared to average total assets for 2001.
The increase in average total assets was primarily due to an increase of $51,893,000, or 13.9%, in the average loans and leases outstanding, togeth-
er with an increase in the average volume of federal funds sold of $6,461,000, or 30.7%, which offset a decrease in the average volume of other
earning assets, including overnight repurchase agreements, time deposits held at other banks, and investment securities.

We currently anticipate that we will achieve modest asset growth in the year ending December 31, 2003, which is expected to result from increased
lending and deposit activity that we expect will be generated by our marketing programs.

Loans. Set forth below is information regarding the average volume of our loans, by type or category of loan, for each of the years in the five-year
period ended December 31, 2002:

December 31,

Types of Loans 2002 2001 2000 1999 1998
(tn Thousands)

Commercial, financial and agricultural $ 36,125 $ 35,305 $ 33,011 $ 47,620 $ 47,719
Real Estate construction 20,526 11,977 14,135 15,702 18,719
Real Estate mortgage 362,502 317,399 305,093 252,925 231,056
Consumer 4,362 5,641 6,177 6,422 6,898
Lease Financing 1,160 951 1,443 2,835 4,086
All other (including overdrafts) 510 676 1,667 2,280 2,604

Subtotal: $425,185 $371,949 $361,526 $327,784 $311,082
Less:

Unearned Discount (82) (116) (217) (396} (616)

Reserve for loan and lease losses 4,378) (3,890) (4,798) (5,865) 5,252)

Total $420,725 $367,943 $356,511 $321,523 $305,214
The maturities of our oans, as of December 31, 2002, presented by type or category of loan, is set forth below {in thousands):
MATURING
Within One Year  One to Five Years After Five Years Total

Commercial, financial and agricultural $18,147 $11,620 $ 14,370 $ 44,137
Real Estate construction 14,013 5,522 14,957 34,492
Real Estate mortgage 13,573 61,063 283,071 357,707
Consumer 1,612 1,791 669 4,072
Lease Financing 329 472 410 1,211
All other 379 43 86 508

Total $48,053 $80,511 $313,563 $442.127

Deposits. During 2002 we conducted programs by which we were able to increase deposits to provide additional funds that we used to increase
loan volume. Overall, in 2002 the average volume of deposits increased by $46,809,000, or 10.4%, as compared to the average volume of deposits
during 2001. Contributing to that increase was an increase of $66,974,000, or 18.8%, in the volume of our 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 2002, the average volume of time deposits (including those in denominations of $100,000 or more) decreased by
$20,165,000, or 18.5%. As a result, our core demand, savings and money market deposits represented 82.7% of average total deposits in 2002 as
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compared to 76.6% in 2001, with time deposits (including those in denominations of $100,000 or more) representing 17.3% of average total
deposits in 2002 as compared to 23.4% in 2001. The decreases in the volume of time deposits, together with decreases in interest rates that we
paid, primarily in response 1o decreases in market rates of interest, resulted in a decrease in interest expense in 2002 as compared to 2001. See the
discussion above under the captions “Results of Operations — Net Interest Income” and “Results of Operations -- Rate Sensitivity, Net Interest Margins
and Market Risk.”

The average amounts (in thousands) of and the average rates paid on deposits in each of 2002, 2001 and 2000 are summarized below:

2002 2001 2000
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
Noninterest bearing demand deposits $181,680 — $155,828 — $142,132 —
Savings Deposits™ 242,305 1.15% 201,183 1.86% 179,465 2.59%
Time Deposits® 88,824 2.49% 108,989 4.85% 111,405 5.71%
Total Deposits $512,809 0.98% $466,000 1.94% $433,002 2.54%

¥ Includes NOW, SuFJer NOW, and Money Market Depaosit Accounts,
@ Includes time certificates of depasit in denominations greater than and less than $100,000.

Set forth below is a maturity schedule of domestic time certificates of deposit of $100,000 or more (with amounts stated in thousands) as of
December 31, 2002:

At December 31, 2002
(In thousands)

Three Months or Less $16,173
Over Three through Six Months 6,546
Over Six through Twelve Months 8,747
Over Twelve Months 2,980

$34,446

Liquidity Management. Liquidity management policies attempt to achieve a matching of sources and uses of funds in order to enable us to fund
the requirements of our customers for loans and for deposit withdrawals. In conformity with those policies, 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, 2002, the principal sources
of liquidity consisted of $32,665,000 in cash and demand balances due from other banks and $16,300,000 of Federal funds sold, which together
totaled $48,965,000. Other sources of liquidity include $59,703,000 in securities available for sale, of which approximately $1,095,000 mature
within one year; $230,000 in securities held to maturity which mature within one year; and $7,922,000 in interest-bearing deposits at other finan-
cial institutions, which mature in 6 months or less. In addition, substantially all of the Bank’s installment loans and leases, the amount of which
aggregated $5,478,000 at December 31, 2002, require regular installment payments from customers, providing us with a steady flow of cash funds.

We also maintain a line of credit from the Federal Home Loan Bank, the amount of which was $34,916,000 as of December 31, 2002. Borrowings
under 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 have an account with the Federal Reserve Bank of San Francisco that will also
allow us to borrow at its discount window should the need arise. Finally, if necessary, we could obtain additional cash by means of sales of time
certificates of deposit 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 selling securities or reducing deposit balances at other banks and before
selling time certificates of deposit.

In late December of 2001 we borrowed $19,000,000 under the Federal Home Loan Bank credit line to fund increases in loans and seasonal with-
drawals of demand and savings deposits which typically occur during the holiday season. We repaid those borrowings in their entirety at the end
of January 2002 and there has been no other borrowing outstanding under the credit line, or any of our other borrowing facilities, again in 2002,
However, we expect that we may make use of that Federal Home Loan Bank credit line and other credit loan facilities in the future primarily to fund
our short term cash requirements during periods of either significant loan growth or increased deposit withdrawals.

We believe that our cash and cash equivalent resources, together with available borrowings under our line of credit and credit facilities, will be suf-
ficient to enable us to meet any increases in demand for loans and leases and any increase in deposit withdrawals that might occur in the foresee-
able future.

Capital Resources and Dividends. It has been and continues to be the objective of our Board of Directors to retain earnings that are needed to meet
capital requirements under applicable government regulations and to support our growth. At the same time, it is the policy of the Board of Directors
to pay cash dividends if earnings exceed the amounts required to meet that objective. Pursuant to that policy, the Company has paid regular guar-
terly cash dividends since September of 1999 and, in January of 2003, the Board of Directors declared an $0.11 per share cash dividend, which is
the 14th consecutive quarterly cash dividend declared since the current dividend policy was adopted by the Board of Directors. However, the Board
may change the amount or frequency of cash dividends to the extent that it deems necessary or appropriate to achieve our objective of maintaining
capital in amounts sufficient to support our growth. For example the retention of earnings in previous years enabled us to fund the opening of four
new banking offices and extend the Bank’s market areas, all of which have contributed to our increased profitability and the maintenance of our




capital adequacy ratios well above regulatory requirements.

We continue to evaluate and explore opportunities to expand our market into areas such as eastern Los Angeles County, western San Bernardino
County, north Orange County and northern Riverside County, all of which are contiguous to our existing markets. The number of independent banks
based in our market areas has declined significantly, due to a consolidation in the Banking industry that occurred approximately two to three years
ago. We believe that this consolidation has created opportunities for us to increase our market share in those areas. We have taken advantage of
those opportunities by establishing a substantial number of new customer relationships and increasing the volume of our demand, savings and
money market deposit balances. We also opened a branch banking office in the city of Temecula, California, in late December of 2000, which is
our 12th banking office, and we believe that there are still additional expansion and growth opportunities that we will seek to take advantage of in
the future.

Stock Repurchase Programs. In January of 2003 the Board of Directors authorized a stock repurchase program that provides for the Company to
repurchase up to $5,000,000 of its common stock. Repurchases may be made from time-to-time in the open market or in privately negotiated trans-
actions when opportunities to do so at favorable prices present themselves, in compliance with Securities and Exchange Commission (SEC) guide-
lines. In May of 2001 we completed a previously authorized open market and private stock repurchase program which began in late 1998 and
resulted in the purchase of a total of 976,588 shares of our common stock for an aggregate price of approximately $11,970,000.

Sale of Trust Preferred Securities. In December of 2002, we completed a private sale of $8,000,000 of trust preferred securities to an institutional
investor as part of a pooled securitization transaction by that investor.  The trust preferred securities mature in 30 years, and are redeemable at our
option beginning after five years. We are required to make quarterly interest payments, initially at a rate of 4.66%, which will re-set semi-annually
at the three-month LIBOR (London Inter Bank Offered Rate) rate plus 3.05%. The trust preferred securities are subordinated to other borrowings that
may be obtained by the Company in the future and qualify as Tier 1 capital for regulatory purposes. (See discussion below regarding our Regulatory
Capital Requirements.) The proceeds from the sale of the trust preferred securities will be used to fund the continued growth of the Bank and also
may be used to repurchase our common stock under our stock repurchase plan and to purchase bank-owned life insurance on key employees of
the Bank. Such insurance (which is commonly referred to in the banking industry as “BOLI") would be purchased for two primary purposes:

(i) to provide a source of funds to offset the Bank’s future payment obligations under its employee retirement and benefit plans, and (ii) to protect
the Bank against the costs or losses that could occur as a result of the death of any key employees.

Regulatory Capital Requirements. Federal banking agencies require banks to maintain a minimum ratio of qualifying total capital to risk-adjusted
assets of 8% and a minimum ratio of Tier 1 capital (essentially, the sum of a bank’s capital stock and retained earnings, less any intangibles) to risk-
adjusted assets of 4%. In addition to the risked-based guidelines, federal banking regulators require banking organizations to maintain a minimum
amount of Tier 1 capital to total average assets, referred to as the leverage ratio. For a banking organization rated in the highest of the five categories
used by regulators to rate banking organizations, the minimum leverage ratio of Tier 1 capital to average assets must be 5%. In addition to these
uniform risk-based capital guidelines and leverage ratios that apply across the industry, federal and state bank regulatory agencies have the discre-
tion to set minimum capital requirements for specific banking institutions at rates significantly above the minimum guidelines and ratios and encour-
age banks to maintain their ratios above those minimums as a matter of prudent banking practices.

The risk-based capital ratio is determined by weighting our assets in accordance with certain risk factors and, the higher the risk profile of the assets,
the greater is the amount of capital that is required to maintain an adequate risk-based capital ratio, which generally is at least 8%. Additionally,
the fevel of supervision to which a bank will be subject by federal bank regulatory authorities will depend fargely on the extent to which a bank
meets or exceeds federally mandated leverage capital ratios. A bank that maintains a leverage capital ratio of 5% or more generally will be catego-
rized by federal bank regulatory agencies as “well capitalized” and, therefore, as a general matter will be subject to less extensive regulatory super-
vision than banks with lower leverage capital ratios. However, a bank with a leverage capital ratio exceeding 5% may be “downgraded” by its pri-
mary federal regulatory agency due to other factors.

The Bank has been categorized as a “well capitalized” institution by its primary federal banking agency and its Tier 1 capital and Tier 1 risk-based
capital ratios compare favorably with those of the Peer Group Banks and exceed minimum regulatory requirements.

The following table compares, as of December 31, 2002, the actual capital ratios of the Bank to the capital ratios that the Bank is required to meet
under applicable banking regulations:

For Capital To Be Catagorized

Actual Adequacy Purposes as Well Capitalized
Total Capital to Risk Weighted Assets 12.6% 8.0% 10.0%
Tier 1 Capital to Risk Weighted Assets 11.6% 4.0% 6.0%
Tier 1 Capital to Average Assets 9.4% 4.0% 5.0%

FORWARD LOOKING INFORMATION AND UNCERTAINTIES REGARDING FUTURE FINANCIAL PERFORMANCE

Statements contained in this Annual Report that are not historical facts or that discuss our expectations or beliefs about our future financial perform-
ance (including statements concerning business or financial trends) are “forward-looking statements” as defined in the Private Securities Litigation
Reform Act of 1995. Our actual financial results in future periods may differ, possibly materially, from those forecast, or identified as expected or
anticipated, in this Annual Report due to a number of risks and uncertainties. Certain of those risks and uncertainties are discussed above in the
section of the Report entitled “Management’s Discussion and Analysis of Finance Condition and Results of Operation.” In addition, included among




the risks and uncertainties that could affect our future financial performance and condition are the following:

Increased Competition. Increased competition from other financial institutions, mutual funds and securities brokerage and investment banking firms
that offer competitive loan and investment products could require us to reduce interest rates and foan fees in order to attract new [oans or to increase
interest rates that we offer on time deposits, either or both of which could, in turn, reduce our interest income or increase our interest expense, there-
by reducing our net interest income and margins.

Possible Adverse Changes in Local Economic Conditions. Adverse changes in economic conditions, either national or local, could (i) reduce loan
demand that could, in turn, reduce interest income and net interest margins; (ii) weaken the financial capability of borrowers to meet their loan obli-
gations, resulting in increases in loan losses and require increases in reserves for possible loan losses through additional charges against income;
and (iii} lead to reductions in real property values that, due to our reliance on real property to secure many of our loans, could make it more diffi-
cult for us to prevent losses from being incurred on non-performing loans through the sale of such real properties.

Possible Adverse Changes in Federal Reserve Board Monetary Policies. Changes in national economic conditions, such as increases in inflation or
declines in economic output often prompt changes in Federal Reserve Board monetary policies that could increase the cost of funds to us or reduce
yields on interest earning assets and, thereby, reduce net interest margins and net interest income. As discussed above, in the past 24 months the
Federal Reserve Board has lowered market rates of interest in an effort to stimulate the national economy. Those reductions caused our net interest
margin to decline and could continue to do so in the future.

Real Estate Mortgage Loans. Approximately 90% of the Bank’s loans are secured by deeds of trust or mortgages on real property. Although a sig-
nificant portion of these loaris were made to businesses for commercial purposes and the primary source of payment for these loans is the cash that
they generate from their operations, a significant decline in real property values in Southern California could result in a deterioration in some of
those loans that would necessitate increases in the loan loss reserve and could result in loan write-offs that would adversely affect our earnings.

Changes in Regulatory Policies. Changes of federal and state bank regulatory policies, such as increases in capital requirements or in loan loss
reserves, or changes in required asset/liability ratios, could adversely affect earnings by reducing yields on earning assets or increasing operating
Ccosts.

Effects of Growth. 1t 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 our customers. 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 results, at least on an interim basis.

Due to these and 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 no obligation to update or revise any forward-locking statements, whether
as a result of new informaticn, future events or otherwise.

QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Market risk is the risk of loss to future earnings, to fair values of assets or to future cash flows that may results from changes in the price or value of
financial instruments. The value of a financial instrument may change as a result of changes in interest rates 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 trading activities or participate in foreign currency transactions for our own account. Accordingly, our exposure to market risk is prima-
rily a function of our asset and liability management activities and of changes in market rates of interest 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 can realize on 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.

The table below sets forth information concerning the interest rate sensitivity of our consolidated assets and liabilities as of December 31, 2002.
Assets and liabilities are classified by the earliest possible repricing date or maturity, whichever comes first.

Generally, where rate-sensitive assets (principally loans, investment securities and other interest earning assets) exceed rate-sensitive liabilities (prin-
cipally interest bearing deposits), the net interest margin will be positively impacted during periods of increasing interest rates and negatively impact-
ed during periods of decreasing interest rates. When rate-sensitive liabilities exceed rate-sensitive assets, the net interest margin generally will be
negatively affected during periods of increasing interest rates and positively affected during periods of decreasing interest rates.




Assets

Interest-bearing deposits in banks
Investment securities

Federal Funds Sold

Net loans

Noninterest-earning assets

Tota! assets

Liabilities and Stockholders’ Equity:
Noninterest-bearing deposits
interest-bearing deposits

Short-term borrowings

Long-term borrowings

Other liabilities

Stockholders’ equity

Total liabilities and stockholders equity
Interest rate sensitivity gap

Cumulative interest rate sensitivity gap

Over Three Qver One
Three Through Year Over Non-
Months Twelve Through Five Interest
or Less Months Five Years Years Bearing Total
(Dollars in Thousands)
$ 5,248 $ 2,674 $ — § — $ — $ 7,922
12,318 59,357 12,950 6,153 — 90,778
16,300 — — — — 16,300
135,106 5,220 77,812 219,303 — 437,441
— — — — 52,129 52,129
$ 168,972 $ 67,251 $90,762 $225,456 $ 52,129 $604,570
— $§ — $ 5 — $ 198,286 $198,286
288,920 40,170 7,173 13 — 336,276
8,000 —_— — — — 8,000
— — — — 4,432 4,432
— — — — 57,576 57,576
$ 296,920 $ 40,170 $ 7173 $ 13 $ 260,294 $604,570
$(127,948) $ 27,081 $ 83,589 $225,443 $(208,165) $ —
$(127,948) $(100,867) $(17,278) $208,165 $  — $__—

We use a dynamic 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 strategies designed 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 (1.77)% $598,589 $545,825
+300 basis points (8.50)% $582,595 $544,835
-100 basis points 1.84% $616,594 $546,842
-300 basis points (9.04)% $637,053 $547,258




AUDITED FINANCIAL STATEMENTS
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2002 AND 2001 2002 2001

{(dollars in thousands)

ASSETS  Cash and due from banks $ 32,665 $ 21,772
Federal funds sold 16,300 8,475

Total Cash and Cash Equivalents 48,965 30,247

Interest-bearing deposits in other financial institutions 7,922 13,258

Investment securities held-to-maturity 9,279 13,055

Investment securities available-for-sale 81,499 66,688

Total Investments 90,778 79,743

Federal Home Loan Bank stock, at cost 357 950

Federal Reserve Bank stock, at cost 229 229

Loans, net of unearned income 440,849 407,078

Direct lease financing 1,211 1,328
Allowance for Loan Losses 4,619) {4,206)

Total Loans 437,441 404,200

Premises and equipment 5,498 6,322

Other real estate owned 387 2,182

Cash surrender value of life insurance 6,778 6,167

Deferred tax assets 2,317 1,975

Accrued interest and other assets 3,898 4,868

TOTAL ASSETS $604,570 $550,141

LIABILITIES AND Liabilities

STOCKHOLDERY Demand deposits $198,286 $161,837
EQUITY Savings and NOW deposits 138,430 117,100
Money market deposits 113,081 100,482

Time deposits $100,000 or over 34,446 36,749

Time deposits under $100,000 50,319 59,222

Total Deposits 534,562 475,390

Accrued employee benefits 2,792 2,516

Accrued interest and other liabilities 1,640 1,383
Short-term borrowings - 19,000
Company obligated preferred securities of subsidiary trust holding

floating rate junior subordinated deferrable interest debentures 8,000 -

Total Liabilities $546,994 $498,289
Commitments and Contingencies — Note #19
Stockholders’ Equity

Common Stock - authorized 25,000,000 shares $.001 par value;

issued and outstanding 6,032,277 shares in 2002 and

5,514,363 shares in 2001 6 6
Additional paid-in capital 43,110 42,892
Stock Dividend to be distributed 9,328 -
Retained earnings 4,868 8,877

Accumulated other comprehensive income —
Net unrealized gains on available for sale securities, net

of taxes of $89 in 2002 and $37 in 2001 264 77
Total Stockholders” Equity 57,576 51,852
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $604,570 $550,141

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




CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31

Interest 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
Interest 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
Provision for Possible Loan Losses
NET INTEREST INCOME AFTER PROVISION
FOR POSSIBLE LOAN LOSSES
Non Interest income
Service fees
Gain on sale of SBA loans
Other

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

INCOME BEFORE INCOME TAXES
Income Taxes
NET INCOME
Earnings Per Share
Basic
Diluted

2002 2001 2000
(dollars in thousands, except per share amounts)
$31,257 $31,720 $33,928

2,438 3,313 3,733
419 275 317
194 564 273
430 808 652

73 56 80
34,811 36,736 38,983

2,784 3,743 4,646
874 2,225 2,695

1,342 3,057 3,665

39 5 97
5,039 9,030 11,103
29,772 27,706 27,880
(460) (498) (1,070)
29,312 27,208 26,810
5214 5,231 4,487
3 24 31

477 159 86
5,694 5,414 4,604
11,397 10,454 9,579

2,470 2,488 2,229

1,576 1,550 1,544

7,491 7,354 7,442

22,934 21,846 20,794
12,072 10,776 10,620

4,378 3,926 3,920

$_7,694 $_6,850 $_6,700
$_1.28 $__1.14 $__1.06
$_1.19 $_1.08 $__1.02

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




CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
For the years ended December 31, 2002, 2001, & 2000
STOCK ACCUMULATED
NUMBER ADDITIONAL DIVIDEND OTHER
OF SHARES COMMON PAID-IN TO BE COMPREHENSIVE RETAINED COMPREHENSIVE
QUTSTANDING STOCK CAPITAL _ DISTRIBUTED INCOME EARNINGS INCOME TOTAL
(dollars in thousands)

Balance, January 1, 2000 5,772,614 $5 $37,373 $ - $11,898 $(837) $48,439
Cash dividend (1,383) (1,383)
Exercise of stock options 4,048 24 24
Common stock issued under

employee benefit and

dividend reinvestment and

optional investment plans 36,079 357 357
Common stock repurchased,

cancelled and retired (568,878) (6,469) (6,469)

Comprehensive income:

Net income $6,700 6,700 6,700
Net unrealized holding gains on

available-for-sale securities

(Net of taxes of $240) 595 595 595
Total Comprehensive Income _ $7,295 _

Balance, December 31, 2000 5,243,863 5 37,754 - 10,746 (242) 48,263

7% stock dividend 361,421 1 4,626 . (4,627)
Cash paid in lieu of fractional

shares (7) (7}
Cash dividend (2,177) (2,177}
Exercise of stock options 38,417 224 224
Comon stock issued under

employee benefit and

dividend reinvestment and

optional investment plans 22,130 288 288
Common stock repurchased,

cancelled and retired (151,468) (1,908) (1,908)

Comprehensive income:

Net income 6,850 6,850 6,850
Net unrealized holding gains on

available-for-sale securities

(Net of taxes of $37) 319 319 319
Total Comprehensive Income _ $7,169 _

Balance, December 31, 2001 5,514,363 6 42,892 - 8,877 77 51,852
9% stock dividend 497,498 9,328 (9,328)

Cash dividend (2,375) (2,375)
Exercise of stock options 13,168 120 120
Comon stock issued under

employee benefit and

dividend reinvestment and

optional investment plans 7.248 98 98

Comprehensive income:

Net income 7,694 7,694 7,694
Net unrealized holding gains on
available-for-sale securities
(Net of taxes of $89) 187 187 187
Total Comprehensive Income _ $7,881 _
Balance, December 31, 2002 6,032,277 $6 $43,110 $9,328 $4,868 $264 $57.576
The accompanying notes are an integral part of these consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31

Cash 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

Cash 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
Net (increase) decrease in 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

Cash Flows From Financing Activities
Net increase (decrease) in deposits
Net increase (decrease) in short term borrowing
Issuance of Trust Preferred Securities
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 By Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

2002

$ 35,469

4,982
73
(5,160)
(20,914)
(4,423)
10,027

3,775
(46)
3,410,172
(3,424,094

5,336
254

33
(34,191)

117
(570

1,903

1
(37,310)

59,158
(19,000)

8,000

120

98

(2,375)
46,001
18,718

30,247
$__48,965

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

2001 2000
(dollars in thousands)

$ 37,238 § 38,405
4,814 3,952

56 80

(9,379) (10,783)
(18,107) (22,478)
(4,033) (3,554)
10,589 5,622
13,806 2,140
(6,116) (193)
3,544,927 1,815,301
(3,562,013) (1,824,370)
(5,253) (86)
(154) (300)

75 80
(39,711) (27,557)
(164) 1,177
(1,838) (1,035)

- 12

1,094 21
(55,347) (34,810)
21,307 56,802
19,092 (8,800)
224 24

288 357
- (19
(2,184) (1,383)
(1,908) (6,469)
36,819 40,512
(7,939) 11,324
38,186 26,862

$_ 30247 $_ 38,186




CONSOLIDATED STATEMENTS OF CASH FLOWS coNTiNUED

RECONCILIATION  For the years ended December 31 2002 2001 2000
OF NET INCOMETO (dollars in thousands)
NET CASH  Net Income $ 7,694 $ 6,850 $6,700
PROVIDED BY  Adjustments to Reconcile Net Income to Net
OPERATING Cash Provided by Operating Activities
ACTIVITIES Depreciation and amortization 1,385 1,364 370
Provision for possible credit losses 460 498 1,070
Provision for possible OREO losses - 125 42
Provision (credit) for deferred taxes (342) (174) 611
(Gain) loss on sale of equipment 7 (72) 2
Gain on sale of other real estate owned (108) - (12)
(Increase) decrease in other assets 131 231 (104)
(Increase) decrease in interest receivable 669 335 (319)
{Increase) decrease in discounts
and premiums 62 223 (179)
(Increase) decrease in prepaid expenses 241 1,352 (1,167)
Increase in cash surrender value of
life insurance 611) (528) (642)
Increase (decrease) in interest payable (121 (349) 320
Increase (decrease) in taxes payable 297 67 (245)
Increase (decrease) in accrued expenses
and other liabilities 263 667 (825)
Total Adjustments 2,333 3,739 (1,078)
Net Cash Provided by
Operating Activities $10,027 $10,589 $5,622

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

NOTE #1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of Foothill Independent
Bancorp and its wholly owned subsidiaries, Foothill Independent Bank (the "Bank",
Foothill BPC, Inc., Platinum Results, inc., and Foothill Independent Statutory Trust |, col-
lectively referred to herein as the “Company.” Intercompany balances and transactions
have been eliminated.

Nature of Operations
The Bank has been organized as a single operating segment and operates twelve branch-
es in various locations in the Los Angeles, Riverside, and San Bernardino Counties of

Southern California. The Bank's primary source of revenue is from providing loans to cus-
tomers, who are predominately small and middle market businesses and individuals.

Foothill BPC, Inc. is the entity that accounts for leasing of certain bank branches,

On December 18, 2000, the Company formed Platinum Results, Inc., as a California cor-
poration and data processing subsidiary of the Company.

On December 6, 2002, the Company formed Foothill Independent Statutory Trust | for the
purpase of issuing Trust Preferred Securities (See Note #10).

Use of Estimates

The preparation of financial statements in conformity with accounting principles general-
ly accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of con-
tingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates. Material estimates that are particularly susceptible to significant
change in the near term relate to the determination of the allowance for loan losses (See
Note £5), the valuation of foreclosed real estate (See Note £7) and deferred tax assets (See
Note £17).




Cash and Cash Equivalents
For purposes of reporting cash flows, cash and cash equivalents include cash, due from
banks and federal funds sold. Generally, federal funds are sold for one day periods.

Cash and Due From Banks

Barking regulations require that all banks maintain a percentage of their deposits as
reserves in cash or on deposit with the Federal Reserve Bank. The Bank complied with the
reserve requirements as of December 31, 2002,

Investment Securities

Securities held-to-maturity are stated at cost, adjusted for amortization of premiums and
accretion of discounts over the period to maturity, or to an earlier call, if appropriate, on
a straight-line basis. Such securities include those that management intends and has the
ability to hold into the foreseeable future.

Securities are considered available-for-sale if they would be sold under certain conditions,
among these being changes in interest rates, fluctuations in deposit levels or loan demand,
or need to restructure the portfolio to better match the maturity or interest rate character-
istics of liabilities with assets. Securities classified as available-for-sale are accounted for
at their current fair value rather than amortized historical cost. Unrealized gains or losses
are excluded from net income and reported as an amount net of taxes as a separate com-
ponent of other comprehensive income included in shareholders” equity (See Note #2).

Loans and Interest on Loang

Loans are stated at unpaid principal balances, net of deferred foan fees and uneamed dis-
counts. The Bank recognizes loan origination fees to the extent they represent reimburse-
ment for initial direct costs, as income at the time of loan boarding. The excess of fees aver
costs, if any, is deferred and recognized as an adjustment to yield of the loan (See Note
£3).

The accrual of interest on impaired loans is discontinued when, in management's opinion,
the borrower may be unable to make all payments due according to the contractual terms
of the loan agreement. When interest accrual is discontinued, all unpaid accrued interest
is reversed. Interest income is subsequently recognized only to the extent cash payments
are received.

For impairment recognized in accordance with Financial Accounting Standards Board
(FASB) Statement of Financial Accounting Standards (SFAS) No. 114, “Accounting by
Creditors for Impairment of a Loan,” as amended by SFAS No. 118, the entire change in
the present value of expected cash flows of the impaired loan is reported as either provi-
sion for loan losses in the same manner in which impairment initially was recognized, or
as reduction in the amount of provision for loan losses that otherwise would be reported
(See Note #5).

Provision for Loan Losses

The allowance for loan losses is increased by charges to income and decreased by charge-
offs (net of recoveries). Management’s periodic evaluation of the adequacy of the
allowance is based on the Company's past loan loss experience, known and inherent risks
in the portfolio, adverse situations that may affect the borrower’s ability to repay, the esti-
mated value of any underlying collateral, and current economic conditions. The provision
for the current increase to the allowance for loan losses is charged to expense (See Note
#5).

Direct Lease Financing

The investment in lease contracts is recorded using the finance method of accounting.
Under the finance method, an asset is recorded in the amount of the total lease payments
receivable and estimated residual value, reduced by unearned income. Income, represent-

ed by the excess of the total receivable over the cost of the related asset, is recorded in
income in decreasing amounts over the term of the contract based upon the principal
amount outstanding. The financing lease portfolio consists of equipment with terms from
three to seven years.

Premises and Equipment

Land is carried at cost. Premises and equipment are carried at cost less accumulated
depreciation and amortization. Depreciation is computed using the straight-line method
over the estimated useful lives, which ranges from three to ten years for furniture and fix-
tures and twenty to thirty for buildings. Leasehold improvements are amortized using the
straight-line method over the estimated useful lives of the improvements or the remaining
lease term, whichever is shorter. Expenditures for improvements or major repairs are cap-
italized and those for ordinary repairs and maintenance are charged to operations as
incurred (See Note #6).

Other Real Estate Owned

Real estate properties acquired through, or in lieu of, loan foreclosure are initially record-
ed at fair value at the date of foreclosure, establishing a new cost basis. After foreclosure,
valuations are periodically performed by management and the real estate is carried at the
lower of cost or fair value minus estimated costs to sell. Revenue and expenses from oper-
ations and additions to the valuation allowance are included in other expenses (See Note
7).

Loan Sales and Servicing

Gains and losses from the sale of participating interests in loans guaranteed by the Small
Business Administration (SBA) are recognized based on the premium received or discount
paid and the cost basis of the portion of the loan sold. The cost basis of the portion of the
loan sold was arrived at by allocating the tota! cost of each loan between the guaranteed
portion of the loan sold and the unguaranteed portion of the loan retained, based on their
relative fair values. The book value allocated to the unguaranteed portion of the loan, if
less than the principal amount, is recorded as a discount on the principal amount retained.
The discount is accreted to interest income over the remaining estimated life of the loan.
The Bank retains the servicing on the portion of the loans sold and recognizes income on
the servicing fees when they are received.

Income Taxes

Deferred income taxes are computed using the asset and liability method, which recog-
nizes a liability or asset representing the tax effects, based on current tax law, of future
deductible or taxable amounts attributable to events that have been recognized in the con-
solidated financial statements. A valuation allowance is established to the extent neces-
sary to reduce the deferred tax asset to the level at which it is “more likely than not" that
the tax asset or benefits will be realized. Realization of tax benefits for deductible tempo-
rary differences and operating loss carryforwards depends on having sufficient taxable
income of an appropriate character within the carryforward periods (See Note £17).

Comprehensive Income

Beginning in 1998, the Bank adopted Statement of Financial Accounting Standards No.
130, “Reporting Comprehensive Income,” which requires the disclosure of comprehensive
income and its components. Changes in unrealized gain (loss) on available-for-sale secu-
rities net of income taxes is the only component of accumulated other comprehensive
income for the Bank.

Earnings Per Share (EPS

Basic EPS excludes dilution and is computed by dividing income available to common
stockholders by the weighted-average number of common shares outstanding for the peri-
od. Diluted EPS reflects the potential dilution that could occur if securities or other con-




tracts to issue common stock were exercised or converted into comman stock or resulted
in the issuance of common stock that then shared in the earnings of the entity. Earnings
per share and stock option amounts have been retroactively restated to give effect to all
stock dividends (See Note #18).

Stock-Based Compensation

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 compen-
sation using the intrinsic value method prescribed in Accounting Principles Board (“APB)
Opinion No. 25, “Accounting for Stock Issued to Fmployees,” and related interpretations.
Accordingly, compensation costs for stock optians 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.

Had compensation cost for the Bank’s stock options plans been determined based on the
fair value at the grant dates for awards under those plans consistent with the method of
SFAS No. 123, the Bank's net incorne and earning per share would have been reduced to
the pro forma amount indicated below:

0020 2000 2000
Net income:
As reported $7,694 $6,850 $6,700
Stock-Based compensation using the
intrinsic value method - - -
Stock-Based compensation that would
have been reported using the fair value
method of SFAS 123 $(132)  $(154) S (230)
Pro forma 7,562 6,696 6,470
Per share data:
Net income - Basic
As reported $ 128 $ 1.14 $ 1.06
Pro forma $ 126 $ 1.1 $1.02
Net income - diluted
As reported $1.19 $1.08 $1.02
Pra forma § 117 $1.06 $ 099

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 esti-
mated fair value amounts, such amounts have not been comprehensively revalued for pur-
poses 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 accompany-
ing notes (See Note #21).

Current Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board (*FASB”) issued Statement of
Financial Accounting Standard ("SFAS") No. 143, “Accounting for Asset Retirement

2@

Obligations,” which requires the Bank to record the fair value of an asset retirement obli-
gation as a liability in the period in which it incurs a legal obligation associated with the
retirement of long-term assets. SFAS No. 143 is effective for the Bank in 2003; however,
management does not helieve adoption will have a material impact on the Bank’s finan-
cial statements.

Reclassifications

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

NOTE #2 - INVESTMENT SECURITIES

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

Decembet 31, 2002
Held-To-Maturity Securities Gross Gross
Amortized Unrealized Unrealized Fair Value
Cost Gains Losses (a)
U.S. Treasury Securities $ 349 $10 $ - $ 359
Other Government Agency
Securities 1,941 86 - 2,027
Municipal Agencies 4,678 295 - 4,973
Other Securities 2311 - - 231
Total Held-To-Maturity
Securities $.9,279 §391 $S— $_9,670
December 31, 2001
Gross Gross
Amortized Unrealized Unrealized Fair Value
Cost Gains Losses (@)
U.S. Treasury Securities $ 349 $ 9 $ - $ 338
Other Government Agency
Securities 5,542 80 - 5,622
Municipal Agencies 4,853 55 - 4,908
Other Securities 2311 - - 231
Total Held-To-Maturity
Securities $13.055 5144 S - $13,199
Available-For-Sale Securities
December 31, 2002
Gross Gross
Amortized Unrealized Unrealized Fair Value
Cost Gains Losses (a)
Government Agency Securities $57,534 $518 $ - $58,052
Certificates of Participation (b) 1,835 35 - 1,890
Municipal Agencies 1,250 54 - 1,304
Repurchase Agreement 10,000 - - 10,000
Mortgage-Back Securities 523 13 - 536
Other Securities 10,006 1 290 9717
Total Available-for-Sale $81,148 $641 $290 $81,499




December 31, 2001

Cross Gross

Amortized Unrealized Unrealized Fair Value

Cost Gains Losses (a)
Government Agency Securities $59,803 $358 $100 $60,061
Certificates of Participation {b) 2,765 134 - 2,899
Municipal Agencies 1,248 9 - 1,257

Repurchase Agreement - - - -
Mortgage-Back Securities 824 - 4 820
Other Securities 2,008 - 357 1,651
Total Available-for-Sale $66,648 $501 $461 566,688

(a) The Bank's portfotio of securities primarily consists of investment-grade securities. The
fair value of actively traded securities is determined by the secondary market, while the
fair value for non-actively-traded securities is based on independent broker quotations.

{b) Non-rated certificates of participation evidencing ownership interest in the California
Statewide Communities Development Authority - San Joaguin County Limited
Obligation Bond Trust with book values of $1,835,000 and $2,765,000 and market val-
ues of $71,890,000 and $2,899,000 at December 31, 2002 and 2001, respectively.

Proceeds from maturities of investment securities held-to-maturity during 2002, were
$3,775,000. Proceeds from maturities of investment securities available-for-sale during
2002, were $3,410,172,000. There were no gains or losses recognized.

Proceeds from maturities of investment securities held-to-maturity during 2001, were
$13,806,000. Proceeds from maturities of investment securities available-forsale during
2001, were $3,544,927,000. There were no gains or losses recognized.

Proceeds from maturities of investment securities held-to-maturity during 2000, were
$2,140,000. Proceeds from maturities of investment securities available-for-sale during
2000, were $1,815,301,000. There were no gains or losses recognized,

Securities with a book value of $15,688,000 and $11,025,000 and market value of
$16,069,000 and $11,306,000 at December 31, 2002 and 2001, respectively, were
pledged to secure public deposits and for other purposes as required or permitted by law.
The amortized cost, estimated fair value and average vield of securities at December 31,
2002, by contractual maturity were as follows (in thousands):

Held-to-Maturity Securities

Maturities Schedule of Securities Amortized Average
December 31, 2002 Cost Fair Value Yield (a)

Due in one year or less $2,890 $2,906 4.35%
Due after one year through five years 3,289 3,457 5.05%
Due after five years 3,100 3,307 5.25%
Carried at Amortized Cost $9,279 $9,670 5.09%

(a) The average yield is based on effective rates of book balances at the end of the year.
Yields are derived by dividing interest income, adjusted for amortization of premiums
and accretion of discounts, by total amortized cost.

Available-for-Sale Securities

Maturities Schedule of Securities Amortized Average
December 31, 2002 Cost Fair Value Yield (a)

Due in one year or less $19,100 $19,100 0.03%
Due after one year through five years 54,773 55,305 3.69%
Due after five years through ten years 4,576 4,658 4.12%
Due after ten years 2,699 2,436 6.80%
Carried at Fair Value $81,148 $81,499 3.76%

(a) The average yield is based on effective rates of book balances at the end of the year.
Yields are derived by dividing interest income, adjusted for amortization of premiums
and accretion of discounts, by total amortized cost.

NOTE #3 - LOANS

The composition of the loan portfolio at December 31, 2002 and 2001, was as follows (in
thousands):

2002 2001
Commercial, financial and agricultura $ 44,136 § 46,936
Real Estate - construction 34,492 16,091
Real Estate - mortgage
Commercial 331,108 310,737
Residential 26,599 28,032
Loans to individuals for household, family,
and other personal expenditures 4,073 4718
All other loans (including overdrafts) 508 656
440,916 407,170
Deferred income on loans 67) 92)
Loans, Net of Deferred Income $440,849 $407,078

Nonaccruing loans totaled approximately $1,455,000 and $2,717,000 at December 31,
2002 and 20071, respectively. Interest income that would have been recognized on nonac-
crual Joans if they had performed in accordance with the terms of those loans was approx-
imately $117,000, $197,000, and $644,000 for the years ended December 31, 2002,
2001, and 2000, respectively.

At December 31, 2002 and 2001, the Bank had approximately $5,000 and $34,000,

respectively, of Ioans that were past due 90 days or more in interest or principal but which
were still accruing interest. These loans are collateralized and in the pracess of collection.

NOTE #4 - DIRECT LEASE FINANCING

The Bank leases equipment to parties under agreements which range generally from three
to seven years. Executory costs are paid by the lessee and leases do not include any con-
tingent rental features. The net investment in direct lease financing at December 31, 2002
and 2001, consists of the following (in thousands):

2002 2001
Lease payments receivable $1,329 $1,486
Unearned income (118 _(158)
L1 SL8

At December 31, 2002, the Bank had no outstanding lease commitments.

At December 31, 2002, future minimum lease payments receivable under direct financing
Jeases are as follows (in thousands):

Year

2003 $ 664

2004 324

2005 127

2006 123

2007 88
Thereafter _ 3
1,329
Less unearned income (18

Total $1,211




NOTE #5 - ALLOWANCE FOR LOAN AND LEASE LOSSES

Transactions in the reserve for loan and lease losses are summarized as follows (in thou-
sands):

2002 2001 2000
Balance, Beginning of Year $4,206 $3,692 $6,102
Recoveries on foans previously charged off 48 102 312
Provision charged to operating expense 460 498 1,070
Loans charged off _195 _ (86 (3.792)
Balance, End of Year $4,619 $4.206 $3,692

The Bank treats all nonaccruing loans and troubled debt restructurings as impaired loans.
The allowances for loan losses related to impaired loans amounted to approximately
$1,455,000 and $305,000 for the years ended December 31, 2002 and 2001, respective-
ly, and those atlowances are included in the above balances. The average balance of these
loans amounted to approximately $2,428,000 and $2,634,000 for the years ended
December 31, 2002 and 2001, respectively. During 2002, cash receipts totaling approx-
imately $104,740 were applied to reduce the principal balances of, and no interest
income was recognized on, impaired loans. During 2001, cash receipts totaling approxi-
mately $981,000 were applied to reduce the principal balances of, and approximately
$366,000 of interest income was recognized on, impaired loans.

NOTE #6 - BANK PREMISES AND EQUIPMENT

Major classifications of bank premises and equipment are summarized as follows (in thou-
sands):

2002 2001

Buildings $ 2,424 $ 2,424
Furniture and equipment 9,885 9,942
Leasehold improvements _3,650 3,579
15,959 15,945

Less: Accumulated depreciation and amortization (10,836) 9,998)
5123 5,947

Land _ 375 375
Total $.5,498 $_6322

The Bank leases land and buildings under noncancelable operating leases expiring at var-
ious dates through 2014, The following is a schedule of future minimum lease payments
based upon obligations at vear-end {in thousands):

Year
2003 $1,334
2004 1,331
2005 1,132
2006 864
2007 685
Thereafter 2,480
Total $7.826

Totat rental expense for the three years ended December 31, 2002, 2001, and 2000, was
$1,353,000, $1,329,000, and $1,259,000, respectively.

NOTE 47 - OTHER REAL ESTATE OWNED

Other Real Estate Owned is carried at the estimated fair value of the real estate. An analy-
sts of the transactions for December 31, 2002 and 2001, were as foltows (in thousands):

2002 2001
Balance, Beginning of Year $2.182 $2,164
Additions 33 143
Valuation adjustments and other reductions {1,828) {125
Balance, End of Year $ 387 $2,182

The balances at December 31, 2002 and 2001 are shown net of reserves of §-0- and
$125,000, respectively.

Transactions in the reserve for other real estate owned are summarized for December 31,
2002, 2001, and 2000 as follows {in thousands):

2002 2001 2000
Balance, Beginning of Year $125 $ - $387
Provision charged to other expense — 125 42
Charge-offs and other reductions (125) - 429)
Balance, End of Year S - $12) L

NOTE &8 - DEPOSITS

At December 31, 2002, the scheduled maturities of time deposits are as follows (in thou-
sands):

Year
2003 $77,574
2004 6,174
2005 689
2006 5
2007 n
Thereafter 12
Total $84,765

NOTE #9 - SHORT-TERM BORROWINGS

In 2001, the bank had a short term borrowing of $19,000,000 at a fixed rate representing
an advance from the Federal 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 January 28, 2002.

NOTE #10 - TRUST PREFERRED SECURITIES

On December 6, 2002, Foothill Independent Statutory Trust [, a whally owned subsidiary
of Foothill Independent Bancorp, issued $8,000,000 of Floating Rate Trust Securities. The
tiust invested the gross proceeds from the offering in Floating Rate junior Subordinated
Deferrable Interest Debentures issued by Foothill Independent Bancorp. The subardinated
debentures were issued concurrent with the issuance of the Trust Securities.  Foothill
Independent Bancorp will pay the interest on the junior subordinated debentures to the




Trust, which represents the sole revenue and sole source of dividend distributions by the
trust to the holders of the Trust Securities. Foothill Independent Bancorp has guaranteed,
on a subordinated basis, payment of the Trust's obligation. Foothill Independent Bancorp
has the right, assuming no default has occurred, to defer payments of interest on the jun-
ior subordinated debentures at any time for a period not to exceed 20 consecutive guar-
ters. The Trust Securities will mature on December 6, 2032 but can be called at any time
commencing in 2007 at par.

NOTE #11 - STOCK OPTION PLAN

The Company maintains an employee incentive and nonqualified stock option plan which
was approved by its stockholders in 1993 (the 1993 Option Plan”). The Company applies
APB Opinion No. 25 and related interpretations in accounting with respect to this Option
Plan. Accordingly, no compensation cost has been recognized with respect to options
granted under the 1993 Option Plan,

The 1993 Option Plan provides for the issuance of up to an aggregate of 1,147,041 shares
of the Company Common Stock (which number gives retroactive effect to stock dividends
declared prior to December 31, 2002). Options to purchase those shares may be granted
to officers, key employees and directors of the Company and its subsidiaries, including the
Bank, at prices not less than the 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 on which the
options are granted.

The fair value of each option grant was estimated on the date of grant using the Black-
Scholes option pricing mode! with the following assumptions for 2002, 2001, and 2000,
respectively: risk-free rates of 2.57%, 4.37%, and 5.08%, dividend yields of 3%, 3%, and
2%, expected life of five years; and volatility of 30%, 31%, and 33%.

Information with respect to the number of shares of Common Stock that were subject to
options that were granted or exercised, and thase that expired without exercise, under the
1993 Option Plan during the years ended December 31, 2002, 2001, and 2000, the
weighted exercise prices thereof, and the number of shares subject to exercisable options
at the end of each of those years, is presented below:

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares _ Price Shares _ Price Shares _ Price

Cutstanding,

Beginning of Year 920,483 § 7.80 987564 §7.90 920,150 §$ 7.58

Cranted 13,080 13.58 43,736 11.03 94,470 8.75
Exercised (14,308) (7.80) (97,509 (6.42) @721 (514
Forfeited 4339) (11.22)  (13308) (11.36)  (22,335) (11.40)
Outstanding,

End of Year 94916 788 920483  7.80 987564  7.90
Options exercisable

at year end 876,321 § 775 777,835 § 834 828,080 $ 8.04
Weighted average fair

value of options

granted during

the year $ 335 $ 305 $ 338

The following table summarizes information about fixed stock eptions ocutstanding at
December 31, 2002:

Options Qutstanding Options Exercisable
Weighted
Average  Weighted Weighted
Remaining ~ Average Average
Exercise Number Contractual Exercise  Number  Exercise
Price Qutstanding __ Life Price  Exercisable _ Price
$4.47 to $5.85 361,804 22 $ 5.12 361,804 $ 5.12
$7.79 0 $9.23 308,587 5.0 8.10 297,357 8.08
$10.08 to $12.17 173,000 6.3 10.88 158,715 10.88
$13.17 t0 $15.01 71,525 6.2 13.81 58,445 13.86
$4.47 to $15.01 914,916 876,321

NOTE #12 - DEFINED CONTRIBUTION PLAN (401K)

The Company sponsors a defined contribution pension plan that covers all employees with
1,000 or more hours worked in a year. Contributions to the plan are based on the employ-
ee's grass salary less the IRS Section 125 flex plan. For the years ending December 31,
2002, 2001, and 2000, the amount of the Company contributions amounted to approxi-
mately $17,000, $248,000, and $272,000, respectively.

NOTE #13 - DEFERRED COMPENSATION

The Bank maintained a nonqualified, unfunded deferred compensation plan for certain key
management personnel whereby they may defer compensation which will then provide for
certain payments upon retirement, death, or disability. The plan provides for payments for
ten years commencing upon retirement. The plan provides for reduced benefits upon early
retirement, disability, or termination of employment. The deferred compensation expense
for 2002 was $428,000 (253,000 net of income taxes), 2001 was $378,000 (5223,020
net of income taxes), and 2000 was $324,000 ($190,836 net of income taxes).

NOTE #14 - RESTRICTION ON TRANSFERS OF FUNDS TO PARENT

There are legal limitations on the ability of the Bank to provide funds to the Company.
Dividends declared by the Bank may not exceed, in any calendar year, without approval
of the California Commissioner of Financial Institutions, net income for the year and the
retained net income for the preceding two vears. Section 23A of the Federal Reserve Act
restricts the Bank from extending credit to the Company and other affiliates of the
Company amounting to more than 20% of its contributed capital and retained earnings.
At December 31, 2002, the maximum combined amount of funds that were available from
these two sources was approximately $19,363,000 or 34% of consolidated stockholders'
equity.

NOTE 215 - STOCK DIVIDEND

On November 21, 2002, the Board of Directors declared a 9% stock dividend payable on
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January 29, 2003, to stockholders of record on January 8, 2003. All references in the
accompanying financial statements to the number of commen shares and per share
amounts for all years presented have been restated to reflect the stock dividend.

NOTE #16 - OTHER EXPENSES

The following is a breakdown of cther expenses for the years ended December 31, 2002,
2001, and 2000 (amounts in thousands):

2002 2001 2000
Data processing $1,416 $1,248 $1,077
Marketing expenses 982 1,086 940
Office supplies, postage and telephone 1,117 1,086 1,071
Bank insurance 529 448 492
Supervisory assessments 123 127 126
Professional fees 1,170 1,287 1,334
Operating losses 175 151 66
OREO expenses 35 197 39
Other 1,944 1724 2297
Total $7.491 $7.354 $7.442
NOTE #17 - INCOME TAXES
The provisions for income taxes consist of the following (amounts in thousands):
2002 2001 2000
Tax provision applicable to incomz
before income taxes $4,378 $3926 $3,920
Federal Income Tax T T
Current 3,570 3,048 2,469
Deferred (388) (174) 282
State franchise Tax
Current 1,334 1,095 1,080
Deferred _(138) _ 43 89
Toul 38 S396 S

The following is a summary of the components of the deferred tax assets accounts recog-
nized in the accompanying statements of financial condition as of December 31 (amounts
in thousands):

2002 2001 2000
Deferred Tax Assets
Allowance for loan losses due fo
tax limitations $1,502 $1,137 $ 909
Deferred compensation plan 1,207 1,050 1,026
Allowance for other real estate owned - 129 47
Other assets and liabilities 267 80 338
Net unrealized loss on available-for-sale
securities - - _ 6
Total Deferred Tax Assets 2,970 2,396 2,326
Deferred Tax Liabilities
Premises and equipment due to
depreciation difference {295) (384) (525)
Other assets and liabilities (269) - -
Net unrealized appreciation on
available-for-sale securities _(89) _67 =
Net Deferred Tax Assets $2.317 $1,975 $1.801

As a result of the following items, the total tax expenses for 2002, 2001, and 2000, were
less than the amount computed by applying the statutory U.S. Federal income tax rate to
income before taxes (dollars in thousands):

2002 2001 2000
Percent of Percent of Percent of
Pretax Pretax Pretax
Amount Income Amount Income Amount Income
Federal rate $4,104 340 $3,664 340 §3,611 340
Changes due to
State income
tax, net of Federal
tax benefit 857 7.1 765 7.1 754 7.1
Exempt interest (570)  4.7) (547) .7} 517y 4.9
Other, net a3 ©n _4 20 _72 07
Total $4378 363  $3,926 364 $3,920 369

NOTE #18 - EARNINGS PER SHARE (EPS)

The following is a reconciliation of net income and shares outstanding to the income and
number of shares used to compute earnings per share (“EPS”). All amounts in the table are
in thousands. Shares have been retroactively restated to give effect to 9% stock dividend
declared November 21, 2002 to shareholders on January 29, 2003 to shareholders of
record January 8, 2003.

2002 2001 2000
Income Shares Income Shares Income Shares
Net income as reported $7,694 46,850 $6,700
Shares outstanding at year end 6,032 6,010 6,115
Impact of weighting shares
purchased during the vear _ . _ 19 _ 2
Used in Basic EPS 7,694 6,021 6,850 6,029 6,700 6,337

Dilutive effect of outstanding
stock options 443 13 222

Used in Dilutive EPS $7,694 6,464 0,559
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NOTE #19 - COMMITMENTS AND CONTINGENCIES

The Bank is involved in various litigation that has arisen in the ordinary course of its busi-
ness. In the opinion of management, the disposition of pending litigation will not have a
material effect on the Company's financial statements.

In the normal course of business, the Bank is a party to financial instruments with off-bal-
ance sheet risk. These financial instruments include commitments to extend credit and
standby commercial letters of credit. To varying degrees, these instruments involve ele-
ments of credit and interest rate risk in excess of the amount recognized in the statement
of financial position. The Bank's exposure to credit loss in the event of nonperformance
by the other party to the financial instruments for commitments to extend credit and stand-
by letters of credit is represented by the contractual amount of those instruments. At
December 31, 2002 and 2001, the Bank had commitments to extend credit of
$83,586,000 and $52,368,000, respectively, and obligations under standby letters of cred-
it of $1,404,000 and $1,373,000, respectively.




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

Standby letters of credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loans to customers.

NOTE #20 - REGULATORY MATTERS

The Company (on a consolidated basis) and the Bank are subject to various regulatory cap-
ital requirements administered by federal banking agencies. Under applicable law and
government regulations, a failure by the Company or the Bank to meet certain minimum
capital requirements would result in the imposition of operational restrictions and other
requirements and the possible initiation of additional discretionary actions by government
regulatory agencies that could have a direct material effect on the Company’s and the
Bank's financial statements. Under capital adequacy guidelines and the regulatory frame-
work for prompt corrective action, the Company and the Bank must meet specific capitaf
requirements that involve quantitative measures of the Bank's assets, liabilities, and certain
off-balance sheet items as calculated under regulatory accounting practices. The Bank's
capital amounts and classification are also subject to qualitative judgments by the regula-
tors about components, risk weightings, and other factors. The most recent notification
from the federal regulators categorized the Bank as well capitalized under the regulatory
framework for prompt corrective action. Prompt corrective action provisions are not appli-
cable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the
Bank to maintain minimum amounts (set forth in the table below) of total capital and Tier
1 capital (as defined in the regulations) and ratios of total capital and Tier 1 capital to risk-
weighted assets (as defined), and to average assets {as defined). The following table com-
pares, as of December 31, 2002 and December 31, 2001, the total capital and Tier 1 cap-
ital of the Company (on a consolidated basis), and that of the Bank, to the capital require-
ments imposed by government regulations (with amounts stated in thousands):

FOOTHILL INDEPENDENT BANCORP Capital Needed

To Be Well

For Capital  Capitalized Under
Adequacy  Prompt Corrective
Actual Purposes Provisions
Amount Ratic Amount Ratio Amount Ratio
As of December 31, 2002
Total capital to risk-weighted
assets $69,749 14.2% $39,278 8.0% N/A N/A
Tier 1 capital to risk-weighted
assets 65,130 133% 19,639 4.0% NA N/A
Tier t capital to average assets 65,130 10.8% 24,047 4.0%  N/A N/A
As of December 31, 2001:
Total capital to risk-weighted
assets $§55,752 12.4% $35971 8.0% N/A N/A
Tier 1 capital to risk-weighted
assets 51,546 11.5% 17,985 4.0% N/A N/A
Tier 1 capital to average assets 51,546 9.4% 20,786 4.0% NA  NA
FOOTHILL INDEPENDENT BANK Capital Needed
To Be Well
For Capital ~ Capitalized Under
Adequacy  Prompt Corrective
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2002:
Total capital to risk-weighted
assets $60,860 12.6% $38,760 8.0% $48,450 10.0%
Tier 1 capital to risk-weighted
assets 56,241 -11.6% 19380 4.0% 29070 6.0%
Tier 1 capital to average assets 56,241 9.4% 23,932 4.0% 29915 5.0%
As of December 31, 2001:
Total capital to risk-weighted
assets $55051 12.3% $35875 8.0% $44,843 10.0%
Tier 1 capital to risk-weighted
assets 50,846 11.3% 17,937 40% 26906 6.0%
Tier 1 capital to average assets 50,846  9.3% 21,774 4.0% 27,217 50%

NOTE #21 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The table below presents the carrying amounts and fair values of financial instruments at
December 31, 2002 and 2001 (with dollars in thousands). FAS Statement 107,
“Disclosures about Fair Value of Financial Instruments,” defines the fair value of a financial
instrument as the amount at which the instrument could be exchanged in a current trans-
action hetween willing parties, other than in a forced or liquidation sale. Fair value esti-
mates 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 dis-
count 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
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conditions, risk characteristics of various financial instruments, future expected loss expe-
rience and other factors. These estimates are subjective in nature, involve uncertainties
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:

* |nvestment Securities

For U.S. Treasury and U.S. Government Agency securities, fair values are based on mar-
ket prices. For other investment securities, fair value equals quoted market price if avail-
able. If a quoted market price is not available, fair value is estimated using quoted mar-
ket prices for similar securities as the basis for a pricing matrix.

* 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, 2002, and
December 31, 2001. The fair vaiue 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.

¢ Short-Term Borrowings/Trust Preferred Securities

Rates currently available to the Bank for debt with similar terms and remaining maturi-
ties are used to estimate the fair value of existing debt.

December 31, 2002 December 31, 2001
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial Assets
Cash and cash equivalents $ 48,965 § 48,965 $ 30,247 $ 30,247
Investment securities and deposits 98,700 97,365 93,001 92,020
Loans 440,849 445,771 407,170 412,127
Direct lease financing 1,21 1,200 1,328 1,328
Cash surrender value 6,778 6,778 6,167 6,167
Financial Liabilities
Deposits 534,562 536,520 475,390 475,877
Short-Term borrowings — — 19,000 19,000
Trust Prefered Securities 8,000 8,000 — —
Unrecognized Financial Instruments
Commitments to extend credit 55,933 559 52,368 524
Standby letters of credit 1,404 14 1,373 14

NOTE #22 - CONDENSED FINANCIAL INFORMATION OF FOOTHILL INDEPENDENT
BANCORP (PARENT COMPANY)

BALANCE SHEETS
2002 2001 2006
Assets (dollars in thousands)
Cash $ 508 $ 122§ 198
Interest-hearing deposits in financial institutions 1,500 — —
Investment securities available-for-sale 5,996 — —
Investment in subsidiaries 57,240 51,361 47,975
Accounts receivable 285 385 C 174
Excess of cost over net assets of company
acquired (net) — - 42
Prepaid expenses 264 76 19
Accrued interest and other assets 63 — —
Total Assets $65,861 $51,944  $48,408
Liabilities and Stockholders’ Equity
Liabilities
Accounts payable $ 37 8 92 % 145
Long term debentures 8,248 — —
8,285 92 §_ 145
Stockholders’ Equity
Common stock 6 6 5
Additional paid-in capital 52,449 42,892 37,754
Retained earnings 5,121 8,954 10,504
Total Stockholders’ Equity 57,576 51,852 48,263
Total Liabilities and Stockholders Equity $65,861  $51,944  $48,408
STATEMENTS OF INCOME
Income
Equity in undistributed income of subsidiaries ~ $ 8,072 $.7,197  $ 6,992
Interest income 4 — —
8,076 7,197 6,992
Expense
Amortization and other expenses 646 560 467
Total Operating Income 7,430 6,637 6,525
Jax benefit of parent’s operating expenses 264 213 175
Net Income $ 7694 $6850 $_6700




STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2002, 2001 AND 2000

Cash Flows From Operating Activities
Cash received for tax benefit from
Foothill Independent Bank
Cash paid for operating expenses
Net Cash Provided {Used) By

Operating Activities
Cash Flows from Investing Activities
Purchase of deposits in other financial
institutions
Purchase of investment securities
available-for-sale
Capital contributed to subsidiary
Net Cash Provided (Used) By Investing
Activities
Cash Flows From Financing Activities
Dividends paid
Dividends received from Foothill
Independent Bank
Issuance of debentures
Proceeds from stock purchased
Proceeds from exercise of stock options
Capital stock repurchased

Net Cash Provided (Used) By Financing Activities

Net Increase (Decrease) in Cash
Cash, Beginning of Year
Cash, End of Year

Reconciliation of Net Increase to Net Cash
Provided by Operating Activities
Net Income

Adjustments to Reconcile Net Income to Net Cash

Provided by Operating Activities
Amortization
Undistributed earnings of subsidiaries

{Increase) Decrease in accounts receivable

Increase in accrued interest receivable

Increase in prepaid expenses

increase (Decrease) in accounts payable
Total Adjustments

2002

2001

2000

(dollars in thousands)

§ 213
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Net Cash Provided (Used) by Operating Activities $_{566)

5 175
(629)

(454)

§ 317
(286
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NOTE #23 - SUMMARY OF QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The following quarterly financial information for the Company and its subsidiaries for the
two years ended December 31, 2002 and 2001, is summarized below:

Summary of Operations
Interest income
Interest expense
Net interest income
Provision for loan losses
Net interest income after provision
for loan losses
Other income
Other expense
Income before taxes
Applicable income taxes
Net Income
Earnings Per Share - Basic
Earnings Per Share - Diluted

Summary of Operations
Interest income
Interest expense
Net interest income
Provision for loan losses
Net interest income after provision
for loan losses
Other income
Other expense
Income before taxes
Applicable income taxes
Net Income
Earnings Per Share - Basic
Earnings Per Share - Diluted

2002

FIRST

SECOND

THIRD

FOURTH

(dollars in thousands, except per share amounts)

$8,622 $8,814 $8,732 $8,643
1,384 1,254 1,244 1,157
7,238 7,560 7,488 7,486
100 150 10 100
7,138 7410 7378 7,386
1,346 1,658 1,255 1,435
5,527 5,948 5,593 5,866
2,957 3,120 3,040 2,955
W5 L7 LI 1076
S8R SL99Y  SLUD ST
031 S0 son S0
S0 S03l S 5029
2001

FIRST SECOND  THIRD  FOURTH
(dollars in thousands, except per share amounts)
$9,575 $8,946 $9,060 §9,155
2,929 2,372 2,061 1,668
6,646 6,574 6,999 7,487
125 100 — 273
6,521 0,474 6,999 7,214
1,318 1,347 1,338 1,411
5217 5228 5,470 5,931
2,622 2,593 2,867 2,694
_964 945 L1039 _978
SL658  SLeds  SLe  SLIIG
$027 5027 $030  $§029
$026 $02  $029  $027




independent Auditors Reporr
Board of Directors and Stockholders

Foothill independent Bancorp and Subsidiaries
Glendora, California

We have audited the accompanying consolidated balance sheets of Foothill Independent
Bancorp and Subsidiaries as of December 31, 2002 and 2001, and the related consolidated
statements of income and changes in stockholders' equity and statements of cash flows for the
three years ended December 31, 2002. These consolidated financial statements are the responsi-
bility of the Company's management. Our responsibility is to express an opinion on these con-
solidated 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 evaluating
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 mate-
rial respects, the financial position of Foothill Independent Bancorp and Subsidiaries as of
December 31, 2002 and 2001, and the results of its operations and cash flows for the three years
ended December 31, 2002, in conformity with accounting principles generally accepted in the
United States of America.

Nawtinek. , I pine. Dosg ¢ Lo Lig

Vavrinek, Trine, Day & Co., LLP
Rancho Cucamonga, California
January 24, 2003
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Platinum Results
Board of Directors

Donna L. Miltenberger, Chairman
George E. Langley
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Carol Ann Graf
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Susan Hickam

(800) 500-BANK (CA On|y)

(626) 963-8551 » (909) 599-9351
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Stock Listing
NASDAQ
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Stock Information
Hoefer & Arnett
Crowell, Weedon & Co.
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*Foothill Independent Bank Only

Corona
1050 W. Sixth St.

(909) 735-7426 ¢

Glendale

801 N. Brand Blvd. |f\
(818) 241-1566 {1}

Glendora [

510 S. Grand Ave,
(626} 963-8551
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Irwindale
5155 Irwindale Ave. 7"
(626) 814-1441 .-
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2401 S. Grove Ave. |
(909) 9471126 |

Rancho Cucamonga

(909) 980-4331

Temecula
27576 Ynez Rd.
{909) 693-2511 _
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1569 N, Mountain Ave. |
(909) 981-8611 igg
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