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Financial Highlights

{Dollars in Thousands, Except per Share Data)

Operating Performance: 2002 2001 2000 1999 1998
Net (Loss)/Income $ (5,790) $ 32602 $ 38476 $ 29988 $ 28,142
(Loss)/Earnings per Share (Basic) (0.50) 2.79 3.33 2.41 2.00
(Loss)/Earnings per Share (Diluted) (0.50) 2.78 3.26 2.37 1.96
Cash Dividends Declared per Share 0.48 0.48 0.39 0.33 0.30
(Loss)/Return on Average Assets (0.23)% 1.54% 2.01% 1.75% 1.76%
{Loss)/Return on Average

Stockholders’ Equity (2.82)% 16.05% 24.80% 20.48% 17.59%
Year-End Totals: L
Total Assets $2,510,744  $2,367,243  $1,969,109 $1,744,200 $1,680,824
Total Deposits 1,904,143 1,827,927 1,674,569 1,490,811 1,380,903
Loans and Leases, Net 1,166,499 1,101,633 945,512 902,000 763,650
Stockholders’ Equity 204,101 206,318 187,782 133,038 163,030
Book Value per Share 17.69 17.98 16.25 11.55 11.89

Per share data are adjusted to reflect the 2-for-1 stock split to shareholders of record on April 30, 1998.

1st 2nd 3rd 4th
2002 Stock Prices:: Quarter Quarter Quarter Quarter
High $34.05 $33.75 $28.96 $20.80
Low $26.75 $26.49 $18.90 $17.78

The common stock of the Company has been traded on the NASDAQ National Market under the symbol "GBCB” since

November 24, 1987.
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Corporate Profile

With total assets exceeding $2.5 billion, GBC Bancorp, the parent company
of General Bank, is the fifth largest bank based in Los Angeles as of June
30, 2002, according to the Los Angeles Business Journal's report. The Bank
was founded in 1980 by Taiwanese immigrants with the goal of providing
Asian immigrants with a range of deposit, lending and other financial prod-
ucts specifically designed to meet the linguistic and cuitural needs of this
growing niche market.

With strong business ties in the Pacific Rim, the Bank has developed an
expertise in International Trade Financing that has made it the second
leading financier of import activity in the state of California. The Bank has
leveraged its leadership position in import/export letters of credit to
develop world-class International Banking Services, supported by a net-
work of Correspondent Banks that now spans more than 100 cities around
the world. Along with commercial real estate and construction lending,
these business lines represent the foundation upon which General Bank
was built.

Headquartered in Los Angeles, General Bank is now a full-service com-
mercial bank with branches in California, Washington State, and
Massachusetts. While primarily focused on serving the financial needs of
the Asian-American community, GBC's expansion into high tech, SBA/small
business and other commercial lending enables it to serve a vast and
diverse group of customers throughout the nation. The Bank also provides
a full range of deposit products, cash management, Internet banking, and
private banking services.

GBC Bancorp strives to be viewed by its customers as not only a provider
of capital, but also as a strategic advisor that can help them take advan-
tage of all available financial opportunities, particularly in the Asia Pacific
region. The advice GBC Bancorp provides helps differentiate its services
and builds long-term relationships with its customer base.

Throughout its 22-year history, GBC Bancorp has established itself as one
of the top-performing banks in the nation, and has been recognized for its
success by publications such as Forbes, U.S. Banker, The Economist,
California Banker, and the Los Angeles Times. The Bank's execution on its
core business strategy has produced a long-term track record for profitable
growth and efficiency, and it is well positioned to continue to generate
value for both customers and shareholders in the future.

Mission Statement

To maximize shareholder value by being the champion in providing quality,
tailor-made financial services to our customers, as well as fostering a positive,
nurturing environment for our employees, and demonstrating responsible

citizenship to our communities.




Letter to Shareholders

Dear Fellow Shareholders:

There is no doubt that 2002 was a disappointing year for GBC
Bancorp. Our results were negatively impacted by a number of
large problem loans stemming from a variety of unusual circum-
stances, from the bankruptcy of one of America’s largest airlines to
outright fraud on the part of certain borrowers. The one common
thread running amongst these loans is that none of them were in
sectors that we consider to be our core areas of expertise—the
same areas that drove our historical success and resulted in U.S.
Banker naming GBC Bancorp the most profitable banking com-
pany in the U.S. as recently as 20071.

Following the unfortunate developments with these loans, it
became clear that we needed to return our focus to the business
lines that had served us sc well in the past. Throughout the sec-
ond half of the year, we took a series of actions designed to
ensure that the events of 2002 did not recur in the future. These
actions included:

* Closing the New York loan production office that had originated
the majority of the problematic loans.

* Ceasing our pursuit of customers and investment opportunities
beyond our core areas of expertise.

* Reducing our participation in commercial loan syndications.

* Improving our credit process through the implementation of
more stringent underwriting criteria and strengthening our inter-
nal analysis and credit menitoring procedures.

While we are cognizant that we must accept responsibility for the
overall results in 2002, it should be noted that our core business
lines performed well during the year. Some of the notable high-
lights included:

¢ Our Small Business Administration loan program and 1.2.3.
Business Lines of Credit continue to be very popular products
that have enabled the Bank to expand its base of small business
customers. We originated more than $53 million in small busi-
ness loans in 2002, and finished the year with the largest out-
standing balance in the history of this department.

* Our deposit base remains stable and provides a good foundation
for growth. In 2002, we increased our average Demand and Savings
deposit balances by 36%.

* More customers now utilize our expanded electronic banking capa-
bilities to perform a variety of banking functions via the Internet.

The performance of the core bank convinced us that the key to
returning to our historical levels of profitability lies in narrowing
our focus to the areas where we have had the most success and
experienced very low historical loss rates. These areas include:

* Commercial loans to small- and medium-sized businesses, with a
particular emphasis on the textile/apparel, computer/electronic
goods, and high tech industries.

* International banking and trade financing.

* Construction lending, with an emphasis on single-family home
construction in Southern California.

* Commercial real estate lending, with an emphasis on owner-
occupied industrial properties.

We continue to have strong market positions and excellent rela-
tionships with our major customers in these areas. For example,
according to the most recent data from Trade Reporting and Data
Exchange, Inc., GBC Bancorp ranked second in the number of
import consignments financed by banks in California, surpassing
all other banks that primarily focus on the Asian-American market.

Peter Wu, Ph.D.
Chairman of the Board, President & Chief Executive Officer

We are also excited about the opportunities available to us as we
continue to roll out our Private Banking and Investment services.
The demographics of the core Asian-American market that we
serve indicate that there is a strong demand for these services,
and we continue to leverage our strong customer relationships
with high-net-worth individuals to build our assets under manage-
ment in this division.

We continue to be excited about the long-term outlook for the
Company, primarily due to the growth opportunities presented by
the Asian-American market. Our customer base continues to be
among the most affluent segments in the country and grows
faster than the general population.

The reputation we have built in the Asian-American community
continues to serve us well, and we are optimistic about our oppor-
tunities to leverage this reputation in other markets that model to
the same demographics. Our initial efforts in the Seattle, WA and
Boston, MA markets have been positive, and we continue to
explore additional opportunities in these cities and other markets
with large Asian-American communities.

In closing, we would like to thank our customers for the privilege of
working with them to help attain their financial goals.

We would also like to thank Mr. Li-Pei Wu, our former Chairman,
for his contributions to the Company and more than 20 years of
distinguished service, which concluded on December 31, 2002.
We have bestowed upon him the honor of Chairman Emeritus of
the Company and of General Bank, and he will continue to serve
as a director of the Company.

Finally, | would like to acknowledge our outstanding board of
directors, management team, and employees who remained dili-
gent during a challenging year. Despite our difficulties, we experi-
enced very low turnover, and those individuals who know our core
areas of expertise the best are still in place to help return our
Company to its historic level of growth and profitability. We are
confident that our collective efforts to refocus the Company on
our areas of strength will reward our shareholders over the
long term.

Sincerely,

% N

Peter Wu
Chairman of the Board, President & Chief Executive Officer
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“The performance of the co

us that the key to return historica
levels of profitability lies"ih 'narrowing our
focus to the areas where we have had the most
success and experienced very low historical
loss rates.”




Products and Services

Trade Finance

Our base of business in international trade finance continues to expand,
and according to the most recent statistics compiled by Trade Intelligence,
General Bank ranked second in the number of consignments for California
imports in 2001. In this area, we surpass most of the major commercial
banks and all of the other banks that primarily focus on serving the Asian-
American community.

We pride ourselves on our ability to customize our services in order
to meet the needs of businesses with different business cycles and cash-
flow requirements. However, our greatest value lies in the guidance we can
provide customers in setting up an import/export program with business
partners in Asia. We have built an unparalleled reputation in helping com-
panies seeking to capitalize on trade opportunities available in the grow-
ing Pacific Rim, and we believe this expertise will help us to continue
attracting new clients in the future.

International Banking Services

We continue to invest in our ability to provide world-class International
Banking Services, which includes enhancing our service platforms and
expanding our network of Correspondent Banks beyond the Pacific Rim to
include Europe and South America. This enables the Bank to provide com-
prehensive international trade finance services to our growing customer
base at a competitive price.

Our traditional import letters of credit and foreign remittance-related busi-
nesses continue to be mainstays of this department, while we also expand
our service offerings in order to serve our clients to an even greater
degree. During 2002, we introduced the Chinese Character Wire via our
correspondent bank, Bank of China, for customers that need to wire funds
to an individual in China.

Real Estate Lending

Our excellent relationships with major homebuilders enable us to capitalize
on the robust housing market in Southern California. With a focus on
financing projects designed to meet the growing demand for affordable
housing in areas such as Riverside and San Bernardino, the Bank has been
very successful in expanding our origination of 1-4 family real estate con-
struction loans in a prudent manner.

At the same time, we continue to diversify our lending in the commercial
real estate market. In 2002, we introduced an apartment loan program and
an enhanced loan program for owner-occupied warehouses, and we
believe we are well positioned to grow this segment as economic condi-
tions become more favorable.

High Tech Lending

Our long-time relationships with top-tier venture capital investors continue
to provide the Bank with opportunities to finance the growth of quality
high tech firms in our market area. Although overall domestic economic
conditions continued to present many challenges to the high tech industry
in 2002, our thorough due diligence has enabled this segment of our port-
folio to perform relatively well, and we believe our efforts in this area will
generate positive results for the Bank over the long term.




Our experience in working with emerging high tech com-
panies has enabled us to develop a pricing structure that
facilitates the customers’ ability to grow their business,
while also fairly compensating the Bank for the investment
we are making. In addition to helping high tech companies
meet their financial needs, we are also able to provide
value-added services such as referrals to venture capital
sources and investor networking.

Since entering this business in 1995, we have established a
successful track record for providing customized financial
solutions and understanding the unique needs of cus-
tomers involved in the high tech marketplace. Going for-
ward, we will continue to strategically expand on our
network of relationships that will enhance cur ability to
identify good opportunities in this area of lending.

Small Business Lending/SBA

With a wide variety of term loans, lines of credit, and Small
Business Administration (SBA) loans, the Bank has steadily
increased its customer base of small- and medium-sized
businesses. We originated more than $53 million in small
business ioans in 2002, and finished the year with the
largest outstanding balance in the history of this depart-
ment. Much of this growth is attributable to our status as a
Preferred Lender in the Los Angeles and Santa Ana dis-
tricts, which enables us to approve and expedite the SBA
loans of our customers. As we start 2003, we will also add
San Diego and San Francisco to the list of districts where
we have Preferred Lender status.

We continue to enhance our ability to respond to small
business lending opportunities while maintaining thor-
ough due diligence on the credit quality of potential cus-
tomers. Towards this end, we will be implementing the
BankZBusiness credit scoring system in 2003, which will
improve our processing efficiency for loans ranging from
$50,000 to $250,000.

Retail Banking

General Bank expanded to 21 branches in 2002, with the
addition of two new branches in Boston, Massachusetts.
The branch system remains the centerpiece of our core
deposit gathering and lending activities, and provides a
platform to expand our small business lending and trade
finance activities. We continue to add financial products to
respond to the changing needs of our retail customers, and
as part of this effort we will introduce our first debit card in
the first half of 2003.

We continue to expand our electronic banking capabilities
to provide our customers with an enhanced banking expe-
rience. More customers are now utilizing our GBLink and
GBNet features to perform a variety of banking functions
via the Internet.

Private Banking

Within our Private Banking department, one of the most
popular features is the Mortgage Placement Service we
introduced in 2002. This program offers mortgage, home
equity, and home improvement loans and home equity
lines of credit that allow our customers to take advantage
of a favorable interest rate environment. Through this
program, the Bank generates additional fee income while
providing beneficial products to our customers at competi-
tive rates.

The GB Financial Consulting Center* hosted a series of
seminars throughout 2002 to educate our high-net-worth
customers about the various investment products we pro-
vide in association with our financial partners.

*Securities and insurance products are offered by PrimeVest
Financial Services, Inc., an independent, registered broker/dealer.
Member SIPC *Not FDIC insured *Not a Deposit *May go down
in value *Not guaranteed by General Bank *Not insured by any
federal government agency



Community Involvement

Active community involvement has been a hallmark of
General Bank since it was founded in 1980. We believe that
financial and technical support is essential for fulfilling our
role as a good corporate citizen, and we are committed to
investing in and growing with the communities we serve.

As part of this commitment, we sponsor numerous cultural
functions and organize fundraising events for community
development or charitable organizations each year. We are
particularly proud of our support of Operation Hope, a
national non-profit self-help organization that seeks to
bring economic self-sufficiency and a sustained spirit of
revitalization to America’s inner city communities. A num-
ber of our executives have been active participants in
Operation Hope's “Banking On Our Future” (BOOF) pro-
gram. These executives visit area schools and implement a
curriculum that seeks to educate youth between the ages of
10 and 20 about the fundamentals of banking, checking &
savings, investment, and establishing and maintaining credit.

Operation Hope is also one of three community service
organizations that received the proceeds from our annual
charity golf tournament. The other organizations are both
dedicated to the creation of affordable housing—Los
Angeles Neighborhood Housing Services and the Affordable
Housing Clearinghouse. The year 2002 marked our third
year of holding this event, and we are delighted to bring
members of our community together to enjoy a fun after-
noon of golf while also generating support for these
extremely worthy organizations.

Some of our other notable 2002 community activities
included:

* Sponsoring a drawing contest for Southern California
schoolchildren from the ages of 5 to 16. College fund
accounts ranging from $100 to $500 each were awarded
to those children whose drawings best depicted this
year's theme, “What | Want to Be When | Grow Up.”

Coordinating a media event for the House Ear Institute, a
non-profit organization dedicated to advancing hearing
science through research and education to improve qual-
ity of life.

Spensoring Taiwanese Heritage Week in Los Angeles,
which is a weeklong celebration of Taiwanese culture and
the contributions that Americans of Taiwan descent have
made to this country.




Board of Directors

LI-PEI WU PETER WU, PH.D. PING C. WU

Chairman Emeritus Chairman of the Board, Vice Chairman
GBC Bancorp and President and GBC Bancorp and General Bank
General Bank Chief Executive Officer President
GBC Bancorp and President Global Corporation

General Bank

BERNARD CHEN THOMAS C.T. CHIJ, M.D. CHUANG-1 LIN, Pu.D. KO-YEN LIN

Vice President Medical Doctor Chairman and President President

Fullong Enterprise Corp. Uniwoerld Marketing, Inc. T.K. Lin Investment Co.
TING Y. LiU, PH.D. JOHN C. WANG KENNETH C. WANG

A 3
Chairman Vice President Executive Vice President
HITO Corp. The Wang Partnership The Wang Partnership
President Executive Vice President
Pacific Coast Realty Services, Inc. Kenjohn Trading Co., Ltd.
CHIEN-TE WU JULIAN WU, PH.D. CHIN-LIANG YEN

LM-___,.;’.‘;:;;;,'_.,_ — ,_J
President General Partner President
President Asset Group, LLC West Union Investment Co. San Yang Enterprise

Corporation




Human Resources

To support its growth and nationwide expansion, the Bank in 2002 expanded its recruitment of employees at virtually
all levels. The Bank also continued to maintain strong ties with local colleges and universities, attracting a high per-
centage of those institutions' best-qualified graduates into its highly successful Management Training Program.

In following its tradition of developing talent and promoting from within, the Bank allocated a great amount
of resources for development of internal candidates through employee education and training. This training and
promote-from-within strategy, combined with an aggressive, incentive-based compensation program, sustains the
Bank’s industry-leading morale and high employee retention.

The Bank upheld its long-standing philosophy of promotion from within as various officers and staff were
rewarded for their contributions to the Bank's continued growth and expansion. Listed below are those who
were promoted during 2002 and in January and February 2003, followed by their respective ranks, titles, and
areas of responsibility.

PROMOTIONS
Peter Wu Chairman of the Board, President & Chief Executive Officer
Mandy Fu Vice President, Branch Manager Cupertino Branch
Vincent Chen Assistant Vice President, Branch Manager San Diego Branch
Li Liou Assistant Vice President, Branch Manager San Gabriel Valley Branch
Emily Wei Assistant Vice President, Loan Portfolio Officer Real Estate Lending
Kathy Chen Branch Manager Diamond Bar Branch
Luke Tsang Branch Manager Cerritos Valley Branch
Vivian Chang Assistant Branch Manager Aliso Viejo Branch
Mary Chang Business Development Officer Monterey Park Branch -
Jensen Chao Accounting Officer Controller
Robert Chen Loan Portfolio Officer Corporate Lending
Yenny Chiang International Banking Officer International Banking
Edward Chou System Security Officer Operations Administration
Jennie Huang Loan Portfolio Officer : Northern California Lending
Samantha Huang Loan Portfolio Officer Real Estate Lending
Robert Lin Business Development Officer Los Angeles Main Office
Yu Fu Lin Loan Officer Northern California Lending
Eric Tseng Loan Portfolio Officer Northern California Lending
Robert Vanthai Operations Officer Central Services
Harold Woo System Analyst Officer Central Services
Lillian Wu Customer Service Officer San Fernando Valley Branch

Listed below are the new officers who joined the Bank in 2002, followed by their respective ranks, titles and
areas of responsibility.

NEW OFFICERS
Charles Rice Vice President, Loan Officer Rea! Estate Lending
David Chau Assistant Vice President, Business Development Officer Kent North Branch
Peter Solomon Assistant Vice President, Loan Officer "Boston Main Branch
Richard Chang System Analyst Manager Central Services
Sharon Mori Senior Marketing Officer Marketing
Julie Chou Customer Service Officer Kent North Branch
Manouchehr Manafzadeh Loan Officer Boston Main Branch

9




Management’s Discussion and Analysis of Financial Condition and

Results of Operations

Critical Accounting Policies

The discussion and analysis of our financial condition and results
of operations are based upon our consolidated financial state-
ments, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The
preparation of these financial statements requires management to
make estimates and judgments that affect the reported amounts
of assets and liabilities, revenues and expenses, and related dis-
closures of contingent assets and liabilities at the date of our
financial statements. Actual results may differ from these estimates
under different assumptions or conditions.

Accounting for the allowance for credit losses involves significant
judgments and assumptions by management which have a
material impact on the carrying velue of net loans; management
considers this accounting policy to be a critical accounting policy.
The judgments and assumptions used by management are based
upon the evaluation of the loan portfolio, the economic environ-
ment, historical loan loss experience, collateral values and assess-
ments of borrowers' ability to repay, as described in “Allowance
for Credit Losses.”

Accounting for derivatives is in compliance with Statement of
Financial Accounting Standards (“SFAS No. 133"), “Accounting for
Derivative Instruments and Hedging Activities”, as amended.
Implementation in 2001 of SFAS No. 133 had a material impact on
the carrying value of derivative instruments. The judgments and
assumptions used by management to value derivatives are based
on the most recent information available and other factors which
are believed to be reasonable under the circumstances as
described in “Non-Interest income”, “Non-Interest Expense” and
"Cumulative Effect of a Change of Accounting Principle”.

Results of Operations

The consolidated net loss for GBC Bancorp and subsidiaries (the
“Company”) for the year ended December 31, 2002, totaled
$5,790,000. This compares to net income of $32,602,000 in 2001
and $38,476,000 in 2000. Diluted (loss)/earnings per share were
$(0.50), $2.78 and $3.26 for the years 2002, 2001 and 2000,
respectively. The decline to a loss of $5,790,000 in 2002 from net
income of $32,602,000 in 2001 is the result primarily of a
$56,264,000 increase in the provision for credit losses. in addition,
non-interest income declined by $6,757,000 in 2002 compared to
2001, Also, the implementation of SFAS No. 133, on January 1,
2001, resulted in pre-tax income of $8,561,000, which was partially
offset by a pre-tax reduction of fair value as of December 31, 2001,
of $6,762,000. Thus, in 2001, there was pre-tax income of
$1,799,000, related to the derivatives. However, during 2002, the
pre-tax fair value of the Company’s derivatives declined $111,000.
Thus there was a $1,910,000 pre-tax impact comparing the two
years relating to the fair value of the Company's derivatives.
Finally, net interest income partially offset the impact of the
above, reflecting an increase of $5,293,000, or 6.0%.

Consolidated net income for GBC Bancorp and subsidiaries for
the year ended December 31, 2001, totaled $32,602,000. This

compares to net income of $38,476,000 in 2000. Diluted earnings
per share were $2.78 for 2007 compared to $3.26 for 2000. The
$5,874,000 decline in net income from 2000 to 2001 was primarily
the result of an increase of $18,900,000 in the provision for credit
losses and a $6,109,000 reduction of non-interest income partialtly
offset by a $4,579,000 reduction of non-interest expense and
$4,962,000 representing the cumulative effect of a change in
accounting principle, net of taxes, representing the transition ad-
justment resulting from the adoption of SFAS No. 133.

Net Interest Income

Net interest income in 2002 totaled $94,219,000 compared to net
interest income of $88,926,000 in 2001. The $5,293,000 or 6.0%,
increase is the result of the growth of interest-earning assets to
$2,450.4 million from $2,058.1 million, or 19.1%, as of December
31, 2002 and 2001, respectively. The effect of the increase of
interest-earning assets was partially offset by a decline of the net
interest margin. For the years ended December 31, 2002 and 2001,
the net interest margin was 3.85% and 4.32%, respectively.

Total interest income for the year ended December 31, 2002, was
$146,906,000 compared to $155,478,000 for the year ago period.
The $8,572,000, or 5.5% decrease, was due to the 155 basis point
decline of the yield on earning assets, partially offset by the above
referenced growth of average-earning assets. The yield on earning
assets was 6.00% and 7.55% for the years ended December 31,
2002 and 2001, respectively. During 2002, there was downward
movement of the prime rate. The daily average prime rate in 2002
was 4.67%. This compares to 6.91% during 2001, a decline of
224 basis points. The yield on loans and leases for the years end-
ing December 31, 2002 and 2001, was 6.89% and 8.52%,
respectively. The 163 basis point decline is primarily a function of
the average prime rate. Approximately 70% of the loan portfolio is
prime driven loans. Contributing to the reduced yield on earning
assets was a decline of 124 basis points on the securities portfolio.
For the years ended December 31, 2002 and 2001, this yield was
5.49% and 6.73% respectively. During the second quarter of 2002,
there were sales of securities from the available-for-sale portfolio
with a book value of $206.2 million and a gain on sale of
$10,127,000. The weighted average yield on the securities sold
was 6.43%. The reinvestment of the proceeds at reduced yields
exerted downward pressure on the securities yield as well as the
reinvestment of the cash flows from the portfolio during 2002.
Because of the direction of money market rates there was an
acceleration of bond prepayments exacerbating the yield decline.

The 220 basis point decline to 1.74% from 3.94% for the years. 2002
and 2001, respectively, of the yield on federal funds sold and
securities purchased under agreements to resell directly reflects
the decrease of-the daily average prime rate.




Management’s Discussion and Analysis of Financial Condition and

The following table displays the yield declines for the various cate-
gories of interest earning assets:

Yield Decline
in the year
Category of interest Earning Assets 2002 vs. 2001
Loans and Leases 1.63%
Securities 1.24%
Federal Funds Sold & Securities Purchased under
Agreements to Resell 2.20%

There was also downward pressure exerted on the yield on aver-
age earning assets due to the composition of the average earning
assets. Average loans and leases, the highest yielding of the inter-
est earning assets, comprised 48.9% and 51.7% of total average
earning assets for the years ended December 31, 2002 and 2001,
respectively. Federal funds sold and securities purchased under
agreements to resell, the lowest yielding of the interest-earning
assets comprised 4.7% and 3.7% of total average earning assets
for the years ended December 31, 2002 and 2001, respectively.

The impact on interest income resulting from the decline of the
prime rate was partially offset by the increase of average interest
earning assets. As indicated above, for 2002 as compared to 2001,
average interest earning assets increased $392.3 million. The
growth was primarily represented by increases of $217.4 million
and $134.4 million in investment securities and loans and leases,
respectively.

Total interest expense for the year ended December 31, 2002, was
$52,687,000 compared to $66,552,000 for the year ago period. The
$13,865,000, or 20.8%, decline was the result of a decline of the
cost of funds. For the years ended December 31, 2002 and 2001,
the cost of funds was 2.59% and 3.99%, a decrease of 140 basis
points. The decline reflected the money market conditions as
described above. Interest-bearing deposits declined to 2.16%
from 3.80% for the years ended December 31, 2002 and 2001, res-
pectively. For the years ended December 31, 2002 and 2001, aver-
age interest bearing deposits were $1,677.4 million and
$1,514.9 million, respectively, an increase of $162.5 million, or
10.7%. The deposit products with the largest average balance
were money market accounts and time deposits. The interest paid
on money market accounts and time deposits declined to 1.58%
and 2.63% in 2002, respectively from 2.28% and 4.58% in 2001,
respectively.

Partially offsetting the decreasing interest rates was the growth of
interest bearing deposits and the increased average balance of
borrowings from the Federal Home Loan Bank, the most
expensive source of funds, excluding the Company’s subordinated
debt. For the years ended December 31, 2002 and 2001, average
borrowings from the Federal Home Loan Bank (“FHLB") were
$313.4 million and $113.8 million, respectively, representing a
$199.6 million, or 175% increase. Average borrowings from the
FHLB as a percentage of average interest bearing liabilities for the
years ended December 31, 2002 and 2001, were 15.4% and 6.8%,
respectively. The interest paid on borrowings from the FHLB was
4.13% and 4.79% for the years 2002 and 2001, respectively.

Results of Operations (continued)

The net interest spread, defined as the difference between the
yield on earning assets and the cost of funds, declined to 3.41% in
2002 compared to 3.56% in 2001. The net interest margin, defined
as net interest income divided by average interest earning assets,
declined to 3.85% in 2002 from 4.32% in 2001. In addition to the
reduced net interest spread, the net interest margin was impacted
by the reduction of the percentage of average interest earning
assets funded by non-costing sources. For the years ended
December 31, 2002 and 2007, this percentage declined to 17.4%
from 19.0%, respectively.

Net interest income in 2001 totaled $88,926,000 compared to net
interest income of $88,442,000 in 200C. The $484,000, or 0.6%, in-
crease was the result of an increase of average earning assets off-
set by a decline of the net interest margin primarily due to
declining short-term interest rates. For the years ended
December 31, 2001 and 2000, the balance of average interest earn-
ing assets was $2,058.1 million and $1,840.5 million, respectively.

Total interest income for the year ended December 31, 2001 was
$155,478,000, compared to $163,121,000 for the year ago period.
The $7,643,000, or 4.7%, decrease was due primarily to a 131 basis
point decline of the yield on earning assets, partially offset by a
$217.5 million increase of the balance of average interest earning
assets. The reduced yield was in large measure a reflection of the
reductions of the prime rate of interest during the course of the
year ended December 31, 2001. As of December 31, 2001 the
prime rate of interest was 4.75% compared to 9.50% as of
December 31, 2000. The 475 basis point decline was the result of
eleven prime rate decreases during 2001. For the years ended
December 31, 2001 and 2000, the daily average prime rate for the
Bank was 6.91% and 9.24%, respectively, a decline of 233 basis
points. Another factor contributing to the yield decline was the
reduction in net interest recoveries. For the years ended
December 31, 2001 and 2000, net interest recoveries were
$548,000 and $4,919,000, respectively. Excluding these net interest
recoveries, the yield on earning assets would have been 7.53%
and 8.60% for the years ended December 31, 20017 and 2000,
representing a decline of 107 basis points. As would be expected,
all categories of interest earning assets reflected yield declines as
shown in the following table:

Yield Decline
in the year
Category of Interest Earning Assets 2001 vs. 2000
Loans and Leases 2.33%
Securities 0.13%
Federal Funds Sold & Securities Purchased under
Agreements to Resell 2.60%

Total interest expense for the year ended December 31, 2001, was
$66,552,000 compared to $74,679,000 for the year ago period. The
$8,127,000, or 10.9%, decline is the result of an 89 basis point
decrease in the cost of funds. The rate decrease is primarily due to
declining money market conditions. For the years ended
December 31, 2001 and 2000, the cost of funds was 3.99% and
4.88%, respectively. The rates paid on time deposits declined to
4.58% for the year 2001 from 5.45% for the year 2000. All other
categories of deposits reflected reductions of the rates paid
thereon and was a direct reflection of the decline in interest rates
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as discussed above. Rates paid on borrowings from the Federal
Home Loan Bank also reflected a decline from 4.96% to 4.79%.

The impact on interest expense of the reduced cost of funds was
partially offset by the increase of the average balance of interest
bearing deposits. For the years ended December 31, 2001 and
2000, the average balance of interest bearing liabilities was
$1,668.6 million and $1,529.9 million, respectively, representing an
increase of $138.7 million, or 9.1%. Included in this increase was a
$68.0 million increase of borrowings from the Federal Home Loan
Bank.

The net interest spread declined to 3.56% in 2001 from 3.98% in
2000. The net interest margin declined to 4.32% in 2001 from
4.81% in 2000.
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The following table represents the net interest spread, net interest margin, average balances, interest income and expense, and the aver-
age yield/rates by asset and liability category:

2002 Average 2001 Average 2000 Average
Average Yield/ Average Yield/ Average Yield/
Balance (5) Interest Rate% Balance (5) Interest Rate% Balance (5) Interest Rate%
(in thousands)
Interest Earning Assets:
Loans and Leases (1)(2) $1,199,176  $ 82,607 6.89% $1,064774 $ 90,719 852% $ 934,973 $101,434 10.85%
Taxable Securities (Excludes
Warrants) 1,133,426 62,194 5.49 917,921 61,790 6.73 777,336 53,303 6.86
Tax-Exempt Securities (3) 1,877 85 454 — —_ — —_ —_ —_
Interest-Bearing Deposits — — —
Federal Funds Sold and Security
Purchased Under Agreement
to Resell 115,929 2,020 1.74 75,366 2,969 3.94 128,221 8,384 6.54
Total Interest-Earning Assets 2,450,408 146,906 6.00 2,058,061 155,478 7.55 1,840,530 163,121 8.86
Non-Interest Earning Assets:
Cash and Due from Banks 38,424 34,841 39,033
Warrants 1,895 1,422 4,270
Trading Account Securities 30 638 777
Premises and Equipment, Net 6,631 5,800 5,533
Other Assets (4) 36332 42878 45478
Total Non-Interest Earning
Assets __ 83312 85579 _ 95091
Less: Allowance for Credit Losses (28,491) (22,527) (20,677)
Deferred Loan Fees (7,476) (5,210) (3,981)
Total Assets $2,497,753 $2,115903 $1,910,963
Interest Bearing Liabilities: '
Deposits:
Interest Bearing Demand $ 62738 % 172 027% $ 57850 § 288 050% $ 158928 $ 630 1.07%
Money Market 475,966 7,523 1,58 309,561 7,066 2.28 336,434 13,331 3.96
Savings 94,552 1,055 1.12 70,898 932 1.31 74,324 1,827 2.46
Time Deposits 1,044,182 27,495 2.63 1,076,578 49,306 4.58 974,346 53,075 5.45
Federal Funds Purchased and
Securities Sold Under
Repurchase Agreement 462 8 1.83 648 27 4.17 932 62 6.63
Other Borrowed Funds 313,392 12,953 413 113,822 5,452 479 45,833 2,273 4.96
Subordinated Debt 39,330 3,481 8.85 39,199 3,481 8.88 39,068 3,481 8.91
Total Interest Bearing
Liabilities 2,030,622 52,687 2.59 1,668,556 66,552 3.99 1,529,865 74,679 4.88
Non-Interest Bearing Liabilities:
Demand Deposits 227,065 195,929 190,863
Forward Sales—Equity Securities — — 195
Other Liabilities _ﬁ _&22 ﬂ
Total Non-Interest Bearing
Liabilities _ 261,450 _ 244226 225545
Total Liabilities 2,292,072 1,912,782 1,755,810
Stockholders’ Equity 205,681 203,121 155,153
Total Liabilities and
Stockholders’ Equity $2,497,753 $2,115,903 $1,910,963
Net Interest Income/Spread 94219 341% 88926  3.56% $ 88442  398%
Net Interest Margin 3.85% 4.32% ' 4.81%

(1) For the purposes of these computations, non-accrual loans are included in the daily average loan amounts outstanding.
(2) Loan interest includes loan fees for the years ended December 31, 2002, 2001 and 2000 of $8,955,000, $7,057,000 and $6,213,000, res-

pectively.

(3) Tax-exempt interest income has not been adjusted to a fully taxable equivalent basis.
(4) Other assets includes average other real estate owned, net, for the years ended December 31, 2002, 2001 and 2000 of $211,000,

$698,000 and $4,417,000, respectively.
(5) Average balances are computed based on the average of the daily ending balances.
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Years Ended December 31,

2002 Compared 2001 Compared
with 2001 Increase (Decrease) with 2000 Increase (Decrease)
Due to Changes in: Due to Changes in:

Volume Rate Net Volume Rate Net

Interest Earned on (1):
Loans and Leases
Taxable Securities
Tax-Exempt Securities
Federal Funds Sold and Securities Purchased Under Agreement to
Resell

Total Interest-Earning Assets
Interest Paid on (1):

Deposits:
Interest-Bearing Demand
Money Market
Savings
Time

Federal Funds Purchased and Securities Sold Under Repurchase
Agreement

Other Borrowed Funds

Total tnterest-Bearing Liabilities

Change in Net Interest Income

{in thousands)

$10,580 $(18,692)  $ (81120 $12,895 $(23,6100  $(10,715)
13,006 (12,602) 404 9,480 (993) 8,487
85 — 85 — — —
1,160 (2,109 (949) (2,757) (2,658) (5,415)
24,831 (33,403) (8,572) 19,618 (27,261) (7,643)
23 (139) (116) (1 (330) (342)
3,055 (2,598) 457 (993) (5,272) (6,265)
279 (156) 123 81) (814) (895)
(1,442) {20,369) (21,811) 5.217 (8,988) (3,769)
o 13) (19} (16) (19) (35)

8,344 (843) 7,501 3,260 (80) 3,179
10,253 (24,118) (13,865) 7,376 (15,503) (8,127)
$14,578 $ (9,285 $ 5293 $12,242 $(11,758) $ 484

(1) Changes in interest income and interest expense attributable to changes in rate/volume have been allocated to the change due to
volume and the change due to rate in relation to the absolute dollar amount of the change of volume and rate.

Provision for Credit Losses

The amount of the provision for credit losses is an amount re-
quired to maintain an allowance for credit losses that is adequate
to cover probable credit losses related to specifically identified
lcans as well as probable credit losses inherent in the remainder
of the loan and lease portfolic. Management evaluates the loan
portfolio, the economic environment, historical loan loss experi-
ence, collateral values and assessments of borrowers’ ability to
repay. As the loan portfolio is composed largely of business loans,
the volatility of the provision for credit losses can significantly
affect net income, particularly in times of economic weakness.

For the year 2002, the provision for credit losses was $76,364,000
compared to $20,100,000 for 2001, representing a $56,264,000
increase. For the years 2002 and 2001, net charge-offs totaled
$74.1 million and $15.9 million, respectively. The net charge-offs in
2002 included a $7.8 million write-off of the Company's net
investment in a leveraged lease of an aircraft leased by United Air-
lines. Management believes that as a result of the Chapter 11
bankruptcy filing by United Airlines on December 9, 2002, it is
more likely than not that the terms of the lease will be re-
negotiated in bankruptcy or the aircraft will be returned to the
trustee to be sold for the benefit of the debt holders. Accordingly,
in the fourth quarter, 2002, the entire remaining investment was
written off, $7.8 million of which was charged to the allowance for
credit losses and $456,000 of which was charged to non-interest
expense for a total write-off of $8.2 million.

Excluding the United Airlines charge-off discussed above, gross
charge-offs for the year 2002 were $66.7 million. Of this amount

*$46.5 million were loans originated by the New York loan pro-

duction office and $5.4 million was associated with a syndicated
shared national credit. included in the $46.5 million were two
commercial loans totaling $26.9 million involving two companies in
the metal importing and trading business and a $14.5 million loan
to a commodities export company. On August 9, 2002, the Bank
announced the closure of the New York facility with the remaining
loan portfolio transferred to the Corporate Lending Department at
the Bank’s Los Angeles headquarters. Non-accrual loans as of
December 31, 2002 and 2001, were $24.8 million and $24.9 million,
respectively.

The allowance for credit losses was $25.5 million at December 31,
2002, as compared to $23.7 million at December 31, 2001. The
allowance was 2.13% of gross loans and leases as of December 31,
2002, and 2.09% as of December 31, 2001. The increased allow-
ance and its percentage of loans and leases is deemed appro-
priate given the loan portfolio as evaluated by management as of
December 31, 2002, (See also "Allowance for Credit Losses”,
following.)

For the year 2001, the provision for credit losses was $20,100,000
compared to $1,200,000 for 2000, representing an increase of
$18,900,000. As was the case in 2002, most of the charge-offs in
2001 were commercial loans. (See Allowance for Credit Losses,
following.) Net charge-offs for the year 2001 were $15.9 million as
compared to $1.6 million for the year 2000. Non-accrual loans as
of December 31, 2001 and 2000, were $24.9 million and $14.8 mil-
lion, respectively, an increase of $10.1 million, or 68.2%. A $5.1 mil-
lion standby letter of credit associated with a participated
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investments during 2001, partially offset by the gains on sale of
securities available-for-sale.

commercial loan (syndicated shared national credit) was drawn on
in the first quarter, 2002, resulting in an increase in non-accrual
loans. As noted above $5.4 million related to this credit was
charged off in the first quarter, 2002. The provision for credit
losses recorded in the fourth quarter, 2001, took into account the
then anticipated risk associated with this letter of credit.

Non-Interest Income

Non-interest income consists primarily of service charges on de-
posit accounts, fees and commissions resulting from General
Bank’'s (the "Bank”) international activities, fees from servicing
Small Business Administration ("SBA”} loans, trading account rev-
enue, income/(expense) from other investments and gains on
sales of securities available-for-sale.

Non-interest income in 2002 totaled $8,889,000, representing a
decline of $6,757,000, or 43.2%, compared to $15,646,000 of non-
interest income in 2001, The decline was due to the following:

¢ Reduction of trading account revenue in the amount of
$1,452,000.

® Increase of expense from other investments in the amount of
$6,588,000.

e Reduction of other non-interest income in the amount of

$1,680,000.

Partially offsetting the above was a $3,414,000 increase of the gain
on sale of securities available-for-sale.

Trading account revenue is income earned on securities classified
as trading account securities. The Company’s subsidiary, GBC
Venture Capital, Inc. ("VC") receives equity securities which it
holds as trading securities primarily from two sources: distributions
from venture capital funds in which it invests and the exercise of
warrants acquired through the lending operations of General
Bank, its affiliate. The recognition of fair value and ultimate dis-
position of these trading securities results in trading account rev-
enue. Trading account revenue declined to $506,000 in 2002 from
$1,958,000 in 2001.

Expense from other investments increased in 2002 due primarily to
the following:

e Write-off of the investment in the Aircraft Finance Trust ("AFT")
resulting in a total of $6,191,000 expense for 2002 compared to
$1,400,000 expense for 2001. The 2002 amount includes the
write-off of the unamortized amounts of prepayments asso-
ciated with the AFT investment.

Recording of losses associated with venture capital fund partner-
ships in which VC, a wholly owned subsidiary of GBC Bancorp
invests. The losses for 2002 were $3,193,000 compared to
$1,396,000 in 2001.

Non-interest income in 2001 totaled $15,646,000, representing a
decline of $6,109,000, or 28.1%, compared to $21,755,000 of non-
interest income in 2000. The decline was primarily attributable to
reduced trading revenues and the net losses recorded from other

Non-Interest Expense

Non-interest expense decreased to $38,411,000 from $42,282,000
for the years ended December 31, 2002 and 2001, respectively.
The decline was primarily the result of the change in the fair value
of derivatives. For the year ended December 31, 2002, the fair
value of derivatives declined $111,000. During 2001, the reduction
of fair value of derivatives was $6,762,000, which amount repre-
sents the decline of the fair value of derivatives as measured at
December 31, 2001 compared to January 1, 2001. SFAS No. 133
was implemented on January 1, 2001, resulting in the pre-tax rec-
ognition of $8,561,000 reflecting the fair value of warrants contain-
ing a cashless exercise provision. (See also "Cumulative Effect of a
Change in Accounting Principle,” following.)

Excluding the change of fair value of derivatives for the years
ended December 31, 2002 and 2001, non-interest expense was
$38,300,000 and $35,520,000, respectively representing an in-
crease of $2,780,000, or 7.8%. Salaries and employee benefits in-
creased $706,000, or 3.5%, in 2002 compared to 2001. Although
the bonus expense decreased due to the net loss in 2002, this was
more than offset by $2,013,000 increase in salaries. As of
December 31, 2002 and 2001, the full time equivalent number of
employees was 397 and 365, respectively. In addition, there were
increased salaries paid in 2002. Furniture and equipment expense
increased $1,027,000 to $3,187,000 from $2,160,000 for 2002 and
2001, respectively. The increase was primarily due to the expens-
ing of training and data conversion costs associated with the im-
plementation of a new accounting system for the Company.
Included as a component of other non-interest expense is other
professional services expense which increased $1,560,000. The in-
crease of this expense was primarily due to increased problem
loan consulting and the REIT consulting fees.

For the years ended December 31, 2002 and 2001, the Company’s
efficiency ratio was 37.6% and 36.0%, respectively. The ratio is
computed as non-interest expense divided by the sum of net
interest income plus non-interest income. The gains on sales of
securities available-for-sale, net, trading account revenue, ex-
pense from other investments and the change of fair value of
derivatives are all excluded from the computation.

Non-interest expense decreased $4,579,000, or 9.77%, to
$42,282,000 in 2001, from $46,861,000 in 2000. The reduction was
primarily due to the loss on sale of securities available-for-sale,
net, of $10,341,000 recorded in 2000. During 2001 there was a net
gain on sale of securities available-for-sale, net, which amount is
classified as non-interest income.

Partially offsetting the absence of a loss on sale of securities
available-for-sale, net, in 2007, was the reduction of fair value of
derivatives in the amount of $6,762,000 during 2001. As indicated
above, this amount represents the decline of the fair value of
derivatives as measured at December 31, 2001 compared to Jan-
uary 1, 2001. SFAS No. 133 was implemented on January 1, 2001,
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resulting in the pre-tax recognition of $8,561,000 reflecting the fair
value of warrants containing a cashless exercise provision. (See

also "Cumulative Effect of a Change in Accounting Principle,”
following.)

Excluding the loss on sale of securities in 2000 of $10,341,000 and
the reduction of fair value of derivatives in 2001 of $6,762,000,
non-interest expense was $35,520,000 and $36,520,000 for the year
ended December 31, 2001 and 2000, respectively. The decline was
due primarily to lower salaries and employee benefits which de-
clined $1,896,000, mainly the result of a lower incentive compensa-
tion expense.

For the years ended December 371, 2001 and 2000, the Company's
efficiency ratio was 36.0% and 37.6%, respectively. The ratio is
computed as non-interest expense divided by the sum of net
interest income plus non-interest income. The gains/ (losses) on
sales of securities available-for-sale, net, trading revenue and in-
come/(loss) from other investments and the reduction of fair value
of derivatives are all excluded from the computation.

Provision (Benefit) for Income Taxes

For 2002, the Company's benefit for income taxes was $5,877,000.
The effective tax rate of 50.4% reflect both federal and state stat-
utory tax rates and a low income housing tax credit of $494,000 for
federal purposes. There is also included a one time state tax for-
giveness of $274,000, net of federal tax impact.

For 2001, the Company's provision for income taxes was
$14,550,000, a reduction of $9,110,000, or 38.5%, from $23,660,000
recorded in 2000. The effective tax rate in 2001 was 34.5% as
compared to 38.1% in 2000. The decrease of the effective tax rate
in 2001 is largely the result of the reduction of income taxes from
the implementation of GB Capital Trust, a real estate investment
trust ("REIT"), in September, 2001. The REIT is a wholly-owned
subsidiary of the Bank. The low income housing ("LIH") tax credit
was $1,176,000 and $1,852,000 in 2001 and 2000, respectively,
thereby partially offsetting the 2001 tax benefits from the REIT.

Cumulative Effect of a Change of Accounting Principle

On January 1, 2001, the Company adopted SFAS No. 133. On that
date a transition adjustment of $8,561,000 was recorded. The tran-
sition adjustment is presented net of tax in the amount of
$4,962,000 as a cumulative effect of a change of accounting
principle in the Company’s consclidated statements of operations.

Financial Condition

The Company’s assets totaled $2,510.7 million as of December 31,
2002, representing an increase of $143.5 million, or 6.06%, over
the $2,367.2 million total assets as of December 31, 2001. The
asset growth was represented by an increase of $65.7 million in
gross loans and leases and a $91.0 million increase in federal
funds sold and securities purchased under agreements to resell.
Securities available-for-sale declined $23.3 million. The growth of
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assets was primarily funded by an increase of total deposits of
$76.2 million and an increase of borrowings from the Federal
Home Loan Bank totaling $70.0 million. Total stockholders’ equity
decreased $2.2 million.

Loans and Leases

The growth of gross loans and leases to $1,198.6 million as of
December 31, 2002, from $1,132.9 million as of December 31,
2001, represents a 5.8% increase. The largest growth component
of the loan portfolio was real estate-conventional which increased
$106.92 million, or 29.3%. Real estate-construction loans increased
$66.5 million, or 28.3%. Commercial loans declined to $386.1 mil-
lion from $495.7 million, as of December 31, 2002 and 2001, res-
pectively. This decrease results from declines in the borrowings of
existing customers, some of which was attributable to the im-
plementation of more stringent underwriting standards, and from
charge-offs totaling $65.7 million during 2002, as discussed above.

The following table sets forth the gross amount of loans and
leases outstanding in each category as of the dates indicated:

December 31,

2002 2001 2000 1999 © 1998
(in thousands)
Commercial § 386,083 § 495681 $449,484 $398,379 $309,198
Real Estate—

Construction 301,376 234,860 166,656 195,133 177,737
Real Estate—

Conventional 471,454 364,567 309,834 295614 263,869
Installment 174 101 2 " 37
Other Loans 30,399 20,345 25,969 20,238 22,302
Leveraged

Leases 9,142 17,335 17,078 16,582 15,802

Total $1,198,628 $1,132,889 $969,023 3925957 $788,945

Trade financing loans, which are included in commercial loans, are
made by the Bank's Corporate Lending and International Division
which, in addition to granting loans to finance the import and
export of goods between the United States and countries in the
Pacific Rim, also provides letters of credit and other related serv-
ices. Trade financing loans decreased $95.5 million or 29.0%, to
$234.4 million as of December 31, 2002, from $329.9 million, as of
December 31, 2001. The Bank does not make loans to foreign
banks, foreign governments or their central banks, or commercial
and industrial loans to entities domiciled outside of the United
States, except for the extension of overdraft privileges to its for-
eign correspondent banks on a limited, case by case, basis. All
loan transactions are U.S. dolfar denominated.

The two largest concentrations in commercial loans are the appa-
rel/textile industry and the computer/electronic goods industry
(excluding early-stage technology companies). The approximate
amount of commercial loans for these two segments as of
December 31, 2002 was $58 million and $47 million, respectively.
As of December 31, 2002, there were $35 million of loans to early
stage high technology companies. Also included in commercial
loans are five credits that are participations in facilities to Indian
casinos that are construction loans to be repaid under a mini-perm
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Real estate-conventicnal locans are loans, other than construction
loans, secured by first trust deeds or junior real estate liens. As of
December 31, 2002, conventional real estate loans totaled
$471.5 million, or 39.3%, of the total loan portfolio as compared to
$364.6 million, or 32.2%, as of December 31, 2001.

facility from the cash flow of the casinos. The total commitments
were $41 million as of December 31, 2002, and the total loans out-
standing were $31 million. All were performing in accardance with
the borrowing agreements. Commercial loans also include
$47.3 million of SBA loans of which $33.7 million are government
sponsor-guaranteed. As of December 31, 2002, commercial loans
represented 32.2% of the total loan portfolio compared to 43.8%,
as of December 31, 2001.

Real estate-construction loans are real estate loans secured by
first trust deeds. As of December 31, 2002, construction loans
totaled $301.4 million, or 25.1% of the total loan portfolic, as
compared to $234.9 million, or 20.7%, as of December 31, 2001,

The Company's lending policy limits the loan to value ratio on
conventional real estate and construction loans to a maximum of
75% of the appraised value. Loans in excess of such amount are
granted only on an exception basis.

The following table sets forth the breakdown by type of collateral for construction and conventional real estate loans as of December 31,

2002 and 2001:

2002 2001
Conventional Conventional
Construction Real Estate Construction Real Estate
Project Type Loans Percentage Loans Percentage Loans Percentage Loans Percentage
(dollars in thousands)
Residential:
Single-Family $108,761 36% $ 12,288 3% $104,427 45% $ 9385 3%
Townhouse 765 1 449 — 6,589 3 506 —
Condominiums 117,369 38 2,805 1 91,998 39 3,483 1
Multi-Family 12,811 4 58,711 12 17,026 7 24,941 6
Land Development 37,830 13 735 — 4,952 2 272 —
Land — — 37,222 8 — — 32,257 9
Total Residential 277,536 92% 112,210 24% 224,992 96% 70,844 19%
Non-Residential:
Warehouse — —% 60,308 13% — —% 46,824 13%
Retail Facilities 3,754 1 84,315 18 481 — 85,240 23
Industrial Use 5,044 2 58,088 12 — — 30,389 8
Office 8,443 3 64,808 14 7,938 3 45,933 13
Hotel and Mote! 4,956 2 60,600 13 — — 64,539 18
Land — — 7,543 1 — — — —
Other 1,643 — 23,582 5 1,449 1 20,798 6
Total Non-Residential 23,840 8% 359,244 76% 9,868 4% 293,723 81%
Total $301,376 100% $471,454 100% $234,860 100% $364,567 100%

Substantially all of the collateral securing construction and conven-
tional real estate loans is located in California. However, the Bank
does provide financing out-of-state as well. As of December 31,
2002, the Bank has a full service branch in the state of Washington.
In addition, during the first quarter, 2002, the Bank consummated
the acquisition of Liberty Bank and Trust. As a result, the Bank has
two branches in the state of Massachusetts.

Other loans are primarily comprised of loans secured by the
Bank's time deposits. Other loans totaled $30.4 million and
$20.3 million, as of December 31, 2002 and 2001, respectively.

As of December 31, 2002, the Company had an ownership interest
in one leveraged lease of a Boeing 737 aircraft leased by
Continental Airlines. As of December 31, 2002, the total invest-
ment included as part of loans and leases was $9.1 million. Such

amount includes an estimated residual value of $7.6 million. The
estimated value of the aircraft was $15.0 million and the debt that
is senior to the Company’s investment was $12.9 million. The value
of this leveraged lease may be affected in the future by the profit-
ability of the airline industry and of the lessee airline, in particular.
Should the lessee default, the lease would be substantially at risk
due to the debt outstanding and the depressed market values of
such aircraft.

As indicated above, in the fourth guarter of 2002, the Company
recorded the write-off of its ownership interest in a leveraged
lease of a Boeing 737 aircraft leased by United Airlines. The book
value of this leveraged lease at the time of write-off was $8.2 mil-
lion. $7.8 million was charged to the allowance for credit losses
and $456,000, representing the direct costs of the lease acquis-
ition in 1997, was charged to non-interest expense.
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For federal income tax purposes, the Company has the benefit of
tax deductions for depreciation on-the entire leased asset and for
interast paid on the long-term debt. Deferred tax liabilities are
provided to reflect the temporary differences associated with the
leveraged leases.

In the ordinary course of business, the Bank has granted loans to
certain directors and companies with which they are associated. in
the opinion of management, these loans were made on sub-
stantially the same terms, including interest rates and collateral
requirements, as those prevailing at the same time for comparable
transactions with other customers. Please refer to note 5 of notes
to consolidated financial statements.

The following table shows the maturity schedule of the Company's
loans and leases outstanding as of December 31, 2002, which is
based on the remaining scheduled repayments of principal. Non-
accrual loans of $24.8 million are included in the "within one year”
category:

After One
Within  but Within  More than
One Year  Five Years  Five Years Total
(in thqusands)
Commercial $281,754  $ 53220 $ 51,109 $ 384,083
Real Estate—

Construction 244,560 56,816 — 301,376
Real Estate—

Conventional 62,492 201,347 207,615 471,454
Instaliment 37 137 — 174
Other Loans 29,835 564 — 30,399
Leveraged Leases — — 9,142 9,142

Total $618,678  $312,084 $267,866 $1,198,628

As of December 31, 2002, excluding non-accrual loans, loans and
leases scheduled to be repriced within one year, after one but
within five years, and in more than five years, are as follows:

After One
Within  but Within  More than
One Year  Five Years  Five Years Total
(in thousands)
Total Fixed Rate $ 78,618 $99,985 $159,898 $ 338,501
Total Variable Rate 835,357 - — 835,357
Total $913,975 $99,985 $159,898 $1,173,858

As of December 31, 2002, there were no loans held for sale and no
loans held for sale were originated during 2002. As of December
31, 2002, the Bank continues to service mortgages under an
FNMA contract amounting to $0.7 million, down from $1.3 million
as of December 31, 2001.

Non-performing Assets

A certain degree of risk is inherent in the extension of credit. The
Company performs a quarterly assessment of the credit portfolio
to determine the appropriate level of the allowance. Included in
the assessment is the identification of loan impairment. A loan is
identified as impaired when it is probable that interest and
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principal will not be collected according to the contractual terms
of the loan agreement. Loan impairment is measured by estimat-
ing the expected future cash flows and discounting them at the
respective effective interest rate or by valuing the underlying col-
lateral.

The Company has a policy of classifying loans (including impaired
loans) which are 90 days past due as to principal and/or interest as
non-accrual loans unless management determines that the fair
value of the underlying collateral is substantially in excess of the
loan amount or circumstances justify treating the loan as fully col-
lectible. After a loan is placed on non-accrual status, any interest
previously accrued, but not yet collected, is reversed against cur-
rent income. The amortization of any deferred loan fees is stop-
ped. A loan is returned to accrual status only when the borrower
has demonstrated the ability to make future payments of principal
and interest as scheduled, and the borrower has demonstrated a
sustained period of repayment performance in accordance with
the contractual terms. Interest received on non-accrual loans gen-
erally is either applied to principal or reported as recoveries on
amounts previously charged-off, according to management’s
judgment as to the collectibility of principal.
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The following table provides information with respect to the Company's past due loans, non-accrual loans, other real estate owned and
restructured loans, as of the dates indicated:

December 31,

2002 2001 2000 1999 1998
(in thousands)
Loan 90 Days or More Past Due and Still Accruing $ 900 $1730 $2217 & — $ 780
Non-accrual Loans 24,770 24,940 14,823 44 521 20,790
Total Past Due Loans 25,670 26,670 17,040 44 521 21,570
Restructured Loans 666 1,706 4,978 7,249 10,440
Total Non-performing Loans 26,336 28,376 22,018 51,770 32,010
Other Real Estate Owned, net — 383 1,035 8,170 6,885
Total Non-performing Assets $26,336 $28,759 $23,053 $59,940 $38,895
Non-performing Assets to Year End Loans and Leases, net, Plus Other Real Estate
Owned, net 2.26% 2.61% 2.44% 6.59% 5.05%
Non-performing Assets to Year End Total Assets 1.05% 1.21% 1.17% 3.44% 2.31%

Total non-performing assets decreased to $26.3 million, as of
December 31, 2002, from $28.8 million as of December 31, 2001,
representing a $2.4 million, or 8.4%, decrease. The reduction is
due to decreases in all categories of non-performing assets, pri-
marily brought about by charge-offs.

Past-due loans of 90 days or more and still accruing

The total of past due loans of 90 days or more and still aceruing
was $0.9 million as of December 31, 2002, and is comprised of cne
borrower. The Bank does not anticipate any loss associated with
this borrower.

Non-accrual loans

The following table details the $0.2 million decrease of non-
accrual loans during the year:

(in thousands)

Balance at December 31, 2001 $ 24,940
Add: Loans Placed on Non-accrual Status 87,730
Less: Charge-offs (63,632)
Returned to Accrual Status (6,341)
Repayments (17,882)
Transferred to OREQ (45)
Balance at December 31, 2002 $24,770

The following table breaks out the Company’s non-accrual loans
by loan category as of December 31, 2002 and 2001:

2002 2001

(in thousands}
Commercial $22,916 $15,093
Real Estate—Construction 1,584 9,738
Real Estate—Conventional 260 109
Other 10 -
Total $24,770 $24,940

The commercial loan non-accruals of $22.9 million includes
$3.5 million and $2.1 million from the apparel/textile industry and
the computer/electronic -goods industry, respectively. Also, in-
cluded in the $22.9 million is $1.0 million from early stage high
technology companies.

The effect of non-accrual loans outstanding as of year-end on inter-
est income for the years 2002, 2001 and 2000 is presented below:

2002 2001 2000

(in thousands)
Contractual Interest Due $2,026 $ 3,329 $2,043
Interest Recognized (1,340) (2,085) (1,606)
Net Interest Foregone $ 686 $ 1,244 $ 437

Contractual interest due is based on original loan amounts. Any
partial charge-offs are not considered in the determination of con-
tractual interest due.

Restructured loans

The balance of restructured loans as of December 31, 2002, was
$0.7 million and was comprised of one borrower. This compares to
a balance of $1.7 million as of December 31, 2001, comprised of
two borrowers. One borrower paid off in the second quarter of
2002. The remaining restructured loan is paying off in accordance
with its restructured terms.

There were no loan restructurings during the year ended
December 31, 2002. A loan is categorized as restructured if the
original interest rate on such loan, the repayment terms, or both,
are modified due to deterioration in the financial condition of the
borrower. Restructured loans may also be put on a non-accrual
status in keeping with the Bank’s policy of classifying loans which
are 90 days past due as to principal and/or interest. Restructured
loans which are non-accrual loans are not included in the balance
of restructured loans. The yield of the restructured loan as of
December 31, 2002, was 11.25%.
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As of December 31, 2002, there are no commitments to lend addi-
tional funds to the borrower with the restructured loan.

The effect of restructured loans outstanding as of year-end on in-
terest income for the years ended December 31, 2002, 2001 and
2000 is presented below:

2002 2001 2000

(in thousands}
Contractual Interest Due $69 $218 $ 968
Interest Recognized 99 (199) (684)
Net Interest (Earned)/Foregone $300 $ 19 § 284

Other real estate owned

As of December 31, 2002, the Bank had no other real estate
owned ("OREO"). As of December 31, 2001, OREO net of valu-
ation allowance of $0.4 million, totaled $0.4 million and consisted
of one property in Los Angeles.

The following is an analysis of the change in OREQ (before valu-
ation allowance) for the years as indicated:

Year ended

December 31,
2002 2001

{in thousands)
Beginning Balance $803 $1,926
Additions — 18
Dispositions (803) (1,141
Ending Balance $ — $ 803

During the first quarter of 2002, cne property was transferred to
OREO and immediately sold for a $7,000 gain. The property that
was outstanding at year-end 2001 was sold in the second quarter
of 2002 for a gain of $101,000. Thus, the net gain realized on sales
of OREO was $108,000 in 2002 as compared to $475,000 in 2001,
during which time six properties were sold.

The following table sets forth OREQ by type of property as of the
dates indicated:

December 31,
2002 2001

(in thousands)

Property Type

Retail Facilities $— $ 803

Less: Valuation Allowance - (420)
Total $— $ 383

Impaired loans

A loan is identified as impaired when it is probable that interest
and principal will not be collected according to the original con-
tractual terms of the loan agreement. In making an impairment
evaluation, management reviews all criticized loans. Criticized
ioans are stratified by size, and loans less than the defined se-
lection criteria are treated as a homogenous portfolio. For loans

deemed impaired that are not collateral-dependent, impairment is
measured by estimating the expected future cash flows and dis-
counting them at the loan's effective interest rate. For loans
deemed impaired that are collateral dependent, impairment’is
measured based on the estimated fair value of the collateral. If the
measurement of the impaired loan is less than the recorded
amount of the loan, impairment is recognized by creating or ad- -
justing an existing valuation allowance with a corresponding
charge to the provision for loan losses.

The following table discloses pertinent information as it relates to
the Company's impaired loans as of and for the dates indicated:

As of and for the Year Ended
December 31,

2002 2001 2000

(in thousands)
Recorded Investment with Related

Allowance $16,922 $28,734 $ 9,598
Recorded Investment with no Related

Allowance — 273 3,778

Total Recorded Investment $16,922 - $29,007  $13,376
Allowance on Impaired Loans (3,702) (5,224) (2,626)
Net Recorded Investment in Impaired

Locans $13,220 $23,783 $10,750
Average Total Recorded Investment in

Impaired Loans $24,584 $23,516 $20,431
Interest Income Recognized $ 57 $ 239 $ 1,222

Of the amount of interest income recognized in 2002, 2001 and
2000, no interest was recognized under the cash basis method.

Management cannot predict the extent to which the current eco-
nomic environment, including the real estate market, may improve
or worsen, or the full impact such environment may have on the
Bank's loan portfolio. Furthermore, as the Bank's primary regu-
lators review the loan portfolio as part of their routine, periodic
examinations of the Bank, their assessment of specific credits may
affect the level of the Bank's non-performing loans. Accordingly,
there can be no assurance that other loans will not be placed on
non-accrual, become 90 days or more past due, have terms modi-
fied in the future, or become OREQ.

Allowance for Credit Losses

As of December 31, 2002, the balance of the allowance for credit
losses was $25.5 million, representing 2.13% of outstanding loans
and leases. This compares to an allowance for credit losses of
$23.7 million as of December 31, 2001, representing 2.09% of out-
standing loans and leases.

The provision for credit losses is an amount required to maintain
an allowance for credit losses that is adequate to cover probable
credit losses related to specifically identified loans as well as
probable credit losses inherent in the remainder of the loan and
lease portfolio. Management evaluates the loan portfolio, the
economic environment, historical loan loss experience, collateral
values and assessments of borrowers’ ability to repay in
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e Changes in external factors such as competition or legal and
regulatory requirements.

determining the amount of the allowance for credit losses. The
balance of the allowance for credit losses is an accounting esti-
mate of probable but unconfirmed losses in the Bank's loan
portfolio as of December 31, 2002 and 2001, Such an amount is
based on ongoing, quarterly assessments of the probable esti-
mated losses inherent in the loan and lease portfolio, and to a
lesser extent, unused commitments to provide financing. The
Company’s methodology for assessing the appropriateness of the
allowance consists primarily of the use of a formula allowance.

The formula allowance is calculated by applying loss factors to
outstanding loans and leases and certain unused commitments, in
each case based on the internal risk rating of such loans, pools of
loans, leases or commitments. Changes in risk ratings of both per-
forming and non-performing loans affect the amount of the for-
mula allowance. Loss factors are based on the Company's
historical loss experience and may be adjusted for significant fac-
tors that, in management's judgment, affect the collectibles of the
portfolio as of the evaluation date. Loss factors are described as
follows:

* Problem graded loan loss factors represent percentages sup-
ported by a migration analysis which tracks loss experience over
the previous twelve quarters, except for those loans identified
as impaired. For loans that are identified as impaired that are
collateral-dependent, impairment is measured based on the
estimated fair value of the collateral. For impaired loans that are
not collateral-dependent, impairment is measured by estimating
the expected future cash flows and discounting them at the
loan’s effective interest rate. If the measurement of the impaired
loan is less than the recorded amount of the loan, impairment is
recognized by creating or adjusting an existing valuation allow-
ance with a corresponding charge to the provision for loan
losses.

Pass graded loan loss factors are based on a similar migration
analysis.

The Bank has identified six portfolio segments where a specific
reserve factor will be developed and applied. The segments are:
Real Estate Term Loans, Real Estate Construction Loans, Land
Loans, High Technology Credits, Loans to borrowers in apparel
and textile industries, and borrowers in computer and elec-
tronics industries. Each portfolio segment shares risk character-
istics that are common to the group of loans. Each segment is
subject to a migration analysis to establish a reserve factor for
the particular segment.

Adjustments to the final allowance reflect management’s analysis
of current conditions which are expected to affect loss experience.
Additionally, management may, at the end of each quarter, estab-
lish further discretionary allowances for the period which reflect
temporary influences on expected loan loss experience. Factors
include:

* Changes in economic and business conditions.

e Changes in the nature of and concentrations in the portfolio.

® Changes in the trend of amounts and/or severity of past due
and classified loans, trends in the level of non-accrual loans,
troubled debt restructuring, or other indicators.

The ratic of the allowance for credit losses to non-performing and
to restructured loans increased to 97.0% as of December 31, 2002,
from 83.4% as of December 31, 2001. As a percentage of non-
accrual loans, the allowance increased to 103.1% as of
December 31, 2002, compared to 94.9% as of December 31, 2001.
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A detailed analysis of the Company’s allowance for credit losses, the recoveries on loans previously charged off, and the amount of loans
and leases charged off is summarized in the following table:

2002 2001 2000 1999 1998
{(in thousands)
Balance at Beginning of Year $23,656 $19,426 $19,808 $19,381 $16,776
Charge-offs:
Commercial 65,706 14,943 4192 6,330 1,949
Real Estate 972 2,384 198 7 338
Installment & other 3 — — — —_
Leveraged Leases 7,766 — — — —
Total Charge-offs 74,447 17,327 4,390 6,337 2,287
Recoveries:
Commercial 362 601 1,680 417 901
Real Estate 1 852 1,128 2,847 2,491
Installment & Other o 4 — —_ —
Total Recoveries 364 1,457 2,808 3,264 3,392
Net Charge-offs (Recoveries) 74,083 15,870 1,582 3,073 (1,105)
Provision Charged to Operating Expenses 76,364 20,100 1,200 3,500 1,500
Reclass of Off-Balance Sheet Credit Exposure (403) — — — —
Balance at End of Year $25,534 $23,656 $19,426 $19,808 $19,381
Ratio of Net Charge-offs to Average Loans and Leases Outstanding 6.18% 1.49% 0.17% 0.36% N/A
Allowance for Credit Losses to Year-End Loans and Leases 2.13% 2.09% 2.00% 2.14% 2.46%
Allowance for Credit Losses to Non-accrual Loans 103.08% 94.85%  131.05% 44.49% 93.22%
Allowance for Credit Losses to Non-performing and Restructured Loans ?6.95% 83.37% 88.23% 38.26% 60.55%
Provision for Credit Losses Divided by Net Charge-offs 103.08%  126.65% 75.85%  113.90% N/A
Allowance for Credit Losses to Past Due Loans 99.47% 88.70%  114.00% 44.49% 89.85%-

For the year 2002, there were net charge-offs of $74.1 million
compared tc net charge-offs of $15.9 million in 2001.

Although the Company does not normally allocate the allowance for credit losses to specific loan categories, an allocation to the major
categories has been made for purposes of this report and is set forth in the table below. The current year allocations are estimates and
are based on the application of standard and discretionary factors as applied to different categories of the loan portfolio, and include
classified credits and specific portfolio segments. In prior years, the estimates were based on historical loss experience and managements
judgment. The allocation of the allowance for credit losses is not necessarily an indication that the charge-offs will occur, or if they do
occur, that they will be in the proportion indicated in the table: |

December 31,

2002 (1) (2) 2001 (1) (2) 2000 (1) (2) 1999 (1) (2) 1998 (1) (2)
(dollars in thousands)
Commercial $14,799 322%  $14,999 438% $11,500 46.4% % 8,626 430% $ 9,834 39.2%
Real Estate—Construction 6,955 252 3,799 20.7 3,265 17.2 6,636 21.1 4,307 225
Real Estate—Conventional 3,623 393 4,418 322 4,147 31.9 4,078 319 4,669 335
Installment ‘ 2 — 1 — — — — — 1 —
Other Loans 38 25 237 1.8 310 27 257 2.2 337 28
Leveraged Leases 117 0.8 202 1.5 204 1.8 211 1.8 233 2.0
Total $25,534  100.0% $23656  100.0% $19,426  1000% $19.808  100.0% $19,381 100.0%

(1) Amount represents the allocated portion of the allowance for credit losses to the credit categories for each respective year.
(2) Percentage indicated represents the proportion of each loan category to total loans for each respective year.
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Securities

The Company classifies its securities as held-to-maturity, trading
or available-for-sale. Securities classified as held-to-maturity are
those that the Company has the positive intent and ability to hold
until maturity. These securities are carried at amortized cost.

Securities that are obtained and held principally for the purpose
of selling them in the near term are classified as trading and are
reported at fair value, with unrealized gains and losses included in
earnings. Equity securities received upon the exercise of warrants
and distributions from venture capital funds are classified as
trading.

Securities that could be sold in response to changes in interest
rates, increased loan demand, liquidity needs, capital require-
ments or other similar factors, are classified as securities available-
for-sale. These securities are carried at fair value, with net unreal-
ized gains or losses reflected net of tax in other comprehensive
income.

As of December 31, 2002, the Company reccrded net unrealized
holding gains of $25,097,000 on its available-for-sale portfolio.
Included as a component of other comprehensive income is
$16,313,000, representing the net unrealized holding gains, net of
tax of $8,784,000. As of December 31, 2001, the Company had
recorded net unrealized holding gains, net of tax, in the amount of
$10,530,000.

The following table discloses proceeds received and gross gains / (losses) recognized from the sale of securities available-for-sale for the

years as indicated:

2002 2001 2000
Security Classification Proceeds Gain (Loss) Proceeds Gain (Loss) Proceeds Gain {Loss)
(in thousands)
Available-for-Sale $216,350 $10,127 $— $116,229 $4,844 $(131)  $201,021 $55 $(10,396)

The following table summarizes the carrying value of the Com-
pany’s securities held to maturity, securities available-for-sale and
trading securities for each of the past three years:
December 31,
2002 2001 2000

{(in thousands)
Securities Held-to-Maturity
U.S. Government Agencies 3 — $ — $ 1,025
Total $ — $ — $ 1,025

Securities Available-for-Sale
State and Municipal

Securities $ 2273 $ — $ —
U. S. Treasuries 1,118 — —
U.S. Government Agencies 65,570 102,254 21,380
Mortgage Backed Securities 505,584 303,076 94,262
Commercial Mortgage

Backed Securities 108,765 170,363 72,402
Corporate Notes 41,121 81,976 85,875
Collateralized Mortgage

Obligations 313,296 313,778 266,701
Asset Backed Securities 19,950 104,922 305,551
FHLB Stock 18,020 12,620 3124
Other Securities — — 6,088

Total $1,075,697 $1,098,989 $855,383

Trading Account Securities
Equity Issues $ 1 $ 31 $ 4,637
Total 3 1 $ 31 $ 4637

As of December 31, 2002, the fair values of the unsecured corpo-
rate notes are as follows:

{in millions)

CIT Group $10.11
Countrywide Credit Corp 213
Daimlerchrysler N.A. 612
Heller Financial 5.00
Lehman Brothers (LBT) 2.18
National Rural Utilities (NRUC) 523
Gannett (GCH 5.31
Gillette 5.04
Total $41.12
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The following table shows the contractual maturities of securities as of December 31, 2002, and the weighted average yields. The actual

maturities of certain securities are expected to be shorter than the contractual maturities. Trading account securities are excluded as the
issues in portfolio are shares of common stock and they are non-interest bearing with no stated maturity.

After One but

After Five but

Within One Year within Five Years within Ten Years After Ten Years Total
Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield
{dollars in millions)
Securities Available-for-Sale
State and Municipal Securities $ — 0.00% $ — 0.00% $ — 000% § 222 456% $ 222 4.56%
U.S. Treasuries — — 1.07 3.70 - — — — 1.07 3.70
U.S. Government Agencies 1.02 3.27 60.25 4.33 — — 0.69 226 61.96 4.29
Mortgage Backed Securities — — — — 41.87 4.19 451.94 4.86 493.81 4.51
Commercial Mortgage Backed
Securities — — — — 8.16 5.83 95.68 535 103.84 5.54
Corporate Notes 21.02 7.09 19.45 3.88 — — — — 40.47 5.55
Collateralized Mortgage Obligations — — — — 23.56 3.84 286.28 615 309.84 5.90
Asset Backed Securities — — — — — — 19.37 8.27 19.37 827
Other Securities 18.02 5.24 — — — —_ — — 18.02 524
Total $40.06 5.99%  $80.77 421% $73.59 4.26% $856.18 5.44%  $1,050.60 5.12%

Tax-exempt interest income has not been adjusted to a fully tax-
able equivalent basis.

The following table summarizes the aggregate carrying value and/
or fair value of securities of any one issuer which exceeds ten per-
cent of stockholders’ equity as of December 31, 2002. The table
excludes securities issued by the U.S. Government.

Book Fair

Issuer Value Value
{in thousands)

Credit Suisse First Boston $19.674 $20,733

Lehman Brothers Inc. 29,980 30,169

Merrill Lynch Mortgage Investors Inc. 21,603 22,492

Total $71,257 $73,394

The above includes corporate notes, asset backed securities, mort-
gage backed securities and collateralized mortgage obligations.
The rating of the corporate notes included above is single-A. All
other securities are rated triple-A.

Other Investments

As of December 31, 2002, other investments totaled $7.5 million.
Included in the balance are $7.0 million of investments on the
books of VC in various venture capital funds that invest in technol-
ogy companies. As of December 31, 2002 undisbursed commit-
ments to invest in these various funds totaled $4.9 million. As of
September 30, 2002, other investments included a 10% equity
ownership in the beneficial interest of AFT totaling $2.7 million,
which amount excluded an accumulated other comprehensive loss
amount of $2.7 million. During the fourth quarter, 2002, the Com-
pany performed an impairment analysis of this investment and
concluded, based primarily on the United Airlines bankruptcy, that
the investment should be written off. The $2.7 million was
recorded as an expense from ather investments, which amount is

included in non-interest income. The partnership interests on the
books of VC are accounted for by the equity method.

Also included in other investments are investments made by the
Bank in corporations responsible for lending activities qualifying
under, among other things, the Community Reinvestment Act.
These investments totaled $0.5 million at December 31, 2002.
There are $0.9 million of undisbursed commitments relating to
one of these investments as of December 31, 2002. These invest-
ments are accounted for by the cost method or equity method as
appropriate.

Funding Sources
Deposits

The Company's deposits totaled $1,904.1 million as of December
31, 2002, representing a $76.2 million, or 4.2%, increase over the
$1,827.9 million total deposits as of December 31, 2001. Interest
bearing demand reflected growth of $105.3 million as of Dec-
ember 31, 2002, compared to December 31, 2001. Time certifi-
cates of deposit of $100,000 or more and other time deposits
decreased $41.1 million and $17.9 million, respectively, in 2002
compared to 2001. Time certificates of deposit of $100,000 or
more included $140 miilion from the State of California as of
December 31, 2001, which amount was not renewed during 2002.
Excluding this deposit source, time certificates of deposit of
$100,000 or more increased $98.9 million.

Total deposits in the northern California branches increased
$8 million to $263 million as of December 31, 2002, from $255 mil-
lion as of December 31, 2001.

D‘uring 2002, average deposits increased to $1,904.5 million from
$1,710.8 million during 2001, representing an increase of $193.7
million, or 11.3%.
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The following table discloses the deposit mix of the Bank as of December 31, 2002, 2001 and 2000:

2002 2001 2000

% of % of % of

Total Total Total

Deposits Balance Deposits Balance Deposits Balance Deposits

(dollars in thousands)

Demand $ 251,197 13.19% ¢ 217,413 11.89% $ 207,281 12.38%
Interest-Bearing Demand Deposits 543,969 28.57% 438,660 24.01% 389,347 23.25%
Saving Deposits 87,540 4.60% 91,418 5.00% 69,386 4.14%
Time Certificates of Deposit of $100,000 or More 879,494 46.19% 920,615 50.36% 826,157 49.34%
Other Time Deposits 141,943 7.45% 159,821 8.74% 182,398 10.89%
Total $1,904,143 100.00% $1,827,927 100.00% $1,674,569 100.00%

The following table sets forth the average amount, the percentage to total average deposits and the average rate paid on each of the fol-
lowing deposit categories for the years ended December 31, 2002, 2001, 2000, 1999 and 1998:

2002 2001 2000
Weighted Weighted Weighted
Average Average Average Average Average Average
Amount Ratio Rate Amount Ratio Rate Amount Ratio Rate
(dollars In thousands)
Deposits
Demand Noninterest-

Bearing § 227,065 11.92% —% $ 195929 11.45% —% $ 190,863 11.67% —%
Demand Interest-Bearing 538,704 28.29 1.43 367,412 21.48% 2.00 395,362 2418 3.53
Saving Deposits 94,552 4.96 1.12 70,897 4.14% 1.31 74,324 4.55 246
Time Deposits 1,044,182 54.83 2.63 1,076,578 62.93% 4.58 974,346 59.60 545

Total $1,904,503 100.00% 2.16% $1,710,816 100.00% 3.80% $1,634,895 100.00% 4.77%

1999 1998

Weighted Weighted

Average Average Average Average

Amount Ratio Rate Amount Ratio Rate

{dollars In thousands)
Deposits

Demand Noninterest-Bearing $ 164,620 11.41% —% $ 148,436 10.89% —%

Demand Interest-Bearing 299,588 20.77 2.56 262,281 19.23% 2.63

Saving Deposits 82,356 5.71 2.20 86,776 6.36% 2.58

Time Deposits 895,875 62.11 4,57 866,229 63.52% 5.10
Total $1,442,439 100.00% 3.94% $1,363,722 100.00% 4.38%
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The growth of deposits from the Company's customers reflects
the continuing tradition of personalized services. The Company
believes that the majority of its deposit customers have strong ties
to the Bank. Although the Company has a significant amount of
time certificates of deposit of $100,000 or meore having maturities
of one year or less, the depositors have generally renewed their
deposits in the past at their maturity. Accordingly, the Company
believes its deposit source to be stable. The following table is in-
dicative of the length of the relationship of depositors of time cer-
tificates of deposit of $100,000 or more with the Bank as of
December 31, 2002 and 2001:

2002 2001

No. of No. of
Amount Accounts Amount Accounts

(dollars in thousands)
3 Years or more $640,687 3,247 $721,597 3,003
2-3 Years 76,252 365 51,357 318
1-2 Years 79,985 337 72,313 347
Less than 1 Year 82,570 503 75,348 355
Total $879,494 4,452 $920,615 4,023

The maturity schedule of time certificates of deposit of $100,000
or more as of December 31, 2002 is as follows:

2002
Amount

(in thousands)

3 Months or Less $257,429
Over 3 Months Through é Months 163,108
Over 6 Months Through 12 Months 375,141
Over 12 Months 83,816

Total $879,494

As of December 31, 2002, there were brokered deposits out-
standing of $3.9 million. It is not the intent of the Bank to accept
additional brokered deposits. They are not being renewed upon
their maturity.

Other Borrowings

As of December 31, 2002, the Bank had obtained advances from
the Federal Home Loan Bank of San Francisco (the “"FHLB") total-
ing $322.4 million, up $70 million from December 31, 2001. The
advances are under an existing line of credit whereby the FHLB
has granted the Bank a line of credit equal to 25 percent of its
assets. It is presently management’s plan to repay the advances
upon maturity. The following relates to the outstanding advances

as of December 31, 2002:

2002

Weighted

Average

Interest

Maturity Amount Rate

{dollars in thousands)

Within 90 days $ 25,000 4.87%
91 days-365 days 170,400 3.78%
> 1-2 years 127,000 4.18%
$322,400 4.02%

Results of Operations (continued)

The advances from the FHLB as of December 31, 2002 and 2001
were collateralized by securities available-for-sale and real estate
mortgage loans as well as the required investment in the stock of
the FHLB. The approximate carrying value of the securities and
loans as of December 31, 2002 and 2001, was $391.2 million and
$314.8 million, respectively. The carrying value of the FHLB stock
was $18.0 million and $12.6 million, as of December 31, 2002 and
2001, respectively. In addition to collateralizing the advances, the
above mentioned securities and loans also collateralized out-
standing letters of credit.

The Bank has an available line of credit up to 25% of its assets sub-
ject to appropriate collateral. As of December 31, 2002, based on
current securities and loans pledged, the Company had $27.2 mil-
lion of unused line of credit available with the FHLB.

Other borrowings also includes subordinated debt which is com-
prised of a $40 million public offering issuance of 8.375% sub-
ordinated notes due August 1, 2007. Proceeds of $38.7 million, net
of underwriting discount of $1.3 million, were received by the
Company. at date of issuance-in July, 1997: The discount is amor-
tized as a yield adjustment over the 10-year life of the notes. The
debt provides for optional redemption on or after August 1, 2002
with a decreasing redemption penalty.

Capital Resources

Stockholders’ equity totaled $204.1 million as of December 31,
2002, a decrease of $2.2 million, or 1.1%, from $206.3 million as of
December 31, 2001.

On December 20, 1999, the Board of Directors authorized a stock
repurchase program approving the buy-back of up to $10 million
of the Company’s stock. This program was completed on April 25,
2001. 384,154 shares were repurchased for a total of $10 million at
an average cost per share of $26.03, of which 215,054 shares were
repurchased in 2001 and 169,100 shares were repurchased in 2000.

In February 2001, the Board of Directors authorized a stock re-
purchase program approving the buy-back of up to 500,000 shares
of the Company's stock. As of December 31, 2002, 405,000 shares
had been repurchased at an average cost of $26.83 per share for a
total of $10.9 million under this program.

On October 11, 2001, the Board of Directors authorized another
stock repurchase program approving the buy-back of up to
300,000 shares of the Company’'s stock under conditions which
allow such repurchases to be accretive to earnings. As of Dec-
ember 31, 2002, there have been no shares repurchased under this
program. .

For the year ended December 31, 2002 and 2001, the ratio of the
Company’s average stockholders’ equity to average assets was
8.23% and 9.60%, respectively.

Management is committed to maintaining capital at a sufficient
level to assure shareholders, customers and regulators that the
Company is financially sound. Risk-based capital guidelines issued
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by regulatory authorities in 1989 assign risk weightings to assets
and off-balance sheet items. The guidelines require a minimum
Tier 1 capital ratio of 4% and a minimum total capital ratio of 8%.
Tier 1 capital consists of common stockholders’ equity and non-
cumulative perpetual preferred stock, less goodwill and non-
qualifying intangible assets, while total capital includes other
elements, primarily cumulative perpetual, long-term and con-
vertible preferred stock, subordinated and mandatory convertible
" debt, plus the allowance for loan losses, within limitations. The
unrealized gain/loss on debt securities available-for-sale, net of

tax, is not included in either Tier 1 or the total capital computa-
tion; however, the unrealized gain /loss on equity securities is in-
cluded in Tier 1 or Tier 2 as appropriate, subject to limitations.

In addition, a minimum Tier 1 leverage ratio of 3% is required for
the highest rated banks. All other state nonmember banks, must
meet a minimum leverage ratio of not less than 4%. This ratio is
defined as Tier 1 capital to average total assets, net of non-
qualifying intangible assets, for the most recent quarter.

During 1992, pursuant to the Federal Deposit Insurance Corporation Improvement Act (“FDICIA"), the federal banking regulators set
forth the definitions for "adequately capitalized” and "well capitalized” institutions. An "adequately capitalized” institution is one that
meets the minimum regulatory capital requirements. A "well capitalized” institution is one with capital ratios as shown in the following
table. As of December 31, 2002, the Company’s and the Bank’s Tier 1 risk based capital, total risk based capital and leverage ratios ex-

ceeded the "well capitalized” ratio requirements as follows:

Minimum Well
GBC Bancorp General Bank Regulatory Capitalized
Amount Ratio Amount Ratio Requirements Requirements
(dollars in thousands)
Tier 1 $180,726 10.51%  $194,206 11.37% 4% 6%
Total $234,284 13.62% $215,623 12.62% 8% 10%
Leverage Ratio $180,726 7.33% $194,206 7.91% 4% 5%

As more fully explained in the following section “Regulatory
Matters”, the Bank is required to maintain a Tier 1 leverage capital
ratio of at least 7.5%.

Regulatory Matters

As a result of the findings of the regulatory examination of Gen-
eral Bank dated June 10, 2002, General Bank has entered into a
Memorandum of Understanding (MOU) with the Federal Deposit
Insurance Corporation and the California Department of Financial
Institutions {"DFI"). The MOU provides that the Bank shall retain
management acceptable to the regulfatory authorities and shall
maintain a Tier 1 leverage capital ratio of at least 7.5%. As of Dec-
ember 31, 2002, the Bank's Tier 1 leverage capital ratio was 7.91%.
The MOU further provides that the Bank shall not, without prior
written consent of the regulatory authorities, pay cash dividends in
the event that payment of such dividends will result in non-
compliance with this capital ratio. Although the Bank has histor-
ically paid such dividends to GBC Bancorp {"GBC") at the time of
payment of GBC's dividend, as of December 31, 2002, GBC had
$13.7 million of cash and a short-term promissory note from Gen-
eral Bank, which is sufficient to pay dividends at the current annual
level of $5.6 million per year and $3.4 million of interest on its
subordinated debt per year for over a year without receiving a
dividend from the Bank. Management does not believe that the
MOU will affect the payment of dividends and interest by GBC
Bancorp. ‘

The MOU further provides for reductions in the {evel of classified
assets to specified percentages of Tier 1 Capital plus the Allow-
ance for Credit Losses by March 31, 2003 and June 30, 2003. As of
December 31, 2002, the Bank had reduced such classified assets
to the level required to be achieved by June 30, 2003. The MOU
further calls for the timely identification and classification of prob-
lem loans, improvement of credit-related analysis and reports, a

second review of real estate appraisals, and improvements in the
loan underwriting and monitoring processes. Although the exami-
nation report found the Bank’s allowance for credit losses to be
adequate, management was required to modify the methodology
for the size and complexity of the loan portfolio. Bank Secrecy Act
policies and procedures were to be improved to eliminate identi-
fied deficiencies and a program to reasonably ensure compliance
with the requirements for establishing accounts with a W-8 tax-
exempt status was to be developed and implemented. Improve-
ments in the documentation and testing of the interest rate risk
model were also called for. The Bank has revised its policies,
methodologies and procedures as they relate to the credit, Bank
Secrecy Act and interest rate risk issues identified in the MOU,
and is in the process of implementing them. Among other things,
the Bank has initiated employee training and a program to test for
the effectiveness of the new policies, methodologies and proce-
dures. Neither the FDIC nor the DFI has yet examined the Bank to
test for compliance with the MOU.

As a result of the ratings received by General Bank, GBC Bancorp
was no longer eligible to retain its status as a Financial Holding
Company ("FHC"). The Company informed the Federal Reserve
Bank of San Francisco of its decision to decertify itself as an FHC,
effective immediately. GBC Bancorp had not utilized the ex-
panded authorities available as an FHC, and therefore the decerti-
fication has no impact on its existing business or on its business
strategies.

GBC Bancorp Executive Obligation Trust (the “Trust”)

In the first quarter, 2000, the Company entered into a trust agree-
ment providing for the Trust with Union Bank of California as trust-
ee. In March of 2000, shares of Company stock totaling 71,007 &t a
cost of $1,571,000 were issued and transferred to the Trust repre-
senting the earned deferred compensation payable in connection
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"GAP" measurement

with the stock retention program set forth in the employment
agreement among the Company, the Bank and Li-Pei Wu, effec-
tive as of January 1, 1998 (the "Agreement”). In January of 2001,
25,928 shares of Company stock at a cost of $903,000 were issued
and transferred to the Trust representing the earned deferred
compensation for the year 2000. in February of 2002, 3,345 shares
at a cost of $100,000 were issued and transferred to the Trust rep-
resenting the earned deferred compensation for the year 2001.
Also, in February of 2002, a distribution out of the Trust of
21,279 shares at a cost of $471,000 was made in accordance with
the Agreement between Mr. Wu, GBC Bancorp and the Bank.

In the consolidated financial statements, the shares held in the
Trust are reduced from common stock and included as a separate
component of stockholders’ equity. As of December 31, 2002, this
amount was $2,103,000, representing the cost of the 79,001 shares
held in the Trust.

Asset Liability and Market Risk Management
Liquidity

Liquidity measures the ability of the Company to meet fluctuations
in deposit levels, to fund its operations and to provide for custom-
ers' credit needs. Liquidity is monitored by management on an on-
going basis. Asset liquidity is provided by cash and short-term
financial instruments, which include federal funds sold and secur-
ities purchased under agreements to resell, unpledged securities
available-for-sale and the portion of loans that is government
guaranteed (primarily SBA loans). These sources of liquidity
amounted to $957.7 million, or 38.1%, of total assets as of Dec-
ember 31, 2002 compared with $823.9 million, or 34.8%, of total
assets as of December 31, 2001.

To further supplement its liquidity, the Company has established
federal funds lines with correspondent banks and three master
repurchase agreements with major brokerage companies. in Au-
gust, 1992, the FHLB granted the Bank a line of credit equal to
25 percent of assets with terms up to 360 months. As of Dec-
ember 31, 2002, the Company had $322.4 million outstanding
under this financing facility, representing 12.8% of total assets.
Management believes its liquidity sources to be stable and ad-
equate.

As of December 31, 2002, total gross loans and leases represented
62.9% of total deposits. This compares to 62.0% as of Dec-
ember 31, 2001.

The liquidity of the parent company, GBC Bancorp, and also in-
directly its non-bank subsidiary, is primarily dependent on the
payment of cash dividends by its subsidiary, the Bank, subject to
the limitations imposed by the Financial Code of the State of
California and the MOU. For 2002, the Bank declared $5.6 million
of cash dividends to GBC Bancorp. As of December 31, 2002,
approximately $10.1 million of undivided profits of the Bank are
available for dividends to the Company. Such amount has been
limited by the provisions of the MOU as described in “Regulatory
Matters”, above.

While no single measure can completely identify the impact of
changes in interest rates on net interest income, one gauge of in-
terest rate sensitivity is to measure, over & variety of time periods,
contractual differences in the amounts of the Company’s rate sen-
sitive assets and rate sensitive liabilities. These differences, or
"gaps”, provide an indication of the extent that net interest in-
come may be affected by future changes in interest rates. How-
ever, these contractual "gaps” do not take into account timing
differences between the repricing of assets and the repricing of
liabilities.

A positive gap exists when rate sensitive assets exceed rate sensi-
tive liabilities and indicates that a greater volume of assets than
liabilities will reprice during @ given period. This mismatch may
enhance earnings in a rising rate environment and may inhibit
earnings when rates decline. Conversely, when rate sensitive
liabilities exceed rate sensitive assets, referred to as a negative
gap, it indicates that a greater volume of liabilities than assets will
reprice during. the period. In this case, a rising interest rate envi-
ronment may inhibit earnings and declining rates may enhance
earnings.

"Gap” reports are ariginated as a means to provide management
with a tool to monitor repricing differences, or “gaps”, between
assets and liabilities repricing in a specified period, based upon
their underlying contractual rights. The use of “gap” reports is
thus limited to a quantification of the “mismatch” between assets
and liabilities repricing within-a unique specified timeframe. Con-
tractual "gap” reports cannot be used to quantify exposure to in-
terest rate changes because they do not take into account timing
differences between repricing assets and liabilities and changes in
the amount of prepayments.

As of December 31, 2002, there is a cumulative one year negative
“gap” of $546.8 million, down from $663.6 million as of Dec-
ember 31, 2001.



Management’s Discussion and Analysis of Financial Condition and
Results of Operations (continued)

The following table indicates the Company's interest rate sensitivity position as of December 31, 2002, and is based on contractual matur-
ities and repricing dates. It may not be reflective of positions in subsequent periods.

December 31, 2002

INTEREST SENSITIVITY PERIOD

Over Non-Interest
Oto 91 to 1 Year to Over Earning/
90 Days 365 Days 5 Years 5 Years Bearing Total
{in thousands)
Earning Assets
Securities Available-for-Sale (3) $ 104,541 $ 7,165 $ 84,845 $ 879,146 $ — $1,075,697
Trading Account Securities — — — 1 1
Federal Funds Sold & Securities Purchased Under
Agreement to Resell 181,000 — — — — 181,000
Loans and Leases (1) (2) 869,035 44 940 99,985 159,898 — 1,173,858
Loans to Depository Insititutions — — — — —
Non-Earning Assets (2) — — — — 80,188 80,188
Total Assets $1,154,576 $ 52,105 $ 184,830 $1,039,044 $ 80,189 $2,510,744
Source of Funds for Assets
Deposit:
Demand—Non-Interest Bearing $ — $ — k3 — $ — $ 251,197 $ 251,197
Demand interest Bearing 543,969 — —_ —_ —_ 543,969
Savings 87,540 — — — — 87,540
TCD'S Under $100,000 47,208 83,735 11,000 —_ — 141,943
TCD'S $100,000 and Over 257,429 538,249 83,716 100 — 879,494
Total Deposits 936,146 621,984 94,716 100 251,197 1,904,143
Borrowings from the Federal Home Loan Bank 25,000 170,400 127,000 — — 322,400
Subordinated Debt — — 39,400 — — 39,400
Other Liabilities — — — — 40,700 40,700
Stockholders’ Equity — — — — 204,101 204,101
Total Liabilities and Stockholders’ Equity $ 961,146 $ 792,384 $261,116 $ 100 $ 495,998 $2.510,744
Interest Sensitivity Gap $ 193,430 $(740,279) % (76,286)  $1,038,944 $(415,809)
Cumulative Interest Sensitivity Gap $ 193,430 $(546,849) (623,135 $ 415,809 —
Gap Ratio (% of Total Assets) 7.7% ~29.5% -3.0% 41.4% -16.6%
Cumulative Gap Ratio 7.7% ~21.8% ~24.8% 16.6% 0.0%

(1) Loans and leases are before unamortized deferred loan fees and allowance far credit losses.

(2) Non-accrual loans are included in non-earning assets.

(3) The Federal Home Loan Bank stock with a balance of $18.0 million as of December 31, 2002, is included in the 0 to 90 day category.

Effective asset/liability management includes maintaining ad-
equate liquidity and minimizing the impact of future interest rate
changes on net interest income. The Company attempts to man-
age its interest rate sensitivity on an on-going basis through the
analysis of the repricing characteristics of its loans, securities, and
deposits, and managing the estimated net interest income vola-
tifity by adjusting the terms of its interest-earning assets and Ii-
abilities, and through the use of derivatives as needed.

Market risk

Market risk is the risk of financial loss earising from adverse
changes in market prices and interest rates. The Company’s mar-
ket risk is inherent in its lending and deposit taking activities to
the extent of differences in the amounts maturing or degree of
repricing sensitivity. Adverse changes in market prices and interest
rates may therefore result in diminished earnings and ultimately an
erosion of capital. )
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Since the Company’s profitability is affected by changes in interest rates, management actively monitors how changes in interest rates
may affect earnings and ultimately the underlying market value of equity. Management monitors interest rate exposure through the use of
three basic measurement tools in conjunction with established risk limits. These tools are the expected maturity gap report, net interest
income volatility and market value of equity volatility reports. The gap report details the expected maturity mismatch or gap between in-
terest earning assets and interest bearing liabilities over a specified timeframe. The expected gap differs from the contractual gap report
shown earlier in this section by adjusting contractual maturities for expected prepayments of principal on loans and amortizing securities
as well as the projected timing of repricing deposits with no stated maturity. The following table shows the Company’s financial instru-
ments that are sensitive to changes in interest rates, categorized by their expected maturity, and the fair value of these instruments as of
December 31, 2002:

Expected Maturity Date
December 31, 2002

Over
Oto 91 to 1 Year to Over Average
90 Days 365 Days 5 Years 5 Years Total Int Rate (2) Fair Value

{dollars in thousands})
Interest-sensitive Assets:

Securities Available-for-Sale $ 148,447 $219,406 $586,890 $120,954 $1,075,697 5.12% $1,075,697
Federal Funds Sold & Securities Purchased
Under Agreements to Resell 181,000 — — — 181,000 1.31 181,000
Loans and Leases (1) 869,035 44,940 99,985 159,898 1,173,858 6.04 1,172,983
Total Interest-earning Assets $1,198,482  $264,346  $686,875  $280,852  $2,430,555 $2,429,680
Interest-sensitive Liabilities:
Deposits:
Demand Interest Bearing $ 33,981 $101,941 $219,028 $189,019 $ 543,969 1.03% $ 543,969
Savings 5,427 16,282 36,067 29,764 87,540 0.24 87,540
Time Certificates of Deposit 304,245 622,132 94,960 100 1,021,437 2.58 1,027,897
Total Deposits 343,653 740,355 350,055 218,883 1,652,246 1,659,406
Borrowing from FHLB 25,000 170,400 127,000 — 322,400 402 329,893
Subordinated Debt — — 39,400 — 39,400 8.38 39,400
Total Interest-sensitive Liabilities $ 368,653 $910,755 $516,455 $218,883 $2,014,746 $2,028,499

(1) Loans and leases are net of non-accrual loans and before unamortized deferred loan fees and allowance for credit losses.
(2} The average interest rate relates to the year for the category of asset/liability indicated as of December 31, 2002. The rate for the
subordinated debt is the stated rate of the debt outstanding as of December 31, 2001.



- Management'’s Discussion and Analysis of Financial Condition and
Results of Operations (continued)

The following table shows the Company’s financial instruments that are sensitive to changes in interest rates, categorized by their
expected maturity, and the fair value of these instruments as of December 31, 2001:

Expected Maturity Date
December 31, 2001

Over
Oto 91 to 1 Year to Over Average
90 Days 365 Days 5 Years 5 Years Total Int Rate (2) Fair Value
(dollars in thousands)
Interest-sensitive Assets:
Securities Available-for-Sale $ 75,010 $207,053 $592,401 $224,525 $1,098,989 6.18% $1,098,989
Federal Funds Sold & Securities Purchased
Under Agreements to Resell 20,000 — — — 90,000 1.72 90,000
Loans and Leases (1) 815,035 25,669 131,641 135,604 1,107,949 6.26 1,111,436
Total Interest-earning Assets $980,045 $232,722 $724,042 $360,129 $2,296,938 $2,300,425
Interest-sensitive Liabilities:
Deposits:
Demand-Interest Bearing $ 22,140 $ 66,482 $219,103 $130,915 $ 438,660 1.45% $ 438,660
Savings 2,285 6,856 27,426 54,851 91,418 1.10 91,418
Time Certificates of Deposit 551,446 515,276 13,714 — 1,080,436 3.08 1,084,550
Total Interest-bearing Deposits 575,891 588,614 260,243 185,766 1,610,514 1,614,628
Borrowings from FHLB — 25,000 227,400 — 252,400 0 256,306
Subordinated Debt — —_ — 39,269 39,269 8.38 38,469
Total Interest-sensitive Liabilities $575,891 $613,614 $487,643 $225,035 $1,902,183 $1,909,403

(1) Loans and leases are net of non-accrual loans and before unamortized deferred loan fees and allowance for credit losses.
(2) The average interest rate relates to the year for the category of asset/liability indicated as of December 31, 2001. The rate for the

subordinated debt is the stated rate of the debt outstanding as of December 31, 2001.

Expected maturities of assets are contractual maturities adjusted
for projected payment based on contractual amortization and un-
scheduled prepayments of principal as well as repricing frequency.
Expected maturities for deposits are based on contractual matur-
ities adjusted for projected rollover rates and changes in pricing
for non-maturity deposits. The Company utilizes assumptions sup-
ported by documented analysis for the expected maturities of its
loans and repricing of its deposits and relies on third party data
providers for prepayment projections for amortizing securities.
The actual maturities of these instruments could vary significantly
if future prepayments and repricing differ from the Company’s
expectations based on historical experience.

The Company uses a computer simulation analysis in an attempt
to predict changes in the yields earned on assets and the rates
paid on liabilities in relation to changes in market interest rates.
The net interest income volatility and market value of equity vola-
tility reports measure the exposure of earnings and capital, res-
pectively, to immediate incremental changes in market interest
rates as represented by the prime rate change of 100 to 200 basis
points. Market value of equity is defined as the present value of
assets minus the present value of liabilities and off- balance sheet
contracts. The table below shows the estimated impact of changes
in interest rates on net interest income and market value of equity,
as of December 31, 2002:

Net Interest Market Value

Income Of Equity

Volatility Volatility

December 31, December 31,

Change in interest Rates (Basis Points) 2002 (1} 2002 {2)
+200 13.0% —4.7%
+100 7.3% -0.7%
-100 -10.2% -5.5%
-200 -18.1% -10.7%

(1) The percentage change in this column represents net interest income of the
Company for 12 months in a stable interest rate environment versus the net
interest income in the various rate scenarios

(2) The percentage change in this column represents net portfolio value of the
Company in a stable interest rate environment versus the net portfolio value
in the various rate scenarios

The Company's primary objective in managing interest rate risk is
to minimize the adverse effects of changes in interest rates on
earnings and capital. In this regard, the Company has established
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internal risk limits for net interest income volatility given a 100 and
200 basis point decline in rates of 10% and 15%, respectively, over
a twelve-month horizon. Although the simulation analysis reflected
an 18.1% reduction of net interest income, as of December 31,
2002, in the event of a 200 basis point decline, management be-
lieves that there is little likelihood of such a reduction of the prime
rate from its level as of December 31, 2002. Risk limits have also
been established for the market value of equity volatility in re-
sponse to a 100 and 200 basis point increase in rates of 10% and
15%, respectively.

Forward-Looking Statements

Certain statements contained herein, including, without limitation,
statements containing the words “anticipates”, “believes,”
"intends,” “should”, “expects” and words of similar import, con-
stitute “forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995, Such forward-
looking statements involve known and unknown risks, un-
certainties and other factors that may cause the actual results,
performance or achievements of the Company to be materially dif-
ferent from any future results, performance or achievements ex-
pressed or implied by such forward-looking statements. Such
factors include, among others, the following: credit quality, gen-
eral economics and business conditions in those areas in which
the Company operates; demographic changes;, competition;
fluctuations in interest rates; changes in business strategy or
development plans; changes in governmental regulation; and
other factors referenced herein, including, without limitation, un-
der the captions Provision for Credit Losses, Non-Performing
Assets, Allowance for Credit Losses, Market Risk, Liquidity, Inter-
est Rate Sensitivity, Recent Accounting Developments and Other
Matters. Given these uncertainties, the reader is cautioned not to
place undue reliance on such forward-looking statements. The
Company disclaims any obligation to update any such factors or to
publicly announce the results of any revisions to any of the

forward-looking statements contained herein to reflect future

events or developments.

Recent Accounting Developments

In- June 2001, FASB issued SFAS No. 143, Accounting for Asset
Retirement Obligations. SFAS No. 143 requires the Company to
record the fair value of an asset retirement obligation as a liability
in the period in which it incurs 8 legal obligation associated with
the retirement of tangible long-lived assets that result from the
acquisition, construction, development, and/or normal use of the
assets. The Company also records a corresponding asset that is
depreciated over the life of the asset. Subsequent to the initial
measurement of the asset retirement obligation, the obligation
will be adjusted at the end of each period to reflect the passage
of time and changes in the estimated future cash flows underlying
the obligation. The Company is required to adopt SFAS No. 143
on January 1, 2003. The adoption of SFAS No. 143 is not expected
to have a material effect on the Company's financial statements.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB
Statements No. 4, 44 and é4, Amendment of FASB Statement

No. 13, and Technical Corrections. SFAS No. 145 amends existing
guidance on reporting gains and losses on the extinguishment of
debt to prohibit the classification of the gain or loss as extra-
ordinary, as the use of such extinguishments have become part of
the risk management strategy of many companies. SFAS No. 145
also amends SFAS No. 13 to require sale-leaseback accounting for
certain lease modifications that have economic effects similar to
sale-leaseback transactions. The provisions of the Statement re-
lated to the rescission of Statement No. 4 is applied in fiscal years
beginning after May 15, 2002. Earlier application of these provi-
sions is encouraged. The provisions of the Statement related to
Statement No. 13 were effective for transactions occurring after
May 15, 2002, with early application encouraged. The adoption of
SFAS No. 145 is not expected to have a material effect on the
Company’s financial statements.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities. SFAS No. 146 ad-
dresses financial accounting and reporting for costs associated
with exit or disposal activities and nullifies Emerging Issues Task
Force (EITF) Issue 94-3, Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity. The
provisions of this Statement are effective for exit or disposal activ-
ities that are initiated after December 31, 2002, with early applica-
tion encouraged. The adoption of SFAS No. 146 is not expected
to have a material effect on the Company’s financial statements.

In November 2002, the FASB issued Interpretation No. 45, Guaran-
tor's Accounting and Disclosure Requirements for Guarantees, in-
cluding Indirect Guarantees of Indebtedness to Others, an
interpretation of FASB Statements No. 5, 57 and 107 and a re-
scission of FASB Interpretation No. 34. This Interpretation elabo-
rates on the disclosures to be made by a guarantor in its interim
and annual financial statements about its obligations under guar-
antees issued. The Interpretation also clarifies that a guarantor is
required to recognize, at inception of a guarantee, a liability for
the fair value of the obligation undertaken. The initial recognition
and measurement provisions of the Interpretation are applicable
to guarantees issued or modified after December 31, 2002 and are
not expected to have a material effect on the Company’s financial
statements. The disclosure requirements are effective for financial
statements of interim and annual pericds ending after December
15, 2002.

In December 2002, the FASB issued SFAS No. 148, Accounting for
Stock-Based Compensation—Transition and Disclosure, an
amendment of FASB Statement No. 123. This Statement amends
FASB Statement No. 123, Accounting for Stock-Based Compensa-
tion, to provide alternative methods of transition for a voluntary
change to the fair value method of accounting for stock-based
employee compensation. In addition, this Statement amends the
disclosure requirements of Statement No. 123 to require prom-
inent disclosures in both annual and interim financial statements.
Certain of the disclosure modifications are required for fiscal years
ending after December 15, 2002, and are included in the notes to
these consolidated financial statements.

In January 2003, the FASB issued Interpretation No. 46, Con-
solidation of Variable Interest Entities, an Interpretation of ARB



Management’s Discussion and Analysis of Financial Condition and
Results of Operations (continued)

No. 51. This Interpretation addresses the consolidation by busi-
ness enterprises of variable interest entities as defined in the
Interpretation. The Interpretation applies immediately to variable
interests in variable interest entities created after January 31,
2003, and to variable interests in variable interest entities obtained
after January 31, 2003. For public enterprises, such as the Com-
pany, with a variable interest in a variable interest entity created
before February 1, 2003, the Interpretation applies to that enter-
prise no later than the beginning of the first interim or annual
reporting period beginning after June 15, 2003. The application of
this Interpretation is not expected to have a material effect on the
Company’s financial statements. The Interpretation requires cer-
tain disclosures in financial statements issued after January 31,
2003, if it is reasonably possible that the Company will consolidate
or disclose information about variable interest entities when the
Interpretation becomes effective.

Other Matters

On February 28, 2002, General Bank consummated its purchase
transaction of Liberty Bank and Trust Co. of Boston. The purchase
transaction was accounted for in accordance with SFAS No. 141,
"Business Combinations”. The assets acquired, net of cash, had a
fair value of $34,288,000 and the fair value of liabilities assumed
was $32,326,000. Goodwill in the amount of $4,515,000 and core
deposit premium in the amount of $964,000 were initially recog-
nized in accordance with SFAS No. 141. SFAS No. 142, "Goodwill
and Other Intangible Assets,” requires that goodwill and in-
tangible assets with indefinite useful lives no longer be amortized,
but instead be tested for impairment at least annually in accord-
ance with the provisions of SFAS No. 142. SFAS No. 142 also
requires that intangible assets with definite useful lives be amor-
tized over their respective estimated useful lives to their estimated
residual values, and reviewed for impairment in accordance with
SFAS No. 144, "Accounting for the Impairment or Disposal of
Long-lived Assets”. The core deposit premium intangible is being
amortized over a 5-year period, estimated to be the useful life.




Selected Financial Data

Year Ended December 31,

2002 2001 2000 199¢ 1998
(dollars in thousands, except per share data)
Results of Operations
Interest Income $ 146,906 $ 155,478 $ 163,121 $ 130,261 $ 125,991
Interest Expense 52,687 66,552 74,679 56,283 57,018
Net Interest Income before Provision for Credit Losses 94,219 88,926 88,442 73,978 68,973
Provision for Credit Losses 76,364 20,100 1,200 3,500 1,500
Net Interest Income after Provision for Credit Losses 17,855 68,826 87,242 70,478 67,473
Non-Interest Income 8,889 15,646 21,755 10,544 7,863
Non-Interest Expense 38,411 42,282 46,861 32,702 30,430
{Loss)/income Before Income Taxes (11,667) 42,190 62,136 48,320 44 906
(Benefit)/Provision for Income Taxes (5,877) 14,550 23,660 18,332 16,764
(Loss)/Income before Cumulative Effect of a Change in Accounting
Principle (5,790) 27,640 38,476 29,988 28,142
Cumulative Effect of a Change in Accounting Principle (1) — 4962 — — —
Net (Loss)/Income $ (5790) $ 32,602 $ 38,476 $ 29,988 $ 28,142
Balance Sheet Data as of December 31
Assets $2,510,744 $2,367,243 $1,969,109 $1,744,200 $1,680,824
Loans and Leases, Net 1,166,499 1,101,633 945,512 %02,000 763,650
Securities Available-for-Sale 1,075,697 1,098,989 855,383 683,017 724172
Securities Held-to-Maturity — — 1,025 1,300 24,616
Deposits 1,904,143 1,827,927 1,674,569 1,490,811 1,380,903
Stockholders’ Equity 204,101 206,318 187,782 133,038 163,030
Per Share Data (2)
(Loss)/Earnings Per Share
{Loss)/Income Before Cumulative Effect of a Change in Accounting
Principle ) )
‘Basic $ 050 $ 2.37 $ 3.33 $ 2.41 $ 2.00
Diluted (0.50) 2.36 3.26 2.37 1.96
Cumulative Effect of a Change in Accounting Principle
Basic — 042 — — —
Diluted — 042 — —_— —
Net (Loss)/Income
Basic $ 0500 $ 279 $ 3.33 $ 2.41 $ 2.00
Diluted (0.50) 278 3.26 2.37 1.96
Cash Dividends Declared 0.48 0.48 0.39 0.33 0.30
Year End Book Value , 17.69 17.98 16.25 11.55 11.89
Average Shares Outstanding
Basic (In 000's) 11,610 11,673 11,554 12,430 14,049
Diluted (In 000's) 11,610 11,748 11,813 12,672 14,345
Financial Ratios
(Loss)/Return on Average Assets 0.23)% 1.54% 2.01% 1.75% 1.76%
(Loss)/Return on Average Stockholders’ Equity (2.82) 16.05 24.80 20.48 17.59
Average Stockholders’ Equity to Average Assets 8.23 9.60 8.12 8.57 10.01
Net Interest Margin (3)(4) 3.85 4.32 4.81 4.46 4.46
Net Charge-Offs ( Net Recoveries) to Average Loans and Leases 6.18 1.49 0.17 0.36 (0.15)
Nonperforming Assets to Year End Loans and Leases, Net, Plus
Other Real Estate Owned, Net (5) 2.26 2.61 244 6.59 5.05
Allowance for Credit Losses to Year End Loans and Leases 213 2.09 2.00 2.14 2.46
Cash Dividend Payout (6) N/A 17.16 11.73 13.45 14.97

(1)
(@)

The results of the year 2001 included $4,962,000 representing the cumulative effect of a change in accounting principle, net of taxes.
Per share data has been restated where applicable for the two for one stock split to shareholders of record on April 30, 1998, and

issued and distributed on May 15, 1998.
Tax-exempt interest income is not adjusted to a fully taxable equivalent basis.

Computed as net interest income before provision for credit losses divided by average earning assets. )
Non-performing assets include loans 90 days past due still accruing, non-accrual loans, restructured loans and other real estate

owned, net.

Cash dividend payout is computed based on the dividends declared divided by net income for the applicable year.

.



Consolidated Balance Sheets

December 31,

2002 2001
{in thousands)
ASSETS
Cash and Due From Banks $ 46,889 $ 33034
Federal Funds Sold and Securities Purchased Under Agreements to Resell 181,000 90,000
Cash and Cash Equivalents 227,889 123,034
Securities Available-for-Sale at Fair Value (Amortized Cost of $1,050,600 and $1,080,819 at
December 31, 2002 and 2001, respectively) 1,075,697 1,098,989
Trading Securities 1 31
Loans and Leases s 1,198,628 1,132,889
Less: Allowance for Credit Losses (25,534) (23,656)
Deferred Loan Fees 6,595) (7,600)
Loans and Leases, Net 1,166,499 1,101,633
Bank Premises and Equipment, Net 6,286 6,382
Other Real Estate Owned, Net — 383
Due From Customers on Acceptances 6,525 6,471
Real Estate Held for Investment 1,484 2,129
Cther Investments 7,509 11,509
Accrued Interest Receivable and Other Assets 18,854 16,682
Total Assets $2,510,744 $2,367,243
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits
Demand $ 251,197 $ 217,413
Interest Bearing Demand 543,969 438,660
Savings 87,540 91,418
Time Certificates of Deposit of $100,000 or More 879,494 920,615
Other Time Deposits 141,943 159,821
Total Deposits - 1,904,143 1,827,927
Borrowings from the Federal Home Loan Bank 322,400 252,400
Subordinated Debt 39,400 39,269
Acceptances Outstanding 6,525 6,471
Liability on Securities Awaiting Settlement 5157 —
Accrued Expenses and Other Liabilities 29,018 34,858
Total Liabilities 2,306,643 2,160,925
Stockholders’ Equity
Common Stock, No Par or Stated Value; 40,000,000 shares authorized; 11,540,762 shares issued
and outstanding (net of 79,001 shares held in trust) and 11,477,394 shares issued and
outstanding (net of 96,935 shares held in Trust) at December 31, 2002 and 2001, respectively $ 72932 $ 71,316
Retained Earmings 112,774 124,196
Accumulated Other Comprehensive Income 16,292 8,332
Shares Held in Trust for Deferred Compensation 2,103 2,474
Total Stockholders' Equity 204,101 206,318
Total Liabilities and Stockholders' Equity $2,510,744 $2,367,243

See Accompanying Notes to Consolidated Financial Statements




Consolidated Statements of Operations

For the Year Ended December 31,

2002

2001

2000

INTEREST INCOME

Loans and Leases, Including Fees

Securities Available-for-Sale

Securities Held-to-Maturity

Federal Funds Sold and Securities Purchased under Agreements to Reselt
Other

Total Interest Income

INTEREST EXPENSE

Interest Bearing Demand

Savings

Time Deposits of $100,000 or More

Other Time Deposits »

Federal Funds Purchased and Securities Sold under Repurchase Agreements
Borrowings from the Federal Home Loan Bank

Subordinated Debt

Total Interest Expense

Net interest Income
Provision for Credit Losses

Net Interest Income after Provision for Credit Losses
NON-INTEREST INCOME

Service Charges and Commissions

Gain on Sale of Securities Available-for-Sale
Gain on Sale of Fixed Assets

Trading Account Revenue
(Expense)/Income from Other Investments

Other
Total Non-Interest Income

NON-INTEREST EXPENSE
- Salaries and Employee Benefits
Occupancy Expense
Furniture and Equipment Expense
Loss on Sale of Securities Available-for-Sale
Net Other Real Estate Owned Income
Other
Reduction of Fair Value of Derivatives

Total Non-Interest Expense

(Loss)/Income before Income Taxes
(Benefit)/Provision for Income Taxes

(Loss)/Income before Cumulative Effect of a Change in Accounting Principle
Cumulative Effect of a Change in Accounting Principle

Net (Loss)/Income

Earnings Per Share
(Loss)/Income before Cumulative Effect of a Change in Accounting Principle
Basic
Diluted

Cumulative Effect of a Change in Accounting Principle
Basic
Diluted

Net (Loss)/Income
Basic
Diluted

See Accompanying Notes to Consolidated Financial Statements

(in thousands, except per share data)

$ 82,607 $ 90,719 $101,434
62,258 61,736 53,208
— 33 73
2,020- 2,969 8,384

21 21 22
146,906 155,478 163,121
7,695 7,354 13,961
1,055 932 1,827
24,190 41,612 43,232
3,305 7,694 9,843

8 27 62

12,953 5,452 2,273
3,481 3,481 3,481
52,687 66,552 74,679
94,219 88,926 88,442
76,364 20,100 1,200
17,855 68,826 87,242
7,460 7,875 8,237
10,127 6,713 —

2 38 7

506 1,958 13,013
(9,384) (2,796) 145
178 1,858 353
8,889 15,646 21,755
21,116 20,410 22,306
4,129 3,565 3,324
3,187 2,160 2,059
— — 10,341

(131) (397) (1,309)
9,999 9,782 10,140
"M 6,762 —
38,411 42,282 46,861
(11,667) 42,190 62,136
(5,877) 14,550 23,660
(5,790) 27,640 38,476
— 4,962 —

$ (5790) % 32,602 $ 38,476
$ (050 $ 237 $ 333
(0.50) 2.36 3.26

$ — $ 042 % —
— 0.42 —

$ 050 $ 279 $ 333
(0.50) 2.78 3.26




Consolidated Statements of Changes in Stockholders' Equity
and Comprehensive Income

Accumulated

Other Total
_Common Stock  getained Deferred Comprehensive Comprehensive  Stockholders’
Shares Amount Earnings Compensation Income (Loss) Income (Loss) Equity
(in thousands, except per share amounts)
Balance at December 31, 1999 11,523 $57,289 % 84,035 § — $ (8,286) $133,038
Comprehensive Income
Net Income for the year 38,476 $38,476 38,476
Other Comprehensive Income, Net of Tax
Net Changes in Securities Valuation Allowance 18,178 18,178 18,178
Foreign Currency Translation Adjustment M (1) Mm
Comprehensive income $56,654
Stock Issued for Executive Compensation 114 2,401 2,401
Stock Held by Executive Obligation Trust 71 (1,571) 1,571 —_
Stock Issuance 161 2,975 2,975
Tax Benefit-Stock Cptions Exercised 960 960
Stock Repurchase (169) (3,732) (3.732)
Cash Dividend—%$0.39 per Share (4,513) (4,513)
Balance at December 31, 2000 11,558  $62,054 $114,266 $1,571 $ 9,891 $187,782
Comprehensive Income
Net Income for the year 32,602 $32,602 32,602
Other Comprehensive Income, Net of Tax
Net Changes in Securities Valuation Allowance 630 630 630
Net Changes in Investment Valuation Aflowance (2,188) (2,188) (2,188)
Net Changes in Foreign Currency Translation
Adjustments M (1 m
Comprehensive Income $31,043
Stock Held by Executive Obligation Trust (26) (903) 903 —_
Stock Issuance 563 5,264 5,264
Tax Benefit-Stock Options Exercised 4,901 4,901
Stock Repurchase 618) (17,077) (17,077)
Cash Dividend—3$0.48 per Share {5,595) (5,595)
Balance at December 31, 2001 11,477  $71,316  $124,196 $2,474 $ 8,332 M
Comprehensive Income
Net Loss for the year (5,790) $ (5,790) (5,790)
Other Comprehensive Income, Net of Tax
Net Changes in Securities Valuation Allowance 5,782 5,782 5,782
Net Changes in Investment Valuation Allowance 2,188 2,188 2188
Net Changes in Foreign Currency Translation .
Adjustments (10) (10} (10}
Comprehensive Income $ 2170
Stock Held by Executive Obligation Trust 18 37 (371) —
Stock Issuance 48 1,105 1,105
Tax Benefit-Stack Options Exercised 140 140
Stock Repurchase (2) (57 (57)
Cash Dividend—3$0.48 per Share (5,575) (5,575)
Balance at December 31, 2002 11,541 $72,932 $112,774 $2,103 $16,292 $204,101
Disclosure of Reclassification Amount: 2002 2001 2000
Net Change of Unrealized Gains Arising During Period, Net of Tax Expense of $8,971, $3,280 and $8,83% in 2002, 2001
and 2000, respectively. $12,365 $ 4,520 $12,185
Less: Reclassification Adjustment for Gains Included in Net Income (Loss), Net of Tax (Expense) Benefit of (§4,776),
($2,823) and $4,348 in 2002, 2001 and 2000, respectively. (6,583) (3,890 5,993
Net Change of Unrealized Gains on Securities, Net of Tax Expense of $4,195, $457 and $13,189 in 2002, 2001 and
2000, respectively. § 5782 $ 630 $18,178

See Accompanying Notes to Consolidated Financial Statements




Consolidated Statements of Cash Flows

For the Year Ended December 31,

See Accompanying Notes to Consolidated Financial Statements

2002 2001 2000
{(in thousands})
OPERATING ACTIVITIES
Net {Loss)/Income $ (57900 $ 32,602 $ 38,476
Adjustments to Reconcile Net (Loss)/Income to Net Cash
Provided by Operating Activities
Depreciation 1,598 1,242 1,291
Net Amortization/{Accretion) of Premiums/(Discounts) on Securities 3,336 (2,734) (990)
Accretion of Discount on Subordinated Notes 131 131 131
Writedown on Real Estate Held for Investment 645 1,697 1,696
Provision for Credit Losses 76,364 20,100 1,200
Provision for Losses on Other Real Estate Owned — — 389
Amortization of Deferred Loan Fees (5,648) (4,776) (3,933)
Deferred Income Taxes (1,938) 1,011 4,559
(Gain)/Loss on Sale of Securities Available for Sale (10,127) 6,713) 10,347
Write-off of Securities — 190 —_
Equity and Losses from Other Investments, net 9220 - 2,814 —_
Gain on Sale of Other Real Estate Owned (108) (475) {1,847)
Gain on Sale of Fixed Assets 2) (38) 7)
Implementation of SFAS 133 — (8,561) —
Reduction of Fair Value of Derivative Instruments 1M 6,762
Net Decrease/(Increase) in Trading Securities 30 4,606 (3,523)
Net Decrease in Forward Sales Securities —_ — (828)
Net Decrease/(Increase) in Accrued Interest Receivable and Other Assets 3,786 176 (2,796)
Net (Decrease)/Increase in Accrued Expenses and Other Liabilities (1,505) 3,334 (84)
Other, Net — (50) —
NET CASH PROVIDED BY OPERATING ACTIVITIES 70,103 51,318 44,081
INVESTING ACTIVITIES
Purchases of Securities Available-for-Sale (824,456) (640,206) (459,303)
Proceeds from Matured/Called Securities Available-for-Sale 651,593 290,765 107,929
Proceeds from Maturities/Prepayments on Securities Held-to-Maturity — 1,025 275
Proceeds from Sales of Securities-Available-for-Sale 216,350 116,229 201,021
Net Increase in Loans and Leases (113,960) (171,463) (41,457)
Purchases of Equity Interest in Limited Partnerships (1,770} (2,795) (5,406)
Net (Increase)/Decrease in Other Investments 323 142 (237)
Proceeds from Sales of Other Real Estate Owned 508 1,145 9,260
Purchases of Premises and Equipment (1,488) (2,254) (1,603)
Proceeds from Sale of Bank Premises and Equipment 159 246 176
Purchase of Liberty Bank & Trust Net of Cash Acquired (1,962) — —
NET CASH USED IN INVESTING ACTIVITIES (74,703) (407,166) (189,339
FINANCING ACTIVITIES
Net Increase in Demand, Interest Bearing Demand and Savings Deposits 113,879 81,477 89,760
Net (Decrease)/Increase in Time Certificates of Deposit (69,903) 71,881 93,998
Proceeds from Borrowings from the Federal Home Loan Bank 35,000 247,400 —
Repayment of Federal Home Loan Bank (25,000) (20,000) (25,000)
Stock Repurchase Program (57) (17,077) (3,732
Cash Dividend Paid (5,569) (5,369) (4,387)
Proceeds from Exercise of Stock Options/Sale of Stock 1,005 4,361 2,975
Issuance of Stock Held by Executive Obligation Trust 100 703 830
NET CASH PROVIDED BY FINANCING ACTIVITIES 109,455 363,576 154,444
NET CHANGE IN CASH AND CASH EQUIVALENTS 104,855 7,728 9,186
Cash and Cash Equivalents at Beginning of Year 123,034 115,306 106,120
Cash and Cash Equivalents at End of Year - $227,889 $ 123,034 $ 115,306
Supplemental Disclosures of Cash Flow Information Cash Paid/(Received) During the Year For
Interest $ 53,136 $ . 65,561 § 73,906
Income Taxes (8,749) 13,953 25,086
Noncash Investing Activities
Loans Transferred to Other Real Estate Owned $ 45 $ 18 $ 673



Supplemental Disclosure for Acquisition of Liberty Bank & Trust

For the Year
Ended
December 31,
2002

(in thousands)

Assets Acquired:

Securities Available-for-Sale . $ 6,476
Loans and Leases 21,667
Premises and Equipment 171
Accrued Interest Receivable and Other Assets 495
Goodwill 4,515
Core Deposit Premium Intangible 964
34,288
Liabilities Assumed: :

Deposits : 32,240
Accrued Interest and Other Liabilities _ 86
32,326

Cash Paid for Common Stock, net of Cash Acquired $ 1,962

See Accompanying Notes to Consolidated Financial Statements




Notes to Consolidated Financial Statements

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Business and Consolidation: The consolidated financial state-
ments of GBC Bancorp and subsidiaries (the "Company”) are pre-
pared in conformity with accounting principles generally accepted
in the United States of America and general practices within the
banking industry ("“GAAP"). It is the Company's policy to con-
solidate all majority-owned subsidiaries. All significant inter-
company balances and transactions have been eliminated in
consolidation. Certain reclassifications have been made to the
prior years' consolidated financial statements in order to conform
to the current year presentation. The preparation of the con-
solidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the
reperted amounts of assets and liabilities and disclosure of con-
tingent assets and liabilities as of the date of the financial state-
ments and the reported operations of the Company for the
periods presented. Actual results may differ from those estimates
as calculated by the Company. Significant balance sheet items
which could be materially affected by such estimates include loans
and leases, which are presented net of the allowance for credit
losses, the valuation for other real estate owned ("OREQ"), the
estimated residual value of leveraged leases, the investment in
Aircraft Finance Trust ("AFT") and the tax benefits from the real
estate investment trust subsidiary.

The consolidated financial statements include the accounts of
GBC Bancorp (the “Bancorp”) and its wholly owned subsidiaries,
GBC Venture Capital, Inc., General Bank, (the "Bank”), a California
state chartered bank, and the Bank's wholly owned subsidiaries,
GBC Insurance Services, Inc., GBC Investment & Consulting Com-
pany, Inc., GBC Real Estate Investments, Inc., GBC Trade Services,
Asia Limited and GB Capital Trust I, a real estate investment trust.
The Bank also holds 90% of the voting stock of GBC Leasing
Company, Inc., which amount is not material.

The Bank, the Company’s 100% owned bank subsidiary, conducts
the business of a commercial bank serving individuals and small to
medium-sized businesses through eighteen branch offices located
in the greater Los Angeles, San Diego and Silicon Valley areas of
California, a branch office in the state of Washington and two
branches in Boston, Massachusetts. The two branches in Boston,
Massachusetts were acquired as a result of the acquisition of
Liberty Bank and Trust, consummated February 28, 2002. in the
third quarter, 2002, the Company announced the closure of its
New York loan production office. The Bank's deposit gathering
and loan production operations are primarily concentrated in
southern California.

Securities Purchased Under Agreements to Resell: The Company
invests in securities purchased under agreements to resell
(“repurchase agreements”) to maximize the yield on liquid assets.
The Company obtains collateral for these agreements, which nor-
mally consists of single family residential mortgage loans and
commercial paper with an agreement to sell back the same collat-
eral. The collateral is normally held in custedy of a trustee who is
not a party to the transaction. The purchase is overcollateralized
to protect against unfavorable market price movements. The

duration of these agreements is one business day with a rofl-over
under continuing contract. The counterparties to these agree-
ments are nationally recognized investment banking firms that
meet credit eligibility criteria and with whom a master repurchase
agreement has been duly executed.

Securities: The Company classifies its investments in debt and
equity securities as held-to-maturity securities, trading securities
and available-for-szle securities, as appropriate. Securities held-
to-maturity are designated as such when the Company has the
positive intent and ability to hold the securities until maturity.
Securities held-to-maturity are carried at cost, adjusted for amor-
tization of premiums and accretion of discounts into interest
income using a methodology which approximates a level yield.
Securities available-for-sale are carried at fair value. Premiums and
discounts on securities available-for-sale are amortized/accreted
into interest income using a methodology which approximates a
level yield. The resulting unrealized gains or losses are recorded
net of tax as a component of other comprehensive income. When
a decline in value has occurred and is deemed to be other than
temporary, such decline is charged to current period expense.
Equity securities received by GBC Venture Capital Inc., from ven-
ture capital funds in which it invests and from the exercise of war-
rants are classified as trading securities. They are held principally
for the purpose of selling them in the near term and are reported
at fair value, with unrealized gains/losses included in income. The
specific identification method is used to compute realized gains or
losses on security transactions. Dividend and interest income are
recognized when earned.

Investment in Federal Home Loan Bank (“FHLB”) Stock: As a
member of the FHLB system the Bank is required to maintain an
investment in the capital stock of the FHLB. This investment is also
affected by the outstanding advances under the line of credit the
Bank has with the FHLB. The Bank is in compliance with the re-
quired investment. As of December 31, 2002 and 2001, the bal-
ance of the FHLB investment was $18.0 million and $12.6 million,
respectively.

Loans and Related Allowance for Credit Losses: Loans are re-
corded in the consolidated balance sheets at principal amounts
outstanding. Interest on loans is accrued daily as earned. It is
generally the Company’s policy to place a loan on non-accrual
status in the event that the borrower is 90 days or more delinguent
or earlier if the timely collection of interest and/or principal ap-
pears doubtful. When loans are placed on non-accrual status, the
accrual of income is discontinued and previously accrued but un-
paid interest is generally reversed against income. The amor-
tization of any deferred loan fees is stopped. Subsequent
payments are generally applied to principal or reported as recov-
eries on amounts previously charged-off. A loan is returned to ac-
crual status only when the borrower has demonstrated the ability
to make future payments of principal and interest as scheduled,
and the borrower has demonstrated & sustained period of repay-
ment performance in accordance with the contractual terms.

The Company provides for credit losses by a charge to operations
based upon the composition of the loan and lease portfolio, past
loss experience, current economic conditions, evaluations made



Notes to Consolidated Financial Statements (continued)

- by regulatory authorities, and such other factors that, in manage-
ment's judgment, deserve recognition in estimating probable
credit losses. The provision for credit losses is an amount required
to maintain an allowance for credit losses that is adequate to
cover probable credit losses related to specifically identified loans
as well as probable credit losses inherent in the remainder of the
foan and lease portfolio. Management evaluates the loan port-
folio, the economic environment, historical loan loss experience,
collateral values and assessments of borrowers’ ability to repay in
determining the amount of the allowance for credit losses. The
allowance for credit losses is maintained at an amount manage-
ment considers adequate to cover estimated losses on loans re-
ceivable which are deemed probable and estimable as of
December 31, 2002. Such an amount is based on ongoing, quar-
terly assessments of the probable estimated losses inherent in the
loan and lease portfolio, and to a lesser extent, unused commit-
ments to provide financing, The Company’s methodology for
assessing the appropriateness of the allowance consists primarily
of the use of a formula allowance. The allowance for credit losses
is based on estimates, and ultimate losses may vary from current
estimates. These estimates are reviewed periodically and, as ad-
justments become necessary, they are repoerted in earnings in the
period in which they become known. Additionally, regulatory
examiners may require the Bank to recognize additions to the
allowance for credit losses based upon their judgments regarding
information available to them at the time of their examination.
Charge-offs of loans are debited to the allowance for credit loss-
es. Recoveries on loans previously charged off are credited to the
allowance for credit losses.

A loan is considered impaired when it is probable that the Com-
pany will be unable to collect all amounts due (i.e., both principal
and interest) according to the contractual terms of the loan
agreement. The Company reviews all non-homogenous loans
individually for impairment. Homagenous pools that the Company
does not review individually for impairment include mortgage
loans secured by single-family real estate and SBA loans where
the Bank’s unguaranteed exposure is $500,000 or less. The
measurement of impairment may be based on (i) the present value
of the expected future cash flows of the impaired loan discounted
at the original effective interest rate of the loan, (ii) the observable
market price of the impaired loan, or (i) the fair value of the
collateral of a collateral-dependent loan. The amount by which the
recorded investment of the loan exceeds the measure of the
impaired loan is recognized by recording a valuation allowance
with a corresponding charge to the provision for credit losses.
Income recognition on impaired loans is similar to that for non-
accrual loans but can include the accrual of interest. The accrual of
interest is normally followed for those impaired loans which have
been restructured with the borrower servicing the debt pursuant
to the contractual terms of the restructuring. While a loan is on
non-accrual status, some or all of the cash interest payments
received may be treated as interest income on a cash basis as
long as the remaining book balance of the loan (i.e., after charge-
off of identified losses, if any) is deemed to be fully collectible.
The Bank's determination as to the ultimate collectibility of the
remaining book balance of the loan is supported by a current, well
documented credit evaluation of the borrower’s financial con-
dition and prospects for repayment, including consideration of the

borrower’s historical repayment performance and other relevant
factors.

Loan Origination Fees: Loan origination fees and commitment
fees (offset by certain direct loan origination costs), are deferred
and recognized in income over the contractual life of the loan as
an adjustment of yield.

Premises and Equipment: Premises and equipment are stated at
historical cost less accumulated depreciation or amortization.
Depreciation is computed utilizing the straight-line method over
the estimated lives of the assets which range from three to
25 years. Amortization of leasehold improvements is computed
utilizing the straight-line method over the shorter of the estimated
useful life of the assets or the terms of the respective leases. The
lease term is defined as the original lease term plus option
pericds with a maximum of 15 years unless there is a reason to
believe that the premises will be vacated prior to the end of the
lease term.

Other Real Estate Owned: OREQ is comprised of real estate ac-
quired through foreclosure proceedings. These assets are initially
recorded at fair value minus selling costs of the related real estate.
The fair value of the real estate is based upon an appraisal ad-
justed for estimated carrying and selling costs. The excess carry-
ing value, if any, over the fair value of the asset upon foreclosure is
charged to the allowance for credit losses at the time of acquis-
ition. Any subsequent decline in the fair value of OREQ is recog-
nized as a charge to operations and a corresponding increase to
the valuation allowance on OREO. Gains and losses from sales and
net operating expenses of OREQ are included in net other real
estate owned expense (income) in the accompanying consclidated
statements of income.

Real Estate Held for Investment: The Bank is a limited partner in
three different partnerships that invest in low income housing
projects that qualify for federal income tax credits. As further dis-
cussed in note 8 of the notes tc consolidated financial statements,
the partnership interests are accounted for based on the percent-
age ownership and control exerted by the Company over the
partnerships. The three partnership investments are accounted for
as follows: the cost method, a method which approximates the
equity method, and a method resulting in approximately the same
treatment as if the investment had been consolidated.

Other Investments: This asset category includes the partnership
interests owned by GBC Venture Capital, Inc., all of which are car-
ried under the equity method. Also included in other investments
are investments made by the Bank in corporations responsible for
lending activities qualifying under, among other things, the Com-
munity Reinvestment Act. These investments are accounted for by
the cost method or equity method, as appropriate. As of Dec-
ember 31, 2001, other investments included a partnership interest
in an aircraft finance trust ("AFT”) owned by the Bank and ac-
counted for under the equity method. The balance of the net in-
vestment in AFT was written off in the fourth quarter, 2002.

Goodwill and Other Intangible Assets: Goodwill represents the
excess of costs over fair value of assets of businesses acquired.
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The Company adopted the provisions of SFAS No. 142, Gooduwill
and Other Intangible Assets, as of January 1, 2002. Goodwill and
intangible assets acquired in a purchase business combination
and determined to have an indefinite useful life are not amortized,
but instead tested for impairment at least annually in accordance
with the provisions of SFAS No. 142. SFAS No. 142 also requires
that intangible assets with estimable useful lives be amortized
over their respective estimated useful lives to their estimated re-
sidual values, and reviewed for impairment in accordance with
SFAS No. 144, Accounting for Impairment or Disposal of tong-
Lived Assets.

Prior to the adoption of SFAS No. 142, goodwill was amortized on
a straight-line basis over the expected periods to be benefited,
and assessed for recoverability by determining whether the amor-
tization of the goodwill balance over its remaining life could be
recovered through undiscounted future operating cash flows of
the acquired operation. As of December 31, 2002, the net carrying
value of the core deposit premium intangible was $819,000. This
intangible is being amortized over a 5-year period estimated to be
the useful life. The amortization expense for 2002, 2003, 2004,
2005, 2006 and 2007 is $145,000, $193,000, $193,000, $193,000,
$193,000 and $47,000, respectively, subject to impairment review.
As of December 31, 2001, there were no intangible assets. Good-
will of $4,515,000 and the core deposit premium intangible, both
of which are included in accrued interest receivable and other
assets, resulted from the acquisition of Liberty Bank and Trust on
February 28, 2002. (See also Note 22, following.)

Foreign Currency Translation: Assets and liabilities of the foreign
office in Taipei are translated to U. S. dollars at current exchange
rates. income and expense amounts are translated based on the
average current exchange rates in effect during the month in
which the transactions are recorded. These translation adjust-
ments are included in accumulated other comprehensive income
of the accompanying consolidated balance sheets.

Earnings (Loss) Per Share: Basic earnings per share is determined
by dividing net income/(loss) by the weighted average number of
shares of common stock outstanding, while diluted earnings (loss)
per share is determined by dividing net income by the weighted
average number of shares of common stock outstanding adjusted
for the dilutive effect of common stock equivalents. In the case of
a loss from aperations, no commaen stock equivalents are included
in the computation of the diluted loss per share.

Stock Option Plans: On January 1, 1996, the Company adopted
Statement of Financial Accounting Standards (“SFAS") No. 123,
Accounting for Stock-Based Compensation, which permits entities
to recognize as expense over the vesting period the fair value of
all stock-based awards on the date of grant. Compensation ex-
pense is recorded on the date of grant only if the current market
price of the underlying stock exceeds the exercise price. SFAS
No. 123 also allows entities to continue to apply the provisions of
APB Opinion No. 25, Accounting for Stock Issued to Employees,
and provide pro forma net income and pro forma earnings per
share disclosures for employee stock option grants made in 1995
and future years as if the fair-value-based method defined in SFAS
No. 123 had been applied. The Company has elected to continue

to apply the provisions of APB Opinion No. 25 and provide the
pro forma disclosure provisions of SFAS No. 123.

The Company applies APB QOpinion No. 25 in accounting for its
stock option plans and, accordingly, no compensation cost has
been recognized for the fair value of the options granted in the
consolidated financial statements. Had the Company determined
compensation cost based on the fair value at the grant date for its
stock options under SFAS No. 123, the Company's net (loss) / in-
come and (loss) / earnings per share ("EPS") would have been
changed to the pro forma amounts indicated below:

2002 2001 2000
(in thousands, except per share data)
Net (Loss) Income as Reported $(5,790)  $32,602 $38.476
Stock-based Employee Compensation
Expense Included in Reported Net
Income, Net of Related Tax Effects 971 817 473
Pro Forma Net (Loss)/Income $(6,761) $31,785 $38,003
EPS as Reported—Basic $ (050 §$ 279 $ 333
EPS as Reported—Diluted $ (0.50) $ 278 $ 326
Pro Forma EPS—Basic $ @58 §$ 272 $ 329
Pro Forma EPS—Diluted $ (0.58) $ 271 § 322

The Black-Scholes model was utilized for purposes of the option
pricing. The volatility of 39.3%, 36.7% and 34.3%, for the options
granted in 2002, 2001 and 2000, respectively, was based on histor-
ical weekly closing prices and historical annual dividend rates. The
expected life of the options ranged from 1 month to 10 years. The
dividend yield was 2.48%, 1.63% and 1.02% for 2002, 2001 and
2000, respectively. The risk-free interest rate which is based on the
treasury bill/note rate, was 1.7%, 2.8% and 5.2% for options
granted during 2002, 2001 and 2000, respectively. The weighted
average fair value at date of grant for options granted during
2002, 2001 and 2000 was $5.89, $4.89 and $4.25, respectively.

Pro forma net (loss)/income does not reflect options granted
under the contingent stock option plan as the options will become
exercisable only upon the occurrence of certain triggering events,
the dates of which cannot be determined.

Income Taxes: The Company files a consolidated federal income
tax return with its subsidiaries, a combined California franchise tax
return, New York State and City tax returns and Excise tax returns
for the state of Massachusetts.

For the tax year 2002, the Bank intends to file a separate return
with the California Franchise Board for its real estate investment
trust subsidiary (the "REIT”). For the year 2001, the Bank filed a
separate return with the California Franchise Board for the REIT.

The Company records income taxes under the asset and liability
method. Income tax expense is derived by establishing deferred
tax assets and liabilities as of the reporting date for the estimated
future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates in effect for the
year in which those temporary differences are expected to be
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recovered or settled. The effect on deferred tax assets and li-
abilities of a change in tax rates is recognized in income in the
period that includes the enactment date. The Company’s evalua-
tion of the realizability of deferred tax assets includes consid-
eration of the amount and timing of future reversals of existing
temporary differences, as well as available taxable income in carry
back years and projections of future income. Tax benefits asso-
ciated with the exercise of non-qualified stock options are cred-
ited to stockholders’ equity.

Consolidated Statements of Cash Flows: Cash and cash equiv-
alents consist of cash and due from banks, federal funds sold and
securities purchased under agreements to resell with original
maturities of three months or less.

Derivatives: On January 1, 2001, the Company adopted the provi-
sions of SFAS No. 133, "Accounting for Derivative Instruments and
Hedging Activities”, as amended. This standard obligates the
Company to record all derivatives at fair value on the balance
sheet, and permits the Company to designate derivative instru-
ments as being used to hedge changes in fair value or changes in
cash flows. Changes in the fair value of derivatives that offset
changes in cash flows of hedged items are recorded initially in
other comprehensive income. Amounts recorded in other compre-
hensive income are subsequently reclassified into earnings during
the same period in which the hedged items affects earnings. If a
derivative qualifies as a fair value hedge, then changes in fair
value of the hedging derivative are recorded in earnings and are
offset by changes in fair value attributable to the hedged risk of
the hedged item. Any portion of the changes in the fair value of
derivatives designated as hedge that is deemed ineffective is
recorded in earnings along with changes in the fair value of de-
rivatives with no hedge designation.

Upon the implementation of SFAS No. 133, a transition adjust-
ment of $8,561,000 was recorded. The transition adjustment is
presented net of tax in the amount of $4,962,000 as a cumulative
effect of a change in accounting principle in the Company’s con-
solidated statements of operations.

As of December 31, 2002, no hedge designation was specified for
the outstanding derivatives. The Company has received rights to
acquire stock in the form of warrants as an adjunct to its high
technology banking relationships. Most of these warrants contain
cashless exercise provisions thereby qualifying them as derivatives
under SFAS No. 133. The warrants that qualify as derivatives are
carried at fair value and are included in other assets on the con-
solidated balance sheets with the change in fair value included in
current period earnings. The Black-Scholes model is utilized for
purposes of the computation of fair value.

Segment Information and Disclosures: GAAP establishes stand-
ards to report information about operating segments in annual
financial statements and requires reporting of selected
information about operating segments in interim reports to stock-
holders. It also establishes standards for related disclosures about
products and services, geographic areas and major customers.
The Company has concluded it has one segment.

Recent Accounting Developments: In June 2001, FASB issued
SFAS No. 143, Accounting for Asset Retirement Obligations. SFAS
No. 143 requires the Company to record the fair value of an asset
retirement obligation as a liability in the period in which it incurs a
legal obligation associated with the retirement of tangible long-
lived assets that result from the acquisition, construction, develop-
ment, and/or normal use of the assets. The Company alsc records
a corresponding asset that is depreciated over the life of the as-
set. Subsequent to the initial measurement of the asset retirement
obligation, the obligation will be adjusted at the end of each
period to reflect the passage of time and changes in the esti-
mated future cash flows underlying the obligation. The Company
is required to adopt SFAS No. 143 on January 1, 2003. The adop-
tion of SFAS No. 143 is not expected to have a material effect on
the Company’s financial statements.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB
Statements No. 4, 44 and 64, Amendment of FASB Statement
No. 13, and Technical Corrections. SFAS No. 145 amends existing
guidance on reporting gains and {osses on the extinguishment of
debt to prohibit the classification of the gain or loss as extra-
ordinary, as the use of such extinguishments have become part of
the risk management strategy of many companies. SFAS No. 145
also amends SFAS No. 13 to require sale-leaseback accounting for
certain lease modifications that have economic effects similar to
sale-leaseback transactions. The provisions of the Statement re-
lated to the rescission of Statement No. 4 is applied in fiscal years
beginning after May 15, 2002. Earlier application of these provi-
sions is encouraged. The provisions of the Statement related to
Statement No. 13 were effective for transactions occurring after
May 15, 2002, with early application encouraged. The adoption of
SFAS No. 145 is not expected to have a material effect on the
Company's financial statements.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities. SFAS No. 146 ad-
dresses financial accounting and reporting for costs associated
with exit or disposal activities and nullifies Emerging Issues Task
Force (EITF) Issue 94-3, Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity. The
provisions of this Statement are effective for exit or disposal activ-
ities that are initiated after December 31, 2002, with early applica-
tion encouraged. The adoption of SFAS No. 146 is not expected
to have a material effect on the Company’s financial statements.

in November 2002, the FASB issued Interpretation No. 45, Guaran-
tor's Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness to Others, an inter-
pretation of FASB Statements No. 5, 57 and 107 and a rescission
of FASB Interpretation No. 34. This Interpretation elaborates on
the disclosures to be made by a guarantor in its interim and
annual financial statements about its obligations under guarantees
issued. The Interpretation also clarifies that a guarantor is required
to recognize, at inception of a guarantee, a liability for the fair
value of the obligation undertaken. The initial recognition and
measurement provisions of the Interpretation are applicable to
guarantees issued or modified after December 31, 2002 and
are not expected to have a material effect on the Company's
financial statements. The disclosure requirements are effective for
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financial statements of interim and annual periods ending after
December 15, 2002.

In December 2002, the FASB issued SFAS No. 148, Accounting for
Stock-Based Compensation—Transition and Disclosure, an
amendment of FASB Statement No. 123. This Statement amends
FASB Statement No. 123, Accounting for Stock-Based Compensa-
tion, to provide alternative methods of transition for a voluntary
change to the fair value method of accounting for stock-based
employee compensation. In addition, this Statement amends the
disclosure requirements of Statement No. 123 to require prom-
inent disclosures in both annual and interim financial statements.
Certain of the disclosure modifications are required for fiscal years
ending after December 15, 2002, and are included in the notes to
these consolidated financial statements.

In January 2003, the FASB issued Interpretation No. 46, Con-
solidation of Variable Interest Entities, an Interpretation of ARB
No. 51. This Interpretation addresses the consclidation by busi-
ness enterprises of variable interest entities as defined in the
interpretation. The Interpretation applies immediately to variable
interests in variable interest entities created after January 31,
2003, and to variable interests in variable interest entities obtained
after January 31, 2003. For public enterprises, such as the Com-
pany, with a variable interest in a variable interest entity created
before February 1, 2003, the Interpretation applies to that enter-
prise no later than the beginning of the first interim or annual
reporting period beginning after June 15, 2003. The application of
this Interpretation is not expected to have a material effect on the
Company’s financial statements. The Interpretation requires cer-
tain disclosures in financial statements issued after January 31,
2003, if it is reasonably possible that the Company will consolidate
or disclose information about variable interest entities when the
Interpretation becomes effective.

NOTE 2—CASH AND DUE FROM BANKS

The Company is required to maintain cash on hand and on
deposit to meet reserve requirements established by the Federal
Reserve Bank. Average reserve requirements were $0.4 million and
$0.3 million during 2002 and 2001, respectively.

NOTE 3—SECURITIES PURCHASED UNDER AGREEMENTS
TO RESELL

As of December 31, 2002 and 2001, securities purchased under
agreements to resell were collateralized by single family resi-
dential loans and commercial paper all of which constituted over-
night lending. The collateral is held in custody of a trustee who is
not a party to the transaction. The following table indicates in-
formation relating to securities purchased under agreements to
resell all of which were overnight maturities:

2002 2001
{dollars in thousands)
Amount Qutstanding, as of December 31 $120,000 $75,000
Maximum Month End Amount Qutstanding 120,000 90,000
Average Outstanding for the Year 75,192 53,967
Weighter Average Rate of Interest 1.76% 3.99%
Weighted Average Rate of Interest, as of
December 31 1.42% 1.97%
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NOTE 4—SECURITIES

The amortized cost, gross unrealized gains, gross unrealized losses and fair value of securities as of December 31, 2002 and 2001, were as

follows:
Gross Gross
Amortized Unrealized Unrealized Fair
December 31, 2002 Cost Gains Losses Value
{in thousands)
Securities Available-for-Sale
State and Municipal Securities $ 2227 $ 52 $ — $ 2273
U. S. Treasuries 1,066 52 — 1,118
U.S. Government Agencies 61,964 3,606 — 65,570
Mortgage Backed Securities 493,815 11,826 57 505,584
Commercial Mortgage Backed Securities 103,837 4,928 o 108,765
Corporate Notes 40,468 653 — 41,121
Collateralized Mortgage Obligations 309,835 3,525 64 313,296
Asset Backed Securities 19,374 576 — 19,950
FHLB Stock 18,020 — — 18,020
Totel $1,050,600 $25,218 $ 121 $1,075,697
Trading Account Securities
Equity Issues $ — $ — $ — % 1
Total $ — $ — $ — $ 1
Gross Gross
Amortized Unrealized Unrealized Fair
December 31, 2001 Cost Gains Losses Value
(in thousands)
Securities Available-for-Sale
U.S. Government Agencies $ 100,877 $ 1,614 $ 237 $ 102,254
Mortgage Backed Securities 302,827 2,212 1,963 303,076
Commercial Mortgage Backed Securities 166,332 4,879 848 170,363
Corporate Notes 87,530 4446 — 91,976
Collateralized Mortgage Obligations 308,299 6,176 697 313,778
Asset Backed Securities 102,334 2,588 — 104,922
FHLB Stock 12,620 — — 12,620
Total $1,080,819 $21,915 $3,745 $1,098,989
Trading Account Securities
Equity lssues $ — $ — $ — % 31
Total $ — $ — 8 — 3 31

As of December 31, 2002 and 2001, the yield on collateralized
mortgage obligations available-for-sale was 5.90% and 6.29%,
respectively.

As of December 31, 2002 and 2001, the yield on the asset backed
securities available-for-sale was 8.27% and 6.81%, respectively.

Trading account revenue is income earned on securities classified
as trading account securities. GBC Venture Capital, Inc. ("Venture

Capital”) receives equity securities which it holds as trading secur-
ities from two sources: a distribution from venture capital funds in
which it invests and the exercise of warrants acquired through the
lending operations of General Bank, its affiliate. The mark to mar-
ket and disposition of these securities results in trading account
revenue. For the years ended December 31, 2002, 2001 and 2000,
the change in net unrealized holding gains/(losses) that is included

.in trading account revenue is $12,000, $(4,605,000) and $3,435,000,

respectively.
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The following table discloses proceeds received and gross gains/(losses) recognized from the sale of available-for-sale securities for the

years as indicated:

2002 2001 2000
Security Classification Proceeds Gain (Loss) Proceeds Gain (Loss) Proceeds Gain (Loss)
(in thousands)
Available-for-Sale $216,350 $10,127 $— $116,229 $6,844 $(131) $201,021 $55 $(10,396)

The amortized cost and fair value of securities as of December 31,
2002, by contractual maturity, are shown below. Expected matur-
ities may differ from contractual maturities because borrowers may
have the right to call or prepay obligations with or without call or
prepayment penalties. {The Federal Home Loan Bank stock is
included in the due in one year or less category.)

Securities Available-for-Sale

Amortized Fair
Cost Value

{in thousands)
Due in One Year or Less $ 40,058 $ 40,295
Due After One Year Through Five Years 80,772 84,845
Due After Five Years Through Ten Years 73,592 75,545
Due After Ten Years ) 856,178 875,012
Total $1,050,600 $1,075,697

The following table summarizes the aggregate amortized cost and
fair value of securities of any one issuer which exceeds tén percent
of stockholders’ equity as of December 31, 2002. Securities issued
by the U.S. government are not included:

Book Fair
Issuer Value Value

(in thousands)

Credit Suisse First Boston $19,674 $20,733
Lehman Brothers Inc. 29,980 30,169
Merrill Lynch Mortgage Investors Inc. 21,603 22,492

Total $71,257 $73,394

The above includes corporate notes. The rating for corporate
notes is single-A.

As of December 31, 2002 and 2001, the fair value of securities
from the available-for-sale portfolio were pledged for purposes as
indicated in the following table:

December 31,
2002 2001

(in millions)
Borrowings from Federal Reserve Bank $ 320 $ 160
Public Time Deposits — 154.3
Borrowings from the Federal Home Loan Bank 3367 2417
Qther Purposes . 109 106
Total $379.6 $422.6

NOTE 5—LOANS AND LEASES AND ALLOWANCE FOR
CREDIT LOSSES

The composition of the Company’s loan portfolic and leveraged
leases as of December 31, 2002 and 2001, was as follows:

2002 2001

(in thousands)
Commercial $ 386,083 $ 495,681
Real Estate—Construction 301,376 234,860
Real Estate—Conventional 471,454 364,567

Instaliment 174 101

Other Loans 30,399 20,345
Leveraged Leases 9,142 17,335
Total $1,198,628 $1,132,889
Less: Allowance for Credit Losses (25,534) (23,656)
Deferred Loan Fees (6,595) {7,600}

Loan and Leases, Net $1,166,499 $1,101,633

Residential construction loans are collateralized primarily by single
family residences, condominiums, townhouses and multi-family
buildings; non-residential construction loans are primarily collater-
alized by properties intended for office use. Conventional real
estate loans are collateralized primarily by single family resi-
dences, multi-family residences, commercial and industrial build-
ings, motels and hotels and land.

In the ordinary course of business, the Bank has granted loans to
certain executive officers and directors and the companies with
which they are associated. In the opinion of management, the
loans were made on substantially the same terms, including inter-
est rates and collateral requirements, as those prevailing at the
time of origination for comparable transactions with other custom-
ers and did not involve more than the normal risk of collectibility
or present other unfavorable features. The following provides in-
formation regarding the aggregate indebtedness of related par-
ties:

December 31,

2002 2001 2000

(in thousands)
Balance at Beginning of Year $1,230 $1,518  $3,207
New Loans and Advances : 2,649 1,274 1,082
Repayments (1,326) (1,562) (2,771}
Balance at End of Year $ 2,553 $1,230 $1,518

The related parties indebtedness for the above three-year pre-
sentation has been adjusted to take into account an employee
becoming an executive officer in 2001. The related indebtedness
was originated in 1998.
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As of December 31, 2002, leveraged leases is comprised of one
aircraft leveraged lease. In December 1996, the Company pur-
chased a leveraged lease on a Boeing 737 with a fair value of
$24.2 million and a remaining estimated economic life of 30 years.
The lease term is through the year 2012. The Company’s original
equity investment was $5.2 million. As of December 31, 2002, the
carrying value was $9.1 million. As of December 31, 2002, the air-
craft is subject to $12.9 million of third-party financing in the form
of long-term debt that provides for no recourse against the Com-
pany and is secured by a first lien on the aircraft. The residual
value at the end of the lease term is estimated to be $7.6 million,
as of December 31, 2002, unchanged from prior years. The re-
sidual value is supported by an independent appraisal reported
on January 2, 2003.

In the fourth quarter of 2002, the Company recorded the write-off
of its ownership interest in a leveraged lease of a Boeing 737 air-
craft leased by United Airlines. The book value of this leveraged
lease at the time of write-off was $8.2 million. $7,766,000 was
charged to the allowance for credit losses and $456,000, represent-
ing the direct costs of the lease acquisition in 1997, was charged
to non-interest expense.

For federal income tax purposes, the Company has the benefit of
tax deductions for depreciation on the entire leased asset and for
interest paid on the long-term debt. Deferred taxes are provided
to reflect the temporary differences associated with the leveraged
leases.

The Company’s net investment in leveraged leases is composed of
the following elements:

Home Loan Bank for the outstanding advances under the line of
credit and outstanding letters of credit.

A summary of activity in the allowance for credit losses is as fol-
lows:

2002 2001 2000
(in thousands)

Balance at Beginning of Year $ 23,656 $19,426 $19,808

Provision for Credit Losses 76,364 20,100 1,200

Charge-offs (74,447) (17,327) (4,350)

Recoveries 364 1,457 2,808
Reclass of Off-Balance Sheet Credit

Exposure (403) — —

Balance at End of Year $ 25,534 $ 23,656 $19,426

The following table provides information with respect to the
Company's past due loans, non-accrual loans and restructured
loans, as of the dates indicated:
December, 31
2002 2001 2000

{in thausands)

Loan 90 Days or More Past Due and

Still Accruing $ 900 $ 1,730 $ 2,217
Non-accrual Loans 24,770 24,940 14,823
Restructured Loans 666 1,706 4,978

Total Past Due, Non-accrual and

Restructured Loans $26,336 $28,376 $22,018

The effect of non-accrual loans outstanding as of year-end on inter-
est income for the years 2002, 2001 and 2000 is presented below:

Rentals Receivable (Net of Principal and Interest
on the Nonrecourse Debt)

December 31, 2002 2001 2000
2002 2001 (in thousands}

(in thousands) Contractual Interest Due $2,026 $ 3,329 $2,043

Interest Recognized (1,340) (2,085) (1,606)

$ 5813 $10,937 Net interest Foregone .5 686 $1,244 $ 437

Direct Cost 409 940

Estimated Residual Value of Leased Assets 7,600 13,700
Less: Unearned and Deferred Income (4,680) (8,242)
Investment in Leveraged Leases 2142 17,335
Less: Deferred Taxes Arising from Leveraged
Leases (11,820) (14,352)
Net Investment in Leveraged Leases $ (2,678) $ 2,983

The deferred taxes indicated in the above table includes the
United Airlines lease. Because of the write-off of the ownership
interest in the United Airlines lease as discussed above, there
results a negative investment in leveraged leases, as of Dec-
ember 31, 2002.

During 2002, pre-tax interest income recognized for leveraged
leases was $391,000, all of which related to the two aircraft leases
discussed above. Pre-tax income recognized for leveraged leases
during 200t and 2000 was $558,000 and $672,000, respectively.

As of December 31, 2002 and 2001, approximately $54.5 million
and $73.2 million of real estate loans were pledged to the Federal

Contractual interest due is based on original lcan amounts. Any
partial charge-offs are not considered in the determination of con-
tractual interest due.

The effect of restructured loans outstanding as of year-end on in-
terest income for the years ended December 31, 2002, 2001 and
2000 is presented below:

’ 2002 2001 2000

(in thousands}

Contractual Interest Due $69 $218 $ 968
Interest Recognized 99) (199) (684)
Net Interest (Earned)/Foregone $(30) $ 19 $ 284

.

There were no commitments to lend additional funds to the bor-
rower associated with the restructured loans as of December 31,
2002.
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The following table discloses pertinent information as. it relates to
the Company's impaired loans as of and for the years indicated:

As of and for the Year Ended
December 31,

The Company conducts a portion of its operations in leased facili-
ties under non-cancelable operating leases expiring at various
dates through 2010. The following summarizes the Company's fu-
ture minimum lease commitments as of December 31, 2002:

2002 2001 2000 Year
{in thousands) {in thousands)
Recorded Investment with Related 2003 $ 2,808
Allowance $16,922 $28,734 $ 9,598 2004 2,982
Recorded Investment with no Related 2005 2,409
Allowance — 273 3,778 2006 2,160
Total Recorded Investment 16922 29007 13376 2907 1,958
Allowance on Impaired Loans (3,702 (5.224) (2.626) ~ Ihereafter 1,866
Net Recorded Investment in w
Impaired Loans $13,220 $23,783 $10,750

Average Total Recorded Investment in Net rental expense included in occupancy expense was
Impaired Loans $24,584 $23,516 $20,431 $2,994,000, $2,625,000 and $2,416,000, for the years ended Dec-

Interest Income Recognized $ 57 $ 239 $ 1,222 ember 31, 2002, 2001 and 2000, respectively.

Of the amount of interest income recognized in 2002, 2001 and
2000, no interest was recognized under the cash basis method.

As of December 31, 2002 and 2001, the Bank was servicing approx-
imately $0.7 million and $1.3 million of residential loan mortgages,
respectively, on behalf of third party investors.

NOTE 6—PREMISES AND EQUIPMENT

A summary of premises and equipment is as follows:

December 31,
2002 2001

(in thousands)

Land $ 1,246 $ 1,246
Bank Premises 1,504 1,504
Leasehold Improvements 2,926 2,555
Furniture, Fixtures and Equipment 12,047 10,936
17,723 16,241

Less: Accumulated Depreciation and Amortization (11,437) (9,859)
Total $ 6,286 $ 6,382

The range of estimated depreciable lives is twenty-five years for
bank premises, five to fifteen years for leasehold improvements
and three to five years for furniture, fixtures and equipment.
Depreciation expense for the years ended December 31, 2002,
2001 and 2000 amounted to $1,598,000, $1,242,000 and
$1,291,000, respectively.

NOTE 7—OTHER REAL ESTATE OWNED

As of December 31, 2002, there was no other real estate owned on
the books of the Company. As of December 31, 2001, other real
estate owned ("OREQ") consisted of one property representing a
retail facility with a net carrying value of $0.4 million located in the
Los Angeles area.

A summary of activity in the valuation allowance is as follows for
the years indicated:

2002 2001 2000
(in thousands)
Balance at Beginning of year $420 $891 $3015
Provision Charged to Operations — — 389
Dispositions (420) 471 (2,513)
Balance at End of Year 0 420 $ 891

For the years ended December 31, 2002, 2001 and 2000, net other
real estate owned (income) was comprised of the following:

2002 2001 2000

(in thousands)

Net Gain on Sale of Other Real Estate

Owned $(108)  $(475)  $(1,841)
Provision for Losses on Other Real Estate
Owned —_ —_ 389
Net Operating Expenses (23) 78 143
Net Other Real Estate Qwned (Income)
Expense $131)  $397)  $(1,309)

NOTE 8—REAL ESTATE HELD FOR INVESTMENT

Real estate held for investment ("REI") at December 31, 2002 and
2001 was comprised of investments in low income housing proj-
ects.

As of December 31, 2002, the Company owned interests-in two
limited partnerships, for which it is reasonably possible that the
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limited partnerships may be construed to be variable interest enti-
ties subject to consolidation under Interpretation No. 46. Both of
these investments were formed for the purpose of investing in
low-income housing projects, which qualify for federal low-income
housing tax credits and/or California tax credits. At December 37,
2002, the carrying amount of those investments in real estate was
$1.5 million. As of December 31, 2002, the Company had fully sat-
isfied all capital commitments required under the respective lim-
ited partnership agreements. The Company is not liable for the
debts, liabilities, contracts, or any other abligation of these limited
partnerships under the terms of the respective limited partnership
agreements. The Company has not completed its analysis to de-
termine the impact to the Company of adopting Interpretation
No. 46, which for the Company will be in the third quarter of 2003.
However, the Company expects that the adoption will not have a
material impact on the Company’s results of operations or finan-
cial position. The following table identifies the pertinent details of
the three projects as of December 31, 2002 and 2001:

December 31,

% Date 2002 2001

Project Name Ownership Acquired Amount Amount

{dollars in thousands)

Liberty 71%  Mar-90 $ — $ —
Greenview 99.0% Sep-92 1,400 1,961
Las Brisas 49.5% Dec-93 84 168

Total $1,484 $2,129

The method of accounting for the Greenview investment approx-
imates the results if the investment were consolidated. A $1.4 mil-
lion first deed of trust on the Greenview property is included in
accrued expenses and other liabilities on the Company's con-
solidated balance sheet. As of December 31, 2002, the cost basis
of the project has been fully amortized to coincide with the period
of the tax credits. The cost method is used for the investment in
Liberty, with the investment being amortized over the remaining
period that tax credits will be received. As of December 31, 2001,
the Liberty project was fully amortized with a net carrying value of
zero. A method approximating the equity method is used for the
Las Brisas investment.

Expenses incurred for REl, consisting entirely of the amortization
of the investment balances, and included in other expense, were
$645,000, $1,697,000 and $1,697,000, for the years ended 2002,
2001 and 2000, respectively.

NOTE 9—OTHER INVESTMENTS

As of December 31, 2002 and 2001, other investments totaled
$7.5 million and $11.5 million, respectively. Included in the bal-
ance as of December 31, 2002 and 2001 are investments in various
venture capital funds which in turn invest in technology compa-
nies, amounting to $7.0 million and $8.7 million, respectively.
There is no significant contribution or interest in any one fund.
Also included in other investments was a 10% equity interest in an
aircraft finance trust ("AFT"). In December 2002, management
concluded, based primarily on the United Airlines bankruptcy, that
the equity interest in AFT was impaired. Accordingly, the then

carrying value of the investment was written off to non-interest
income in the amount of $2.7 million. As of December 31, 2001 the
10% equity interest in AFT totaled $2.3 million net of a valuation
reserve of $3.8 million. The valuation reserve represented 10% of
the other comprehensive loss for AFT, which was primarily the
result of the implementation of SFAS No. 133.

The equity accounting for the venture capital funds includes the
operating results of the fund, together with the unrealized losses
on the portfolio of a fund when such unrealized losses are below
the cost basis of the fund’s investment. No unrealized gains of an
individua! fund's portfolio are recorded.

Finally, included in the category of other investments are invest-
ments made by the Bank in corporations responsible for lending
activities qualifying under, among other things, the Community
Reinvestment Act, totaling $0.5 million as of December 31, 2001
and 2000. Such investments are accounted for by the cost method
or equity method, as appropriate.

NOTE 10—DEPOSITS

The Bank obtains deposits primarily through a network of 18 full
service branches located in the state of California, primarily,
southern California, one full service branch in the state of
Washington and two branches in Boston, Massachusetts. The
Boston branches were acquired as a result of the acquisition by
the Bank of Liberty Bank and Trust consummated in the first quar-
ter of 2002. (Reference also note 22, "Other Matters”, following.)
Deposits obtained by the Bank are insured by the Bank Insurance
Fund of the Federal Deposit Insurance Corporation up to a max-
imum of $100,000 for each depositor.
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The following table sets forth the average amount, the ratio to total average deposits and the average rate paid on each of the foHowmg
deposit categories for the year ended December 31, 2002, 2001 and 2000

2002 2001 2000
Weighted Weighted Weighted
Average Average Average Average Average Average
Amount Ratio Rate Amount Ratio Rate Amount Ratio Rate
) (dollars in thousands)
Deposits
Noninterest-Bearing
Demand Deposits § 227,065 11.92% —% $ 195,929 11.45% —% $ 190,863 11.67% —%
Interest-Bearing Demand
Deposits 538,704 28.29 1.43 367,412 21.48 2.00 395,362 2418 3.53
Saving Deposits 94,552 496 112 70,897 414 1.21 74,324 4.55 246
Time Deposits 1,044,182 54.83 2.63 1,076,578 62.93 4.58 974,346 59.60 5.45
Total $1,904,503 100.00% 2.16% $1,710,816 100.00% 3.80% $1,634,895 100.00% 4.77%

The aggregate dollar amount of time deposits in denominations
of $100,000 or more at December 31, 2002 and 2001 was $879.5
million and $920.6 million, respectively.

As of December 31, 2002, the Bank had brokered deposits of
$3.9 million, with various maturities, with the last maturity in May
2004. It is not the intent of the Bank to accept brokered deposits
in the future.

During 2002 and 2001, the Bank accepted deposits from the State
of California. As of December 31, 2002, the deposits had not been
renewed. As of December 31, 2001 these deposits totaled
$140.0 million. The Company believes that the majority of its de-
posit customers have strong ties to the Bank. Although the Com-
pany has a significant amount of time certificates of deposit of
$100,000 or more having maturities of one year or less, the depos-
itors have generally renewed their deposits in the past at their
maturity. Accordingly, the Company believes its deposit source to
be stable.

Deposits outstanding as of December 31, 2002, mature as follows:

Amount

(in thousands)

Immediately Withdrawable $ 882,706
Year Ending December 31:
2003 926,386
2004 93,464
2005 1,461
- 2006 26
2007 —
2008 100
Total Deposits $1,904,143

NOTE 11—OTHER BORROWINGS

As of December 31, 2002 and 2001, the Bank had obtained ad-
vances from the Federal Home Lcan Bank of San Francisce (the
“FHLB") totaling $322.4 million and $252.4 million, respectively.
The following relates to these advances as of December 31, 2002
and 2001:

2002 2001
Weighted Weighted
Average Average
Interest Interest
Maturity Amount Rate Amount Rate
(doltars in thousands) _
Within 90 days $ 25,000 487% % — —
91 days to 365 days 170,400 3.78% 25,000 4.93%
> 1-2 years 127,000 4.18% 195,400 3.92%
> 2-3 years — — 32,000 5.07%
$322,400 4.02% $252,400 4.16%

The advances from the FHLB as of December 31, 2002 and 2001
were collateralized by securities available-for-sale and real estate
mortgage loans as well as the required investment in he stock of
the FHLB. The approximate carrying value of the securities and
loans as of December 31, 2002 and 2001, was $391.2 million and
$314.8 million, respectively. The carrying value of the FHLB stock
was $18.0 miltion and $12.6 miflion, as of December 31, 2002 and
2001, respectively. In addition to collateralizing the advances, the
above mentioned securities and loans alsc collateralized out-
standing letters of credit.

The Bank has an available line of credit up to 25% of its assets sub-
ject to appropriate collateral. As of December 31, 2002, based on
current securities and loans pledged, the Company had $27.2 mil-
lion of unused line of credit available with the FHLB.

On July 30, 1997, the Company issued, through a public offering,
$40 millicn of 8.375% subordinated notes due August 1, 2007.
Proceeds of $38.7 million, net of underwriting discount of $1.3 mil-
lion, were received by the Company. The discount is amortized
over the 10 years life of the subordinated notes. The notes were
not redeemable prior to August 1, 2002. Thereafter, the notes are
redeemable, in whole or in part, at the option of the Company at
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decreasing redemption prices plus accrued interest to the date of
redemption. The nates have no sinking fund. The indenture (the
“Indenture”) under which the notes are issued does not limit the
ability of the Company or its subsidiaries to incur additional in-
debtedness. The Indenture provides that the Company cannot pay
cash dividends or make any other distribution on, or purchase,
redeem or acquire its capital stock, except that the Company may
(1) declare and pay a dividend in capital stock of the Company
and (2) declare and pay dividends, purchase, redeem or otherwise
acquire for value its capital stock or make other distributions in
cash or property other than capital stock of the Company if the
amount of such dividend, purchase or distribution, together with
the amount of all previous such dividends, purchases, re-
demptions and distributions of capital stock after December 31,
1996, would not exceed in the aggregate the sum of (a) $38 mil-
lion, plus (b) 100% of the Company’s consolidated net income (or
minus 100% of the Company's consolidated net loss, as the case
may be), based upon audited consolidated financial statements,
plus (c) 100% of the net proceeds received by the Company on
account of any capital stock issued by the Company (other than to
a subsidiary of the Company) after December 31, 1996, As of De-
cember 31, 2002 and 2001, in the opinion of management, the
Company was in compliance with all the terms, conditions and
provisions of the Indenture.

NOTE 12—INCOME TAXES

Income tax (benefit) expense in the accompanying consolidated
statements of income is comprised of the following:
Year Ended December 31,
2002 2001 2000

(in thousands)

Current Taxes

Federal $(3,729) $ 7,542 $12,974
State (350) 1,096 5,167
Total (4,079) 18,638 18,141
Deferred Taxes
Federal (563) 1,256 3,233
State (1,375) (245) 1,326
Total $(1,938) $ 1,011 $ 4,559
Taxes Credited to Stockholders' Equity
for Exercise of Stock Options 140 4,901 960
Total Provision for Income Taxes per
Consolidated Statements of income $(5,877) $14,550 $23,660
Deferred Taxes Charged/(Credited) to
Shareholders’ Equity Related to
Available-for-Sale Securities $(2,731) $ 1129 $13,187

Tabulated below are the significant components of the net de-
ferred tax asset (liability) as of December 31, 2002 and 2001:

Year Ended
December 31,

2002 2001

(in thousands)
Components of the Deferred Tax Asset

Deferred Compensation $ 1,449 $ 1,538
Provision for Credit Losses 10,970 3,485
California Franchise Taxes 149 810
Allowance for Other Real Estate Owned — 177
Other 3,077 1,725

Deferred Tax Asset 15,645 13,735

Components of the Deferred Tax Liability

Discount Accretion $ (1,481) $ (1,479)
Leveraged Leases (11,820) (14,352}
Low Income Housing (2,011} (6,463)
Unrealized Net Gain on Securities (8,784) (6,053)

Other 710) (756)
Deferred Tax Liability (31,806) (29,103)
Net Deferred Tax (Liability) Asset $(16,161) $(15,368)

The Company believes that all deferred tax assets will ultimately
be realized. In evaluating the reliability of its deferred tax assets,
management has considered income from future operations, the
turnaround of deferred tax liabilities and current and prior years’
taxes paid.

A reconciliation of the statutory federal corporate income tax rate
to the effective income tax rate on consolidated income before
income tax expense follows:
Percent of
Pre-tax Earnings
Year Ended
December 31,

2002 2001 2000

Statutory Federal Corporate Income Tax Rate 35.0% 350% 350%
State Tax, Net of Federal Income Tax Effect 9.4% 2.8% 6.8%

Increase {Decrease) Resulting from:
Low Income Housing Tax Credit 42% -28% -29%
Other, net 1.8% -05%. -0.8%
504% 345% 38.1%

The Company had a current income tax (payable) receivable of
$(1,398,000) and $3,272,000 as of December 31, 2002 and 2001,
respectively.

The federal income tax return as filed for the year 1998 is currently
being examined by the Internal Revenue Service. The Company
does not anticipate any adjustment to the liability as filed.
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NOTE 13—EARNINGS PER SHARE

The following is the reconciliation of the numerators and denominators of the basic and diluted (loss)/earnings per share computations for

the years as indicated:
For the Year Ended 2002

For the Year Ended 2001 For the Year Ended 2000

Per Share
Amount

Shares
(Denominator)

(loss)
(Numerator)

Income
(Numerator)

Per Share
Amount

Shares
(Denominator)

Income
(Numerator)

Per Share
Amount

Shares
{Denominator)

(dollars in thousands, except per share amount)

(Loss)/Income before
Cumulative Effect of
a Change in
Accounting

Principle $(5,790)

Basic EPS

{Loss)/Income
before
Cumulative Effect
of a Change in
Accounting
Principle
Available to
Common
Stockholders $(5,790)

11,610,000 ${0.50)

$27,640

$27,640

$38,476

11,673,000 $2.37 $38,476 11,554,000 $3.33

Effect-of Dilutive
Securities
Options—Common
Stock Equivalents 0 0.00

Diluted EPS
{Loss)/Income

Before
Cumulative Effect
of a Change in
Accounting
Principle
Available to
Common
Stockholders

$(5,790) 11,610,000 $(0.50)

$27,640

75,000 (0.01) 259,000 (0.07)

11,748,000 $2.36 $38,476 11,813,000 $3.26

As of December 31, 2002, 2001 and 2000, the number of shares of
anti-dilutive options were 1,552,700, 1,103,200 and 0, respectively.

NOTE 14—PENDING LITIGATION
Legal Action

In the normal course of business, the Company is subject to pend-
ing and threatened legal actions. After reviewing pending actions
with counsel, management believes that the outcome of such
actions will not have a material adverse effect on the financial
condition or the results of operations of the Company.

NOTE 15—EMPLOYEE BENEFIT PLANS

The Company adopted the 1999 Employee Stock Incentive Plan
(the "Plan") as of April 22, 1999.

The purpose of this plan, is to enable the Company and its sub-
sidiaries to attract, retain and motivate their employees, non-
employee directors and consultants by providing for or increasing
the proprietary interests of such employees, non-employee direc-
tors and consultants in the Company, and, thereby, further align
their interests with those of the shareholders of the Company.

On January 26, 2000, the Company filed a Registration Statement
on Form S-8 with the Securities and Exchange Commission (the
"Commission”) to register 2,484,120 shares (the “Shares”) of the
Registrant’s Common Stock for issuance pursuant to the Regis-
trant’s 1999 Employee Stock Incentive Plan (the “Plan”), and such
indeterminate number of shares as may become available under
the Plan as a result of the adjustment provisions thereof. The
Shares include (i) 1,000,000 shares, including any shares issuable
pursuant to that certain Employment Agreement dated as of Jan-
uary 1, 1998, between the Registrant and Li-Pei Wu {("Mr. Wu"), as
amended, (ii} 343,020 shares available for future awards under the
Registrant’'s Amended and Restated 1988 Stock Option Plan {the
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"Prior Plan”} and (iii} up to 1,141,100 shares subject to awards out-
standing under the Prior Plan and which subsequently may be for-
feited, canceled, or expired without delivery of shares.

As of December 31, 2002, there were options outstanding that in-
cluded three different vestings as described befow:

a) Options become vested over a four year period and include
five vestings. If an option expires without having been exer-
cised, usually two years from date of vesting, the unexercised
shares are again available for future grants.

b) Options become vested on the one year anniversary date of
the grant and are exercisable over a ten year period from date
of grant. Options with this vesting schedule are granted to
non-employee directors.

¢} Options become vested over a four year period and include
five vestings. All options expire on the sixth anniversary from
date of grant.

As of December 31, 2002, authorized stock option shares were
3,640,000. As of December 31, 2002, options available for futur
grant were 59,493, .

A summary of stock option activity and related option prices for
2002, 2001 and 2000 follows:

Weighted

Average Range of

Number of Option Option Price

Shares Price Per Share

Balance at January 1, 2000 1,198,600 $17.85 $ 6.59-$31.75

Granted 161,500 $19.32 $18.88-$19.44

Exercised (161,250) $18.45 $ 6.75-%$31.75

Forfeited (10,600 $21.29 $14.25-$27.13

Expired (45,000) $27.01 $14.25-$29.25
Balance at December 31,

2000 1,143,250 $17.59 $ 6.59-$31.75
Granted 898,000 $32.86 $28.80-%$37.56
Exercised (537,850) $ 811" § 659-$2925
Forfeited (15,400) $28.91 $19.44-$37 56
Expired (25,300) $31.05 $19.44-$37.56
Balance at December 31,

2001 1,462,700 $30.10 $ 8.69-$37.56
Granted 154,500 $29.42 $29.40-$29.50
Exercised (37,400) $21.53 § 8.69-$27.13
Forfeited (16,800) $30.28 $19.44-$37.56
Expired (10,300) $27.25 $ 8.69-$37.56
Balance at December 31,

2002 1,552,700 $30.24 $14,25-%$37 56

The following table indicated relevant information for all stock
options outstanding, as of December 31, 2002:

Weighted

Average

Remaining

Contractual

Exercise Price/Share Shares Life (in Years)
$14.25 4,100 0.0
15.75 2,000 0.3
2713 60,800 0.9
31.75 213,000 54
25.88 30,000 6.0
23.00 : 87,500 21
18.88 30,000 7.0
19.44 95,200 31
36.00 30,000 8.0
37.56 373,400 40
28.80 476,000 5.0
29.50 30,000 9.0
29.40 120,700 5.1

Total 1,552,700 4.6 Years

For purposes of the above table, contractual life is defined as the
time from balance sheet date to the expiration date of the option
contract and may include a period of time during which the option
is not vested,

The following table indicates relevant information for all ex-
ercisable stock options, as of December 31, 2002:

Exercise Price/Share Shares
$14.25 4,100
15.75 2,000
27.13 40,800
31.75 213,000
25.88 30,000
23.00 65,000
18.88 30,000
19.44 49,300
36.00 30,000
37.56 150,800
28.80 47,600
29.40 24,500
Total 707,100

As of December 31, 2002, 2001 and 2000, exercisable options were
707,100, 973,100 and 847,150 shares, respectively. The weighted
average exercise price for all exercisable stock options as of Dec-
ember 31, 2002, 2001 and 2000 was $29.89, $28.75 and $16.03,
respectively.

Employment Agreement

On February 19, 1998 Mr. Li-Pei Wu, Bancorp and the Bank en-
tered into an employment agreement having an effective date of
January 1, 1998, (the "Agreement”).

The Agreement provided for an employment term of five (5) years,
commencing January 1, 1998, and ending December 31, 2002.
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Pursuant to the Agreement, Mr. Li-Pei Wu served as Chairman of
the Board of Bancorp and the Bank throughout the entire term of
the Agreement, but as Chief Executive Officer of Bancorp and the
Bank only through December 31, 2000. On December 31, 2002,
Mr. Wu retired as Chairman from the Company and as Chairman
and Director of the Bank. In January, 2003, he was elected Chair-
man Emeritus of the Company and of the Bank.

On February 27, 2001, Mr. Peter Wu, Bancorp and the Bank en-
tered into an employment agreement having an effective date of
January 1, 2001. Mr. Peter Wu's employment agreement provides
for, among other things, an annual incentive award. The annual
incentive compensation award to be paid to Mr. Peter Wu pur-
suant to his employment agreement with Bancorp and the Bank is
to be computed as follows: (i) one percent (1.0%) of any amount
by which the Bank's tax equivalent income before the Bank's in-
centive bonus compensation awards exceeds ten percent (10%) of
the net equity of the Bank at the beginning of that fiscal year but
does not exceed fifteen percent (15%) of such net equity, and
(ii) one and three tenths percent (1.3%) of any amount by which
such income exceeds fifteen percent {(15%) of such net equity. In
addition, Mr. Peter Wu will be entitled to receive from each Ban-
corp subsidiary (other than the Bank), an incentive compensation
award computed in accordance with a formula similar to the one
described in the preceding sentence. The total annual incentive
compensation award for any year is subject to a maximum dollar
timitation of $350,000, except that there will be no such limitation
for any year in which the ratio of the Bank’s core earnings to its
net equity has increased from that of the year 2000. "Core earn-
ings” for purposes of Mr. Peter Wu's employment agreement
means the tax equivalent income before the Bank's incentive
bonus compensation awards excluding gains and/or losses from
securities, warrants and venture capital, Also, unrealized securities
gains and/or losses are to be included in the calculation of the
Bank's net equity.

Contingent Stock Option Plan

A contingent stock option plan issued at market is in effect which
allows certain key officers of the Bank to purchase up to an
aggregate of 320,800 shares, as of December 31, 2002, of the
Company’s authorized but unissued common stock at a price of
$2.17-$14.25 per share. The stock options may be exercised by
the optionee only in the event of certain triggering events, such as
a merger, sale or disposition of all of the assets by the Company,
or the Bank, or any similar event in which neither the Company nor
the Bank is a survivor. Each of the contingent stock options is for a
term of indefinite duration, provided, however, said options shall
terminate upon the death of the optionee or in the event the op-
tionee ceases to be employed by the Company. A summary of
contingent stock option activity and related option prices for 2002,
2001 and 2000 follows:

Weighted-
Average Range of or
Number of Option Option Price
Shares Price Per Share
Balance at January 1, 2000 562,800 $4.31 $1.86-%$14.25
Balance at December 31, 2000 562,800 $4.31 $1.86-$14.25
Balance at December 31, 2001 562,800 $4.31 $1.86-%$14.25
Cancelled (242,000) $1.86 $1.86
Balance at December 31, 2002 320,800 £6.16 $2.17-%$14.25

The following table indicates relevant information for all con-
tingent stock options outstanding, as of December 31, 2002:

Exercise Price/Share Shares
$ 217 ' 96,800
6.51 31,4680
6.59 48,400
6.61 16,940
6.75 10,000
6.94 50,000
8.13 12,000
8.30 11,000
10.02 24,200
14.25 © 20,000
Total 320,800

The weighted average exercise price of all the contingent stock
options outstanding was $6.16 and $4.31, as of December 31, 2002
and 2001.

There were no contingent stock options that were exercisable as
of December 31, 2002.

General Bank 401(k) Plan

In 1988, the Bank established a 401(k) Plan in which all employees
of the Bank may elect to enroll each January 1 or July 1 of every
year provided that they have been employed for at least one year
prior to the semi-annual enrollment date. Effective January 1,
2002, employees may contribute up to 50 percent of their annual
base salary up to limits established by the Internal Revenue
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Service with the Company matching 100 percent of the employ-
ee's contribution up to 5 percent of that employee’s base salary.
in 2002, 2001 and 2000, the Bank’s contribution amounted to
$513,000, $414,000 and $401,000, respectively.

Executive Incentive Savings Plan

In 1992, the Board of Directors of the Bank authorized an Incentive
Savings Plan which replaced the Executive Deferred Compensa-
tion Plan established in 1988. Under the plan, if any bonus or
profit sharing award is received during the year by any vice presi-
dent or any officer of the Bank ranking above such position
(including officers who are also directors), he or she is allowed to
set aside up to 30% of such bonus or profit sharing award received
in the payment year, and the Bank will contribute additional funds
for each participant to pay the approximate federal income tax for
the portion of the bonus or award so set aside. This arrangement
is tied to a paid-up life insurance program having investment
features and the participant has the right to chocse different in-
vestment vehicles for the investment of the portion of the bonus
or award set aside as described above. The Bank contributed ap-
proximately $101,000, $334,000 and $583,000 to this plan in 2002,
2001 and 2000, respectively.

NOTE 16—FINANCIAL INSTRUMENTS WITH
OFF-BALANCE SHEET RISK

The consolidated balance sheets do not reflect various commit-
ments relating to financial instruments which are used in the nor-
mal course of business. These instruments include commitments
to extend credit and letters of credit. Management does not
anticipate that the settlement of these financial instruments will
have a material adverse effect on the financial condition or the
operations of the Company.

These financial instruments carry various degrees of credit and
market risk. Credit risk is defined as the possibility that a loss may
occur from the failure of another party to perform according to the
terms of the contract. Market risk is the possibility that future
changes in the market price may render less valuable a financial
instrument.

The contractual amounts of commitments to extend credit and let-
ters of credit represent the amount of credit risk. Since many of
the commitments and letters of credit are expected to expire
without being drawn upon, the contractual amounts do not neces-
sarily represent future cash requirements.

Commitments to extend credit are legally binding loan commit-
ments with fixed expiration dates. They are intended to be dis-
bursed, subject to certain conditions, upon request of the
borrower. The Bank receives a fee for providing a commitment.
The Bank evaluates each customer's creditworthiness on a case-
by-case basis. The amount of collateral obtained, if deemed
necessary, by the Bank upon the extension of credit is based on
management’s evaluation. Collateral held varies but may include
accounts receivable, inventory, property, equipment and real

estate. As of December 31, 2002, the Company’s undisbursed loan
commitments amounted to approximately $576.1 million, of which
$211.6 million related to construction loans. As of December 31,
2001, the Company’s undisbursed loan commitments amounted to
approximately $584.9 million, of which $201.8 million related to
construction loans. As of December 31, 2002 and 2001, $123.0 and
$127.0 million of loan commitments were related to a program in
which the Bank and various other minority-owned banks partic-
ipate in the granting of credit to large U.S. corporations, all of
which are rated A, or better, by one or both of the major rating
services at the time of entering into the commitment agreement.
All of the commitments are for one year or less. The Company
does not anticipate funding in the majority of instances.

In addition to loan commitments, the Company is also committed
to meet capital calls to the various partnership interests of GBC
Venture Capital, Inc. As of December 31, 2002 and 2001, these
undisbursed commitments totaled $4.9 million and $6.7 million,
respectively. These amounts are included as part of total undis-
bursed commitments.

Standby letters of credit are provided te customers to guarantee
their performance, generally in the production of goods and serv-
ices or under contractual commitments in the financial markets.
Commercial letters of credit are issued to customers to facilitate
foreign or domestic trade transactions. They represent a sub-
stitution of the Bank's credit for the customer's credit.

The following is a summary of various financial instruments with
off-balance sheet risk as of December 31, 2002 and 2001:

December 31, December 31,

2002 2001

(in thousands)
Undisbursed Commitments $581,939 $592,469
Standby Letters of Credit 32,707 80,091

Bill of Lading Guarantees 528 487
Commercial Letters of Credits 45,709 63,578

As of December 31, 2002, undisbursed loan commitments of
$576.1 million include commitments to fund fixed-rate loans and
adjustable-rate loans of $18.9 million and $557.2 million, re-
spectively. As of December 31, 2001, undisbursed loan commit-
ments of $584.9 million included commitments to fund fixed-rate
loans and adjustable-rate loans of $36.5 million and $548.4 million,
respectively.

NOTE 17—DISCLOSURES ABOUT FAIR VALUE OF
FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate

the fair value of each class of financial instruments for which it is
practicable to make such an estimate:

Cash and due from banks

The carrying amount of cash and due from banks is considered fair
value.
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Federal funds sold and securities purchased under
agreements to resell

Outstanding amounts under these categories represented over-
night transactions as of December 31, 2002 and 2001 and are con-
sidered to be carried at fair value.

Securities

For securities including securities held-to-maturity, for trading and
available-for-sale, fair values are based on quoted market prices
or dealer quotations. If 2 quoted market price is not available, fair
value is estimated using quoted market prices for similar secur-
ities.

Loans

Fair values are estimated for portfolios of loans with similar finan-
cial characteristics. These portfolios were then segmented into
fixed and adjustable interest rate classifications.

Adjustable rate loans are considered to be carried at fair value.

The fair value of fixed rate loans was calculated by discounting
scheduled cash flows through the estimated maturity using esti-
mated market discount rates that reflect the credit and interest
rate risk inherent in the loan.

The entire allowance for credit losses was. applied to classified
loans including non-accruals. Accordingly, they are considered to
be carried at fair value as the allowance for credit losses repre-
sents the estimated discount for credit risk for the applicable
loans.

Assumptions regarding credit risk, cash flows, and discount rates
are judgmentally determined using available market information
and specific borrower information.

Warrants

The fair value of warrants meeting the criteria of a derivative instru-
ment as defined by SFAS No. 133 were estimated at the individual
warrant level by utilizing the Black-Scholes model.

Deposit liabilities

The fair value of demand deposits, interest bearing demand, sav-
ings accounts, and certain money market deposits is the amount
payable on demand at the reporting date. The fair value of fixed-
maturity certificates of deposits is estimated using the rates the
Bank was offering as of December 31, 2002 and 2001, for deposits
of similar remaining maturities.

Borrowings from the Federal Home Loan Bank

The fair value of borrowings from the Federal Home Loan Bank is
estimated using a discounted cash flow model.

Subordinated debt

Rates currently available to the Company for debt with similar
terms and remaining maturities are used to estimate the fair value
of subordinated debt.

Accrued interest receivable/payable

Accrued interest receivable and accrued interest payable are con-
sidered to be carried at fair value due to their short-term nature.

Off-Balance Sheet Financial Instruments

The fair value of commitments is estimated using the fees cur-
rently charged to enter into similar agreements, taking into ac-
count the remaining terms of the agreements and the present
creditworthiness of the counterparties. For fixed-rate loan
commitments, fair value alsc considers the difference between
current levels of interest rates and the committed rates. The fair
value of guarantees and letters of credit is based on fees currently
charged for similar agreements or on the estimated cost to termi-
nate them or otherwise settle the obligations with the counter-
parties at the reporting date.

The fair value disclosed hereinafter does not reflect any premium
or discount that could result from offering the instruments for sale.
Potential taxes and other expenses that would be incurred in an
actual sale or settlement are also not reflected in the amounts dis-
closed. The fair value estimates are dependent upon subjective
estimates of market conditions and perceived risks of financial
instruments at a point in time and involve significant uncertainties
resulting in variation in estimates with changes in assumptions.
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The estimated fair values of the Company's financial instruments are as follows:

2002 2001

Carrying Fair Carrying Fair
Amount Value Amount Value

Financial Assets
Cash and Due from Banks
Federal Funds Sold & Securities Purchased Under Agreement to Resell
Securities Available-for-Sale
Trading Securities
Warrants
Loans, net
Accrued Interest Receivable

Financial Liabilities
Deposits
Borrowing from the Federal Home Loan Bank
Subordinated Debt
Accrued Interest Payable

(in thousands)

$ 46,889 $ 46889 & 33034 $ 33034

181,000 181,000 90,000 90,000
1,075,697 1,075,697 1,098,989 1,098,989
1 1 37 31

1,688 1,688 1,799 1,799
1,166,499 1,172,983 1,101,633 1,111,436
10,473 10,473 12,436 12,436

1,904,143 1,910,603 1,827,927 1,832,041

322,400 329,893 252,400 256,306
39,400 39,400 392,269 38,469
4,823 4,823 5,272 5,272
2002 2001
Contract Fair Contract Fair
Amount Value Amount Value

Off-balance Sheet Financial Instruments
Undisbursed Commitments
Standby Letters of Credit
Bill of Lading Guarantees
Commercial Letters of Credit

NOTE 18—CONDENSED FINANCIAL INFORMATION OF
GBC BANCORP (PARENT COMPANY)

Condensed balance sheets as of December 31, 2002 and 2001, fol-
low:

December 31,

2002 2001
(in thousands}
ASSETS
Due From Bank Subsidiary $§ 1% $ 253
Investment in Subsidiaries 228,990 227,518
Advance to Bank Subsidiary 13,500 12,000
Other Assets 2,958 7,912
Total Assets $245,604 $247,683
LIABILITIES AND STOCKHOLDERS' EQUITY
Dividends Payable § 1.395 § 1.389
Other Liabilities 707 707
Subordinated Debt 39,400 39,269
Total Liabilities 41,502 41,365

STOCKHOLDERS' EQUITY

Common stock, No Par Value or Stated Value;
40,000,000 Shares Authorized; 11,619,763 and
11,574,329 Shares Issued and Qutstanding at

December 31, 2002 and 2001, respectively 75,035 73,789
Retained Earnings 112,754 124,186
Accumulated Other Comprehensive Income 16,313 8,343

Total Stockholders’ Equity 204,102 206,318

Total Liabilities and Stockholders’ Equity $245,604 $247 683

{in thousands)

$ 581,939 $ 6128 $ 592,469 $ 6087

32,707 461 80,091 1,364
528 3 487 5
65,709 164 63,578 159

Condensed statements of operations for the year ended Dec-
ember 31, 2002, 2001 and 2000 follow:

For the Years Ended December 31,
2002 2001 2000

{in thousands)

Interest Income from Bank Subsidiary $ 284 $ 2 $ 333

Dividends Received from Subsidiaries 5,575 26,795 17,012
Other Income 2 2 —

Total Income 5,861 27,028 17,345
Interest Expense 3,481 3,481 3,481
Non-Interest Expense 460 200 196

Total Expense 3,941 3,681 3,677
Income Before Income Taxes 1,920 23,347 13,668
Benefit for Income Taxes (1,279 (1,450) (1,406)
Income Before Equity in Undistributed

(Loss)/Earnings of Subsidiaries 3,199 24,797 15,074
Equity in Undistributed {Loss)/Earnings

of Subsidiaries (8,989) 7,805 23,402

Net {Loss)/Income $(5,790) $32,602 $38,476
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Condensed statements of cash flows for the year ended Dec-
ember 31, 2002, 2001 and 2000 follow:

For the Years Ended December 31,
2002 2001 2000

{in thousands)

OPERATING ACTIVITIES
Net (Loss)/Income $(5,790) $ 32,602 $ 38,476
Adjustments to Reconcile Net (Loss)/
Income to Net Cash Provided by
Operating Activities
Accretion of Discount on
Subordinated Debt 131 131 131
Net Decrease/(Increase) in Other
Assets 5,094 719 231
Equity in Undistributed Earnings
{Loss) of Subsidiaries 8,989 (7,805) (23,402)
Net Cash Provided by Operating
Activities 8,424 25,647 15,436
INVESTING ACTIVITIES
Net (Increase)/Decrease of Investment
in Subsidiaries (4,000) ($,100) (12,329)
Net Cash {Used in) Provided by
Investing Activities (4,000) (9,100) (12,329)
FINANCING ACTIVITIES
Cash Dividends Paid (5,56%) (5,369 4,387)
Proceeds from Exercise of Stock
Options and Issuance of Stock 1,105 5,263 5,054
Payment to Repurchase Common
Stock . : (57) (17,078} (3,732)
Net Cash Used in Financing
Activities (4,521) (17,184) (3,065)
Net.Change.in-Due from-Bank 97 {637) 42
Due from.Bank at Beginning-of Year 253 - 890 848
Due from Bank at End of Year 156 253 890
Supplemental Disclosures of Cash
Flow Information:
Cash Paid (Received) During the
Year for: ¢
Interest 3,350 3,350 3,350
Income Tax $(1,450) $ (1,406) § (1,075)

NOTE 19—REGULATORY MATTERS

The Bank is subject to various regulatory capital requirements
imposed by the federal banking agencies. Failure to meet mini-
mum capital requirements can initiate certain mandatory—and
possibly additional discretionary—actions by regulators that, if
undertaken, could have a direct material effect on the Bank's
financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Bank must
meet specific capital guidelines 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 regulators about components, risk weightings,
and other factors.

Qualitative measures established by regulation to ensure capital
adequacy require the Bank to maintain minimum amounts and
ratios of total and Tier 1 capital to risk-weighted assets, and of
Tier 1 capital to average assets. Management believes that as of
December 31, 2002 the Bank meets all capital adequacy require-
ments to which it is subjected.

As of December 31, 2002, the most recent notification from the
Federal Deposit Insurance Corporation categorized the Bank as
well capitalized under the regulatory framework for prompt correc-
tive action. To be categorized as well capitalized, the Bank must
maintain minimum total risk-based, Tier 1 risk-based and Tier 1
leverage ratios as set forth in the table below. Effective January 1,
2003, the Bank was given a risk classification of 1B requiring it to
make insurance payments of $0.03 per $100 of insured deposits.
(See also Memorandum of Understanding in section following,)

A “well capitalized” institution is one with capital ratios as shown in the following table. As of December 31, 2002, Tier 1 risk based capi-
tal, total risk based and leverage ratios for both the Company and the Bank exceeded the “well capitalized” ratio requirements as follows:

GBC Bancorp

Minimum Well

General Bank Regulatory Capitalized

Amount Ratio Amount Ratio Requirements Requirements
{dollars in thousands)
Tier 1 $180,726 10.51% $194,206 11.37%. 4% 6%
Total $234,284 13.62% $215,623 12.62% 8% 10%
Leverage Ratio $180,726 7.33% $194,206 7.91% 4% 5%
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As of December 31, 2001, Tier 1 risk based capital, total risk based capital and leverage ratios for both the Company and the Bank ex-

ceeded the "well capitalized” ratio requirements as follows:

GBC Bancorp

Minimum Well

General Bank Regulatory Capitalized

Amount Ratio Amount Ratio Requirements Requirements
(dollars in thousands)
Tier 1 $196,227 10.70% $207,010 11.38% 4% 6%
Total $258,428 14.09% $229,766 12.63% 8% 10%
Leverage Ratio $196,227 8.73% $207,010 9.25% 4% 5%

The Financial Code of the State of California provides that divi-
dends paid by the Bank in any one year may not exceed the lesser
of the Bank’s undivided profits or the net income for the prior
three years, less cash distributions to stockholders during such
period. As of December 31, 2002, approximately $10.1 million of
undivided profits of the Bank are available for dividends to the
Company. Such amount is based on the provisions of the MOU, as
described below, as of December 31, 2002.

Memorandum of Understanding

As a result of the findings of the regulatory examination of Gen-
eral Bank dated June 10, 2002, General Bank has entered into a
Memorandum of Understanding (MOU) with the Federal Deposit
Insurance Corporation and the California Department of Financial
Institutions ("DF!”). The MOU provides that the Bank shall retain
management acceptable to the regulatory authorities and shall
maintain a Tier 1 leverage capital ratio of at least 7.5%. As of Dec-
ember 31, 2002, the Bank's Tier 1 leverage capital ratio was 7.91%.
The MOU further provides that the Bank shall not, without prior
written consent of the regulatary authorities, pay cash dividends in
the event that payment of such dividends will result in non-
compliance with this capital ratio. Although the Bank has histor-
ically paid such dividends to GBC Bancorp {"GBC") at the time of
payment of GBC's dividend, as of December 31, 2002, GBC had
$13.7 million of cash and a short-term promissory note from Gen-
eral Bank, which is sufficient to pay dividends at the current annual
level of $5.6 million per year and $3.4 million of interest on its
subordinated debt per year for over a year without receiving a
dividend from the Bank. Management does not believe that the
MOU will affect the payment of dividends and interest by GBC
Bancorp.

The MQU further provides for reductions in the level of classified
assets to specified percentages of Tier 1 Capital plus the Allow-
ance for Credit Losses by March 31, 2003 and June 30, 2003. As of
December 31, 2002, the Bank had reduced such classified assets
to the level required to be achieved by June 30, 2003. The MOU
further calls for the timely identification and classification of prob-
fem loans, improvement of credit-related analysis and reports, a
second review of real estate appraisals, and improvements in the
loan underwriting and monitoring processes. Although the exami-
nation report found the Bank’s allowance for credit losses to be
adequate, management was required to modify the methodology
for the size and complexity of the loan portfolio. Bank Secrecy Act
policies and procedures were to be improved to eliminate identi-
fied deficiencies and a program to reasonably ensure compliance
with the requirements for establishing accounts with a W-8

tax-exempt status was to be developed and implemented. Im-
provements in the documentation and testing of the interest rate
risk model were also called for. The Bank has revised its policies,
methodologies and procedures as they relate to the credit, Bank
Secrecy Act and interest rate risk issues identified in the MOU,
and is in the process of implementing them. Among other things,
the Bank has initiated employee training and a program to test for
the effectiveness of the new policies, methodologies and proce-
dures. Neither the FDIC nor the DF| has yet examined the Bank to
test for compliance with the MOU.

As a result of the ratings received by General Bank, GBC Bancorp
was no longer eligible to retain its status as a Financial Holding
Company ("FHC"). The Company informed the Federal Reserve
Bank of San Francisco of its decision to decertify itself as an FHC,
effective immediately. GBC Bancorp had not utilized the ex-
panded authorities available as an FHC, and therefore the decerti-
fication has no impact on its existing business or on its business
strategies.

NOTE 20—OTHER NON-INTEREST EXPENSE

Components of other non-interest expense in excess of 1% of the
sum of total interest income and non-interest income for each
period were as follows:

2002 2001 2000

(in thousands)

Office Supplies and Communication

Expense $1,987 $1,773 $ 1,730
Professional Services Expense 4,454 2,894 1,933
Real Estate Investment Expense 645 1,697 1,697
Litigation Settlement Expense — 558 2,410
Other 2,913 2,860 2,370

Total $9,999 $9,782 $10,140
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NOTE 21—QUARTERLY RESULTS OF OPERATIONS

(Unaudited)
Three Months Ended in 2002
March 31 June 30 Sept. 30 Dec. 31
(in thousands, except per share dzta)

Interest Income $37,137 $ 38,667 $35,498 $35,604
Interest Expense 13,095 13,461 13,316 12,815
Net Interest Income 24,042 25,206 22,182 22,789
Provision for Credit

Losses 18,514 39,150 5,500 13,200
{Loss)/income Before

income Taxes (4,583) (12,801} 8,509 (2,792)
Net (Loss)/Income (2,906) (8,010) 5,700 (574)
(Loss)/Earnings Per

Share—Basic {0.25) (0.69) 0.49 (0.05)
(Loss)/Earnings Per

Share—Diluted (0.25) (0.69) 0.49 (0.05)

Three Months Ended in 2001
March 31 June 30 Sept. 30 Dec. 31
. (in thousands, except per share data)

Interest income $39,658 $ 39,652 $39,197 $36,971
Interest Expense 18,618 17,271 16,437 14,226
Net [nterest [ncome 21,040 22,381 22,760 22,745
Provision for Credit

Losses 6,000 1,800 6,000 6,300
Income Before Income

Taxes 3,468 14,463 14,885 9,374
Net Income 7.347 8,805 9,764 6,686
Earnings Per Share—

Basic 0.62 0.75 0.84 0.58
Earnings Per Share—
Diluted 0.61 0.75 0.84 0.58

NOTE 22—OTHER MATTERS

On February 28, 2002, General Bank consummated its purchase of
100% of the outstanding common stock of Liberty Bank and Trust
Co. of Boston (“Liberty”). The purchase transaction was accounted
for in accordance with SFAS No. 141, “Business Combinations”, at
a cost of $11.9 million, gross of cash received. The assets acquired
net of cash had a fair value of $ 34,288,000 and the fair value of
liabilities assumed was $32,326,000. Goodwill in the amount of
$4,515,000 and core deposit premium in the amount of $964,000
were initially recognized in accordance with SFAS No. 141. SFAS
No. 142, "Goodwill and Other Intangible Assets,” requires that
goodwill and intangible assets with indefinite useful lives no lon-
ger be amortized, but instead tested for impairment at least annu-
ally in accordance with the provisions of SFAS No. 142. SFAS
No. 142 also requires that intangible assets with finite useful lives
be amortized over their respective estimated useful lives to their
estimated residual values, and reviewed for impairment in accord-
ance with SFAS No. 144, “Accounting for the Impairment or Dis-
posal of Long-lived Assets”. The core deposit premium intangible
is being amortized over a 5-year period, estimated to be the use-
ful life. The results of the operations of Liberty are included in the
Consolidated Financial Statements of the Company from March 1,
2002.



Independent Auditors’ Report

The Board of Directors
GBC Bancorp, Inc.:

We have audited the accompanying consolidated balance sheets of GBC Bancorp, Inc. and subsidiaries (the Company) as of Dec-
ember 31, 2002 and 2001, and the related consolidated statements of operations, changes in stockholders’ equity and comprehensive
income, and cash flows for each of the years in the two-year period ended December 31, 2002. These consolidated financial statements
are the responsibility of the Company’s management. Qur responsibility is to express an opinion on these consolidated financial state-
ments 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 financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
GBC Bancorp, Inc. and subsidiaries as of December 31, 2002 and 2001, and the results of their operations and their cash flows for each of
the years in the two-year period ended December 31, 2002, in conformity with accounting principles generally -accepted in the United
States of America.

As discussed in note 1 to the consolidated financial statements, the Company changed their method of accounting for derivative instru-
ments and hedging activities in 2007.

/s/ KMPG LLP

Los Angeles, California
January 17, 2003




Independent Auditors’ Report

To the Board of Directors and Stockholders of
GBC Bancorp and Subsidiaries
Los Angeles, California:

We have audited the accompanying consolidated statements of operations, changes in stockholders' equity and comprehensive income,
and cash flows of GBC Bancorp and subsidiaires (“the Company”) for the year ended December 31, 2000. These consolidated financial
staternents are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated finan-
cial statements based on our audit.

We conducted our audit 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 financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the results of operations and cash flows of

the Company for the year ended December 31, 2000, in conformity with accounting principles generally accepted in the United States of
America.

/s/ Deloitte & Touche LLP

Los Angeles, California
January 19, 2001
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2263 North Tustin Street
Orange, CA 92865

{(714) 283-8688

Tao Sung
Vice President & Branch Manager

Huntington Beach Branch
7146 Edinger Avenue
Huntington Beach, CA 92647
(714) 596-3770

Teresa Cheng
Assistant Branch Manager

Aliso Viejo Branch
65 Enterprise

Aliso Viejo, CA 92656
(949) 360-9858

Vivian Chang
Assistant Branch Manager

CUPERTINO REGIONAL OFFICE
10001 North De Anza Boulevard
Cupertino, CA 95014

(408) 257-8855
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Johnny Lee
Senior Vice President & Regional Manager

Northern California Lending
10001 North De Anza Boulevard
Cupertino, CA 95014

(408) 257-4177

Johnny Lee '
Senior Vice President & Regional Manager

Jane Ho
Vice President &
Assistant Regional Manager

High Technology Lending
10001 North De Anza Boulevard
Cupertino, CA 95014

(408) 257-4177

Johnny Lee
Senior Vice President & Regional Manager

Cupertino Branch

10001 North De Anza Boulevard
Cupertino, CA 95014

(408} 257-8855

Mandy Fu
Vice President & Branch Manager

Millbrae Branch
39 £l Camino Real

‘Millbrae, CA 94030

(650) 692-7189

Johnny Lee
Senior Vice President & Regional Manager

Fremont Branch

47000 Warm Springs Boulevard
Fremont, CA 94539

(510) 440-8855

Cheyenne Chen
Vice President & Branch Manager

San Jose Branch
1708 Qakland Road
San Jose, CA 95131
(408) 437-6188

Cheyenne Chen
Vice President & Branch Manager

WASHINGTON REGIONAL OFFICE
18030 East Valley Highway

Kent, WA 98032

(425) 656-0278

Tom Chang
Vice President & Manager

Washington Lending
18030 East Valley Highway
Kent, WA 98032

(425) 656-0278

Tom Chang
Vice President & Manager

Kent North Branch
18030 East Valley Highway
Kent, WA 98032

(425) 656-0278

Tom Chang
Vice President & Manager

BOSTON REGIONAL OFFICE
21 Milk Street

Boston, MA 02109

(617) 338-4700

Linda A. Moulton
Senior Vice President & Regional Manager

Boston Lending
21 Milk Street
Boston, MA 02109
(617} 338-4700

Linda A. Moulton
Senior Vice President & Regional Manager

Boston Main Office
21 Mitk Street
Boston, MA 02109
(617) 338-4700

Linda A. Moulton .
Senior Vice President & Regional Manager

Chinatown Branch
681 Washington Street
Boston, MA 02111
(617) 357-8880

Linda A. Moulton
Senior Vice President & Regional Manager

GENERAL BANK'S SUBSIDIARY
COMPANY

GBC Investment & Consulting
Company, Inc.

800 West 6th Street

Los Angeles, CA 90017

Peter Wu, Ph.D.
Chief Executive Officer

Taipei Facility

Room 511, 5F. #237
Fu-Hsin South Road, Sec. 2
Taipei, Taiwan
02-2755-4889

Angela Chuang
Representative Officer

ADDITIONAL FINANCIAL
INFORMATION & 10-K REPORT

The Company’s Annual Report and Form
10-K for the fiscal year ended December 31,
2002 may be obtained without charge by
writing to:

Investor Relations

John C. Getzelman

GBC Bancorp

800 West éth Street, 15th floor
Los Angeles, CA 90017

Or by e-mail:
investors@generalbank.com
Web Site:
www.generalbank.com




@ Member of Federal Deposit

Insurance Corporation

E'“E‘N”B“E'ﬁ This annual report has not been
reviewed, or confirmed for accuracy

or relevance, by the Federal
Deposit Insurance Corperation.
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