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NAVIGATION

cSuccessfuf navigalion regquires
the a&[r’/y /o operale in any
environment. Ip 2007,
TetroGorp’s man agemen!
feam continued lo make Progress
in our gues! fo expcmc/ markel
opportunities and increase
brand’ recognition while
improving our credil gualily
Despite llse cliallenging ocean
o/ uncerlainties, we delivered
strong assef, loan and deposif
yrow/ﬁ, 77 }zfe continuing lo
enhance our /ecfnoﬂ)yy

and product offerings. Ty
mainfaining our focus and
attention fo defail, we will
remain on course fo become

the premrer bank in the

communitres we serove.




To our shareholders

MetroCorp continued to chart a course for success in 2007.
During the year, we began the second phase of our strategic plan with a
focus on balanced loan and deposit growth, expanding our market
presence and improving our credit quality. Despite a challenging
operating environment, we are pleased to report that significant progress
was made toward achieving our objectives,

In 2007, total loans grew from $886.6 million ac December 31,
20006, to $1.20 billion at December 31, 2007, an increase of 35.6%. Net
nonperforming assets were reduced from $9.3 million at December 31,
2006 to $6.8 million at December 31, 2007, a decrease of 27.3%, which
brings our net nonperforming assets to total assets ratioc to 0.46%. Total
deposits grew by $109.4 mitlion or 10.1% in 2007, and our total assers
increased by $191.3 million or 15.19%, setting a record of $1.46 billion
at year-end 2007.

In addition to these highlights, our two new branches in
California and our Xiamen representative office in China were
established, and they are beginning to contribute to our overall market
strategy. We have also received approval from Chinese regulatory
authorities for a second representative office in Chongging, the largest
municipality in China. We believe che addition of the Chongqing office
will provide opportunities for new business relacionships and assist our
U.S. customers with respect to crade activities within the region.

We now have successfully completed the first four years of our
strategic plan, and we have a solid platform for future growth. By
maintaining a tight focus on building customer relationships, targeting
new markets, streamlining and integrating our processes, and improving
asset quality, MetroCorp will continue to deliver the results thac our
shareholders expect in 2008 and beyond. We remain precisely calibrated,
on course and accurately aligned with the interests of our shareholders,

Respectfully,

7
/ f
DON J. WANG GEORGE M. LEE

CHAIRMAN OF THE BOARD EXECUTIVE VICE CHAIRMAN

CEQ AND PRESIDENT




“It is paradoxical but profoundly true. ..
that the most likely way to reach a goal is to be
atiming not at the goal itself but at some move
ambitions goal beyond it.”

ARNOLD TOYNBEE

CUR MISSION

METROCORP BANCSHARES, INC. IS A TEXASBASED HOLDING COMPANY OPERATING BANKS IN
TEXAS AND CAUFORNIA WITH SPECIAL FOCUS ON THE ETHNIC MARKETS. THE COMPANY STRIVES,
WITH PASSION AND URGENCY, TO PROVIDE SUPERIOR CUSTOMER SERVICE, INNOVATIVE PRODUCTS
AND EXCEULENT SHAREHOLDER VALUE THROUGH INTEGRATION OF PEOPLE AND TECHNOLOGY.
QUR MISSION (S TO BE THE PREMIER BANK IN THE COMMUNITIES WE SERVE.



TEXAS
With the largest number of branches in

Texas among Asian ethnic banks, MerroCorp
is well positioned o wpilize our leadership role

to better serve our customer base. Currently, ¢ "Tbe wWin d s an d

we bave 51,727 depositary customers
and 2,154 lending relationships waves are always on

‘ _, _ the side of the most
able navigators.”

EDWARD GIBBONS

THE TEXAS EXECUTIVE MANAGEMENT TEAM

TERRANCE TANGEM, DAYID TAI, HERBERT BAKER, GEORGE M. LFE, DAVID CHOI, MICHELLE $. PHUNG
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PRECISELY CALIBRATEPD

G 2007, HetroGorp continued to make progress loward our ullimate goal
cf gecomrby the premier ﬁbanc:'af rinstitulion in lhe mm-‘-{e/s'we serve. e
ded so @ mainlaining the ﬁvcu.s and allention fo detail tha! fave become
the hallmarks af our success. 901}:57 forwarc{ we will continue fo reé/ on the
principles lhat have kepl our business on course, zhcfuofrhﬂ a pro/brmc/

unofersfancfz'n_g 5/‘ our sﬁ-aregofafers, a Jeej) respect /t:JJ‘ &/féﬁbj culfures

and a ceaseless desire fo smprove al eueryl&'nj we do.

TOTAL LOANS [IN MILLIONS} TOTAL DEPOSITS {IN MILLIONS}
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HAN DYNASTY COMPASS  DATING FROM THE FOURTH CENTURY B.C., HAN DYNASTY COMPASSES
WERE_ USED TO HARMONIOUSLY AUGN CITIES, HOUSES AND THE ENVIRONMENT WITH THE AID OF
A COMPASS. '

SAN JACINTO MONUMENT (OPPOSITE PAGE) BUILT TO HONOR THOSE WHO FOUGHT FOR THE
INDEPENDENCE OF TEXAS, THE SAN JACINTG MONUMENT IS THE WORLD'S TALLEST WAR MEMORIAL. IT
. COMMEMORATES THE COURAGE AND COMMITMENT OF THE NATIVE TEXANS AND IMMIGRANT
. SOLBIERS THAT FOUGHT FOR THE FREEDOM OF TEXAS.
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O N S E

£
HHow you measure success 15 every bif as important as the means you %
]

use fo achieve i Sczrnt'njm, forzns, cﬂeposi/s and assefs are all essentral

uvf[jl: e

3

gencfmarﬁs, bul the real standard will a[ways_ be sbhareholder value. Y
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HetroGorp, our ?ua/;'fy products and servrces, cro‘ssmse[[&;y inttralives,

1‘e[a/1bns)§;jo.s and ou/s/anofx'ny customer service are lhe fft'nys that sef us.

aparf and allod us fo maximize proﬁ'fa&[l'fy while enfancm“g the value cf
the Gompcmy ﬁ)r all of our slabetiolders.

TOTAL ASSETS NON PERFORMING ASSETS
{IN MILLIONS) ) {IN THOUSANDS)
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SOUTH POINTING CHARIOT REGARDED AS THE MOCST COMPLEX GEARED MECHAMISM OF THE
ANCIENT CHINESE CIVILIZATION, THE SOUTH POINTING CHARICT IS A TWO-WHEELED VEHICLE WITH A
POINTING FIGURE THAT IS CONNECTED BY DIFFERENTIAL GEARING. THROUGH CAREFUL SELECTION OF
WHEEL SIZE, TRACK AND GEAR RATIOS, THE FIGURE ALWAYS POINTS IN THE SAME DIRECTION,

COIT TOWER (OPPOSITE FAGE)  COIT TOWER WAS BUILT ATOP TELEGRAPH HILL IN 1933 TO HONGCR
SAN FRANCISCO'S VOLUNTEER FIREMEN. IT QFFERS FANTASTIC VIEWS OF THE CITY AND THE EFHMNICALLY
DIVERSE COMMUNITIES FOR WHICH ¥ HAS COME TO BE KNOWN.
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CALIFORNIA. “Drive thy business
or it will drive thee.”

Since the acguisition of Fivst United

Bank in October 2003, we have
tripled the number of our California

brancher from two to six and extended BENJAMIN FRANKLIN
our customer base from San Diego to

San Francisco. Asset size also incveased

from $212 million to over $376 million

as of December 31, 2007.

THE CALIFORNIA MANAGEMENT TEAM
;

MICHELL W KITAYAMA, AMY YUEN, JOHMN CURTIS, ROBERT BIHR, CORA MCKMIGHT, HENRY LEE, VAL MARQUE
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IPDATE
CHINA

MetroCorp became the first

Texas-based Asian ethnic bank to establish
" a representative presence in China with the
opening of our Xiamen office. We believe our

second representative office in Chongqing,

a city with twice the population of
Shanghat, will enbance onr ability to
develop additional business relationships.

“That which we persist

in doing becomes easier, not
that the task itself has become
easter; but that our ability to
perform it bas improved.”

RALPH WALDO EMERSON




ACCURATELY A LI GNED

Suceess can only be achieved when the objectives of management and
shareliolders are fully aligned. Ty maintaining a light focis on builiding
cuslomer relationships, largeling new markels, sireamfining and
infegraling our processes, and improving asset guality, MeiroCorp will

strive to deliver the resulls that our sharebiolders expect in 2008 anJ

geyond.— -Tn &51}{7 so, we remarin commilled fo Jﬁ}'fffu[naw_'gafzbn,

perszls‘{ence, brard work and ac&'ea;'ny our oé}éc/lbes.

NET INCOME [IN MILLIONS) FULL TIME EMPLOYEES
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MARINER'S COMPASS INVENTED IN CHINA IN THE 11TH CENTURY, THE MARINER'S COMPASS
CONGSISTS OF A MAGMETIZED POINTER FREE TO ALIGN ITSELF ACCURATELY WITH THE EARTH'S MAGNETIC
FIELD. THE DEVICE GREATLY IMPROVED MARITIME TRADE BY MAKING TRAVEL SAFER AND MORE EFFICIENT.

LIBERATION MONUMENT [OPPOSITE PAGE] QRIGINALLY BUILT IN 1940 AND REBUILT IN 1945, THE
LIBERATION MONUMENT IS REGARDED AS THE COMMERCIAL CENTER OF THE YUZHONG DISTRICT IN
CHONGGING. THE MANY BUSINESSES THAT SURROUND IT SERVE AS A REMINDER OF CHINAS
EMERGENCE AS A LEADING GLOBAL BUSINESS CENTER.




THE CALIFORNIA BOARD
(ABOVE AND LEFT TO RIGHT)

MITCHELL W. KITAYAMA,
SHIRLEY CLAYTON,

GEORGE M. LEE, PETER CHU,
DAVID TAl, MAY CHU

L)




METROCORP BANCSHARES, INC. {BELOW AND LEFT TO RIGHT)

JOHN LEE, HELEN CHEN, MAY CHU, CHARLES ROFF, JOE TING, GEORGE M. LEE,
. DON ). WANG, SHIRLEY CLAYTON, DAVID TAl, EDWARD A. MONTO
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MEerroCorp BancsHargs, INc.
AND METROBANK, N.A.
Boarps .

DON J. WANG
Chairman of the Board,
MCBI Chasrmaan of the
Board, MetroBank

GEORGE M. LEE

Executive Vice Chairman,
President and

Chigf Executive Officer, MCEI
Exectitive Vice Chairman,
Chigf Exective Qfficer,
MetroBank

DAVID TAI

Executive Vice President
and Secrefary, MCB!
President, MetroBank

KRISHNAN
BALASUBRAMANIAN
Dirvector, MCBI and
MetroBank

Private nvestor

HELEN E CHEN
Director, MCBI and
MetroBank President,
Metro Invesiment Group

MAY P. CHU

Director, MCBI and
MetroBank President,
Signel Consulting

SHIRLEY L. CLAYTON
Director, MCBI and
MelroBank

Privale Invesior

ROBERT W. HSUEH
Direclor, MCBI and
MetroBasnk

The Law offices of
Robert Hseeh

JOHN LEE

Direcior, MCBI and
MetroBank

Privale nvestor

EDWARD A. MONTO
Director, MCBI and
MetroBank

Private investor

CHARLES L. ROFF
Director, MCBI and
MetroBank

Vice President,

Roff Resources LLC

JOETING

Director, MCBI and
MetroBank
Presidens, West Plaza
Managemend, inc.

MEeTRO UNITED BANK BOARD

GEORGE M. LEE
Chairman of the Board

MITCHELL W. KITAYAMA
Chief Fxecutive Officer,

Vice Chairman

MAY P. CHU
Direclor,
President, Signet Consulting

PETER CHU

Direclor

The Law Qffice of Pefer
Darwin Chu

DAVID TAI
Direclor
President, MetroBank, N.A.

SHIRLEY L. CLAYTON
Director
Privale Investor

METROCORP BANCSHARES, INC.

Officers

DON J. WANG
Chairman of the Board

GEORGE M. LEE
Executive Vice Chairman
President

Chief Executive OQfficer

DAVID TAI

" Executive Vice President

Secrelary

DAVID C. CHOL
Executive Vice President
Chigf Financial Qfficer

MITCHELL W. KITAYAMA
Executive Vice President

METROBANK, N.A.

Gificers

DON ]. WANG
Chatrman of the Board

GEORGE M. LEE
FExecuiive Vice Chairman
Chigf Executive Officer

DAVID TAL

President

Chief Business Development
Qfficer

HERBERT D. BAKER
Executive Vice President

Chief Lending Officer

DAVID €. CHOI
Execubive Vice President
Chigf Financial Officer

ROBERT C. LEE
Executive Vice President
Regtonal Business
Development Houston

MICHELLE S. PHUNG
Executive Vice President

Chief Operations Officer

TERRANCGE J. TANGEN
Exectitive Vice President
Chief Credit Officer

CARLOS AIVAREZ
Senior Vice President
Area Business Manager

ROSIE ANTOINE
Sensor Vice President
Human Resources

MELANIE J. BARRY
Semior Vice President
Compliance Officer
Loan Review

TEEA BLAIR
Sensor Vice President
Branch Operations Manager

MING BURDETT
Senior Vice President
Areg Business Manager

ANN CROWTHER-DIXON
Senior Vice President
Infrastructsire and
Administration

JAMES FLYNN
Sentor Vice President
Special Assets

DENNIS HO
Sentior Vice President
International Trade Finance

ANDY HOU
Sentor Vice Prestdent
Systems and Nelwork

MICHAEL HUTCHINSON
Senior Vice President
Audit Direclor

JENNY KO CALAWAY
Senior Vice President
Area Business Manager

MING LO

Senivr Vice President
Business Development
Manager

IRIS POTEET

Senior Vice President
Underweriting Manager
KEVIN SHU

Senior Vice President
Chigf Accounting Qfficer
Controller

METROCORP BANCSHARES, INC. DIRECTORS AND OFFICERS

STEVE SUNG
Senior Vice President
Dallas Regional Manager

MOHAMMAD TARIQ
Sentior Vice President
Area Business Manager

LOIS TREVING
Senior Vice President
Credit Operations Manager

REGINA TUNCHEZ
Senior Vice President
Data Processing and
Operations )

JOE WANG
Senior Vice President
Area Business Manager

METRO UNITED BANK
Gfficers

GEORGE M. LEE
Chairman of the Board

MITCHELL W, XITAYAMA
Chief Executive Officer

ROBERT BIHR
FExecutive Vice Prestdent

Chigf Credit Officer

JOHN CURTIS

Executive Vice President
Manager Northern Caltfornia

HENRY LEE

Executive Vice President
Commercial Lending
VAL MARQUEZ
Executive Vice President
Strategic Systems

AMY YUEN

" Executive Vice President

Los Angeles

ALEX HU

Senior Vice President
Manager San Diego

WILLIAM LIKES
Senitor Vice President

CORA A, MCENIGHT
Senior Vice Prestdent
Cashier
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PART I

Item 1. Business

The disclosures set forth in this item are qualified by Item 1A. Risk Factors and by the section
captioned “Special Cautionary Notice Regarding Forward-Looking Statements” in Item 7 of this report and
other cautionary statements set forth elsewhere in this report.

General

MetroCorp Bancshares, Inc. (the “Company™) was incorporated as a business corporation under the
laws of the State of Texas in 1998 to serve as a holding company for MetroBank, National Association
(“MetroBank™). On October 5, 2005, the Company acquired Metro United Bank (“Metro United™)
{formerly known as First United Bank), with locations in San Diego and Los Angeles, California. The
Company’s headquarters are located at 9600 Bellaire Boulevard, Suite 252, Houston, Texas 77036, and its
telephone number is (713) 776-3876.

The Company’s mission is to enhance shareholder value by maximizing profitability and operating as
the premier commercial bank in each community that it serves. The Company operates branches in niche
markets through its subsidiary banks (collectively, the “Banks”) by providing personalized service to the
communities in Houston, Dallas, San Diego, Los Angeles, and San Francisco metropolitan areas.
Historically, the Company has strategically opened banking offices in areas with large multicultural and
Asian concentrations and intends to pursue branch opportunities in multicultural markets with significant
small and medium-sized business activity. As a part of the Company’s business development strategy,
MetroBank opened and commenced operations of a representative office in Xiamen, China during the
fourth quarter of 2006, and received regulatory approval for a second representative office in Chongging,
China during the fourth quarter 2007. The representative offices do not conduct banking activities but were
established to cultivate business relationships with customers that have the potential of expanding their
business in the United States.

MetroBank, National Association

MetroBank was organized in 1987 by Don J. Wang, the Company’s current Chairman of the Board,
and five other Asian-American small business owners, three of whom currently serve as directors of the
Company and MetroBank. The organizers perceived that the financial needs of various ethnic groups in
Houston were not being adequately served and sought to provide modern banking products and services
that accommodated the cultures of the businesses operating in these communities. In 1989, MetroBank
expanded its service philosophy to Houston’s Hispanic community by acquiring from the Federal Deposit
Insurance Corporation (the “FDIC”) the assets and liabilities of a community bank located in a primarily
Hispanic section of Houston. This acquisition broadened MetroBank’s market and increased its assets from
approximately $30.0 million to approximately $100.0 million. Other than this acquisition, MetroBank has
accomplished its growth internally through the establishment of de novo branches in various market areas.
Since MetroBank’s formation in 1987, it has established numerous branches in the greater Houston
metropolitan area and currently has nine banking offices in Houston. In 1996, MetroBank expanded into
the Dallas metropolitan area, and currently has three banking offices. In an effort to realign its branch
network 1o improve efficiency, MetroBank closed its Houston area Clear Lake branch in 2007.

Metro United Bank

Metro United was criginally founded in 1990 in San Diego, California to meet the banking needs of
the local business communities. Metro United caters its services to various businesses, professionals and
individuals with diversified cultural backgrounds and focuses its lending activities primarily on
commercial real estate. In 1999, Metro United opened its Los Angeles branch in Alhambra to serve the
community along the Monterey Park/San Gabriel Valley corridor. During 2006, Metro United added four
new locations to better serve its customers. It acquired a branch in Irvine from Omni Bank, N.A., opened

1




loan production offices in San Mateo and San Francisco that were upgraded 1o full service branches in
2007, and established an executive office in the City of Industry, which also began functioning as a full
service branch in the first quarter of 2007,

Available Information

The Company’s internet website is available through its subsidiary, MetroBank, at www. metrobank-
na.com. The Company makes available, free of charge, on or through its website its annual report on Form
10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those reports
filed or furnished pursuant to Section 13(a) of 15(d) of the Securities Exchange Act of 1934, as amended,
as soon as reasonably practicable after such material is filed electronically with or furnished to the
Securities and Exchange Commission. The information found on the Company’s website is not a part of
this or any other report.

Business

Management believes that quality products and services, cross-selling initiatives, relationship
building, and outstanding customer service are all key elements to a successful commercial and retail
banking endeavor. The Company intends to continue to focus on synchronizing the Texas and California
operations to provide a sound platform for growth. Specific goals include, but are not limited to:
(1) building sclid customer relationships through cross-selling initiatives, enhancing product mix, and
optimiizing pricing structures; (2) targeting new markets in an effort to expand and diversify the Company’s
customer base through de novo growth and possible future acquisitions; (3) streamlining and integrating
operational processes of the Company’s two subsidiary banks in an effort to increase efficiencies in
delivéry of products and services; and (4) improving and maintaining asset quality and diversifying the
loan portfolio.

In connection with the Company’s approach 1o community banking, the Company offers products
desigied to appeal to its customers and further enhance profitability. The Company believes that it has
developed a reputation as the premier provider of financial products and services to small and medium-
sized businesses and consumers located in the communities that it serves. The primary lending focus of the
Company is to small and medium-sized businesses in a variety of industries. Each of its preduct lines is an
outgrowth of the Company's expertise in meeting the particular needs of its customers. The Company’s
principal lines of business are the following:

Q‘ommercz’a! and Industrial Loans. The Company’s commercial lending emphasis includes loans to
wholesalers, manufacturers and business service companies. The Company makes available to businesses a
broad array of short and medium-term commercial lending products for working capital (including
inventory and accounts receivable), purchases of equipment and machinery and business expansion
(including acquisitions of real estate and improvements). As of December 31, 2007, the Company’s
commiercial and indusirial loan portfolio was $458.1 million or 38.0% of the gross loan portfolio.

Commercial Mortgage Loans. The Company originates commercial mortgage foans to finance the
purchase of real property, which generally consists of developed real estate. The Company’s commercial
mortgage loans are collateralized by first liens on real estate. For MetroBank, these loans typically have
variable rates and amortize over a 15 to 20 year period, with balloon payments due at the end of five to
seven years, For Metro United, these loans have both variable and fixed rates and amortize over a 25 to 30
year period, with balicon payments due at the end of five to ten years. As of December 31, 2007, the
Company had a commercial mertgage portfolio of $596.6 million or 49.5% of the gross loan portfolio. The
Company had no subprime commercial mortgage loans at December 31, 2007,

Construction Loans. The Company originates loans to finance the construction of residential and
non-résidential properties. The majority of the Company’s residential construction loans in Texas are for
single-family dwellings that are pre-sold or are under earnest money contracts. The Company also
originates loans to finance the construction of commercial properties such as multi-family, office,
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industrial, warehouse and retail centers. As of December 31, 2007, the Company had a real estate
construction portfolio of $139.2 million or 11.5% of the gross loan portfolio, of which $59.0 million was
residential and $80.2 million was commercial,

Government Guaranteed Small Business Lending. The Company, through its subsidiary MetroBank,
has developed an expertise in several government guaranteed lending programs in order to provide credit
enhancement to its commercial and industrial and commercial mortgage portfolios. As a Preferred Lender
under the United States Small Business Administration (the “SBA™) federally guaranteed lending program,
MetroBank’s pre-approved status allows it to quickly respond to customers’ needs. Depending upon
prevailing market conditions, the Company may sell the guaranteed portion of these loans into the
secondary market, yet retain servicing of these loans. MetroBank specializes in SBA loans to minority-
owned businesses. As of December 31, 2007, MetroBank had $44.9 million in the retained portion of its
SBA loans, approximately $20.9 million of which was guaranteed by the SBA.

Trade Finance. Since its inception in 1987, the Company, through its subsidiary MetroBank, has
originated trade finance loans and letters of credit to facilitate export and import transactions for small and
medium-sized businesses. In this capacity, the Company has worked with the Export Import Bank of the
United States (the “Ex-Im Bank™), an agency of the U.S. Government, which provides guarantees for trade
finance loans. At December 31, 2007, the Company’s aggregate trade finance portfolio commitments were
approximately $28.1 million.

Residential Morigage Brokerage and Lending. The Company, through its subsidiary MetroBank, uses
its existing branch network to offer a complete line of single-family residential mortgage products through
third party mortgage companies. The Company solicits and receives a fee to process residential mortgage
loans, which are underwritien by and pre-sold to third party mortgage companies. The Company does not
fund or service the loans underwritten by third party mortgage companies, The Company also originates
five to seven year balloon residential mortgage loans, primarily collateralized by non-owner occupied
residential properties, with a 15-year amortization, which are retained in the Company’s residential
mortgage portfolio. As of December 31, 2007, the residential mortgage portfolio was $5.3 million or 0.44%
of the gross loan portfolio. The Company had no subprime residential mortgage loans at December 31,
2007.

Retail Banking. The Company offers a variety of deposit products and services to retail customers
through its branch networks in Texas and California. Retail deposit products and services include checking
and savings accounts, money market accounts, time deposits, ATM cards, debit cards and online banking.
The Company through its subsidiary MetroBank, offers retail loan products which include residential
mortgage loans, restdential construction loans, automobile loans, lines of credit and other personal loans.
At December 31, 2007, retail loan products totaled less than one percent of the gross loan portfolio.

Competition

The banking and financial services industry in Texas and California is highly competitive, and the
profitability of the Company depends principally on the Company’s ability to compete in the market areas
in which its banking operations are located. The Company competes with other commercial banks, savings
banks, savings and loan associations, credit unions, finance companies, mutval funds, insurance companies,
brokerage and investment banking firms, asset-based non-bank lenders and certain other non-financial
entities, including retail stores which may maintain their own credit programs and certain governmental
organizations which may offer more favorable financing. To compete with these other financial
institutions, the Company emphasizes customer service, technology and responsive decision-making.
Additionally, management believes the Company remains competitive by establishing long-term customer
relationships, brilding customer loyalty and providing a broad line of preducts and services designed to
address the specific needs of its customers.




Employees

As of December 31, 2007, the Company had 349 full-time equivalent employees, 76 of whom were
officers of the Banks classified as Vice President or above. The Company considers its relations with
employees to be satisfactory.

Supervision and Regulation

The supervision and regulation of bank holding companies and their subsidiaries is intended primarily
for the protection of depositors, the deposit insurance fund of the FDIC and the banking system as a whole,
and not for the protection of the bank holding company shareholders or creditors. The banking agencies
have broad enforcement power over bank holding companies and banks inciuding the power to impose
substantial fines and other penalties for violations of laws and regulations.

The following description summarizes some of the laws to which the Company and the subsidiary
banks are subject. References herein to applicable statutes and regulations are brief summaries thereof, do
not purport to be complete, and are qualified in their entirety by reference to such statutes and regulations.

The Company

The Company is a bank holding company registered under the Bank Holding Company Act, as
amerided, (the “BHCA™), and is subject to supervision, regulation and examination by the Board of
Govérnors of the Federal Reserve System (“Federal Reserve Board”). The BHCA and other federal laws
subject bank holding companies to particular restrictions on the types of activities in which they may
engage, and to a range of supervisory requirements and activities, including regulatory enforcement actions
for violations of laws and regulations.

As a Company with securities registered under the Securities Exchange Act of 1934, as amended (the
“Exchange Act™), and listed on the NASDAQ Global Market, the Company is also subject 1o the Sarbanes-
Oxley Act of 2002 and regulation by the SEC and NASDAQ.

Regulatory Restrictions on Dividends; Source of Strength. It is the policy of the Federal Reserve
Board that bank holding companies should pay cash dividends on common stock only out of income
available over the past year and only if prospective earnings retention is consistent with the organization’s
expedted future needs and financial condition. The policy provides that bank holding companies should not
mainfain a level of cash dividends that undermines the bank holding company’s ability 10 serve as a source
of strength to its banking subsidiaries.

Under Federal Reserve Board policy, a bank holding company is expected to act as a source of
finanéial strength to each of its banking subsidiaries and commit resources to their support. Such support
may be required at times when, absent this Federal Reserve Board policy, a holding company may not be
inclined to provide it. As discussed below, a bank holding company in certain circumstances could be
required to guarantee the capital plan of an undercapitalized banking subsidiary.

In the event of a bank holding company’s bankruptcy under Chapter 11 of the U.S. Bankrupicy Code,
the trustee will be deemed to have assumed and is required to cure immediately any deficit under any
commitment by the debtor holding company to any of the federal banking agencies to maintain the capital
of an insured depository institution, and any claim for breach of such obligation will generally have priority
over rost other uncollateralized claims.

Scope of Permissible Activities. Except as provided below, the Company is prohibited from acquiring
a direct or indirect interest in or control of more than 5% of the voting shares of any company which is not
a bank or bank holding company and from engaging directly or indirectly in activities other than those of
banking, managing or controlling banks or furnishing services to its subsidiary banks, except the Company
may éngage in and may own shares of companies engaged in certain aclivities found by the Federal
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Reserve Board to be so closely related to banking or managing and controlling banks as to be a proper
incident thereto. These activities include, among others, operating a mortgage, finance, credit card or
factoring company; performing certain data processing operations; providing investment and financial
advice; acting as an insurance agent for certain types of credit-related insurance; leasing personal property
on a full-payout, non-operating basis; and providing certain stock brokerage and investment advisory
services. In approving acquisitions or the addition of activities, the Federal Reserve Beard considers,
among other things, whether the acquisition or the additional activities can reasonably be expected to
produce benefits to the public, such as greater convenience, increased competition, or gains in efficiency,
that outweigh such possible adverse effects as undue concentration of resources, decreased or unfair
competition, conflicts of interest or unsound banking practices.

The Gramm-Leach-Bliley Act amended the BHCA and granted certain expanded powers to bank
holding companies. The Gramm-Leach-Bliley Act permits bank holding companies to become financial
holding companies and thereby affiliate with securities firms and insurance companies and engage in other
activities that are financial in nature. The Gramm-Leach-Bliley Act defines “financtal in nature” to include
securities underwriting, dealing and market making; sponsoring mutual funds and investment companies;
insurance underwriting and agency; merchant banking activities; and activities that the Federal Reserve
Board has determined to be closely related to banking. No regulatory approval will be required for a
financial holding company to acquire a company, other than a bank or savings association. engaged in
activities that are financial in nature or incidental to activities that are financial in nature, as determined by
the Federal Reserve Board.

Under the Gramm-Leach-Bliley Act, a bank holding company may become a financial holding
company if each of its subsidiary banks is well capitalized under the Federal Deposit Insurance
Corporation Improvement Act (“FDICIA™) prompt corrective action provisions, is well managed, and has
at least a satisfactory rating under the Community Reinvestment Act of 1977 {(*CRA™} by filing a
declaration that the bank holding company wishes to become a financial holding company. Subsidiary
banks of a financial holding company must remain well capitalized and well managed in order to continue
to engage in activities that are financial in nature without regulatory actions or restrictions, which could
include divestiture of the financial in nature subsidiary or subsidiaries. In addition, a financial holding
company may not acquire a company that is engaged in activities that are financial in nature unless each of
its subsidiary banks has a CRA rating of satisfactory or better. Presently, the Company has no plans to
become a financial holding company.

While the Federal Reserve Board serves as the “umbrella” regulator for financial holding companies
and has the power to examine banking organizations engaged in new activities, regulation and supervision
of activities which are financial in nature or determined to be incidental to such financial activities will be
handled along functional lines. Accordingly, activities of subsidiaries of a financial holding company will
be regulated by the agency or authorities with the most experience regulating that activity as it is conducted
in a financial holding company.

Safe and Sound Banking Practices. Bank holding companies are not permitted to engage in unsafe and
unsound banking practices. The Federal Reserve Board's Regulation Y, for example, generally requires a
holding company to give the Federal Reserve Board prior notice of any redemption or repurchase of its own
equity secunities, if the consideration to be paid, together with the consideration paid for any repurchases or
redemptions in the preceding year, is equal to 10% or more of the company’s consolidated net worth. The
Federal Reserve Board may oppose the transaction if it believes that the transaction would constitute an
unsafe or unsound practice or would violate any law or regulation. Prior approval of the Federal Reserve
Board would not be required for the redemption or purchase of equity securities for a bank holding company
that would be well capitalized both before and after such transaction, well-managed and not subject to
unresolved supervisory issues.

The Federal Reserve Board has broad authority to prohibit activities of bank holding companies and

their non-banking subsidiaries which represent unsafe and unsound banking practices or which constitute
violations of laws or regulations, and can assess civil money penalties for certain activities conducted on a
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knowing and reckless basis, if those activities caused a substantial loss to a depository institution. The
penalties can be as high as $1.0 million for each day the activity continues.

Anti-Tying Restrictions. Bank holding companies and their affiliates are prohibited from tying the
provision of certain services, such as extensions of credit, to other services offered by a holding company
or its affiliates.

Capital Adeguacy Requirements, The Federal Reserve Board has adopted a system using risk-based
capital guidelines to evaluate the capital adequacy of bank holding companies. Under the guidelines,
specific categories of assets are assigned different risk weights, based generally on the perceived credit risk
of the asset. These risk weights are multiplied by corresponding asset balances to determine a “risk-
weighted” asset base. The guidelines require a minimum total risk-based capital ratio of 8.0% (of which at
least 4.0% is required to consist of Tier 1 capital elements). Total capital is the sum of Tier 1 and Tier 2
capital. As of December 31, 2007, the Company’s ratio of Tier | capital to total risk-weighted assets was
9.20% and its ratio of total capital to total risk-weighted assets was 10.44%.

In addition to the risk-based capital guidelines, the Federa! Reserve Board uses a leverage ratio as an
additional tool to evaluate the capital adequacy of bank holding companies. The leverage ratio is a
company’s Tier 1 capital divided by its average total consolidated assets. Certain highly rated bank holding
companies may maintain a minimum leverage ratio of 3.0%, but other bank holding companies may be
required to maintain a leverage ratio of at least 4.0%. As of December 31, 2007, the Company’s leverage
ratio was 9.50%.

The federal banking agencies’ risk-based and leverage ratios are minimum supervisory ratios
generally applicable to banking organizations that meet certain specified criteria, The federal bank
regulatory agencies may set capital requirements for a particular banking organization that are higher than
the minimum ratios when circumstances warrant. Federal Reserve Board guidelines also provide that
banking organizations experiencing internal growth or making acquisitions will be expected to maintain
stron'g capital positions substantially above the minimum supervisory levels, without significant reliance on
intangible assets.

Imposition of Liability for Undercapitalized Subsidiaries. Bank regulators are required to take
“prompt corrective action” to resolve problems associated with insured depository institutions whose
capital declines below certain levels. In the event an institution becomes “undercapitalized,” it must submit
a capital restoration plan. The capital restoration plan will not be accepted by the regulators unless each
company having control of the undercapitalized institution guarantees the subsidiary’s compliance with the
capital restoration plan up to a certain specified amount. Any such guarantee from a depository institution’s
holding company is entitled to a priority of payment in bankruptcy.

The aggregate liability of the holding company of an undercapitalized bank is limited to the lesser of
5% of the institution’s assets at the time it became undercapitalized or the amount necessary to cause the
institution to be “adequately capitalized.” The bank regulators have greater power in situations where an
institution becomes “significantly” or “critically” undercapitalized or fails to submit a capital restoration
plan. For example, a bank holding company controlling such an institution can be required to obtain prior
Federal Reserve Board approval of proposed dividends, or might be required to consent to a consolidation
or to divest the troubled institution or other affiliates,

Acquisitions by Bank Holding Companies. The BHCA requires every bank holding company to obtain
the prior approval of the Federal Reserve Board before it may acquire all or substantially all of the assets of
any bank, or ownership or control of any voting shares of any bank, if after such acquisition it would own
or control, directly or indirectly, more than 5% of the voting shares of such bank. In approving bank
acquisitions by bank holding companies, the Federal Reserve Board is required to consider the financial
and managerial resources and future prospects of the bank holding company and the banks concerned, the
convenience and needs of the communities to be served, and various competitive factors.
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Control Acquisitions. The Change in Bank Control Act prohibits a person or group of persons from
acquiring “control” of a bank holding company unless the Federal Reserve Board has been notified and has
not objected to the transaction. Under a rebuttable presumption established by the Federal Reserve Board,
the acquisition of 10% of more of a class of voting stock of a bank holding company with a class of
securities registered under Section 12 of the Exchange Act, such as the Company, would, under the
circumstances set forth in the presumption, constitute acquisition of conirol of the Company.

In addition, any entity is required to obtain the approval of the Federal Reserve Board under the
BHCA before acquiring 25% (5% in the case of an acquiror that is a bank holding company) or more of the
outstanding Common Stock of the Company, or otherwise obtaining control or a “controlling influence”
over the Company.

The Banks—MetroBank, National Association and Metro United Bank

MetroBank is a national banking association, the deposits of which are insured by the Deposit
Insurance Fund (“DIF") of the FDIC up to the applicable legal limits. MetroBank’s primary regulator is the
Office of the Comptroller of the Currency (the “OCC™). By virtue of the insurance of its deposits, however,
MetroBank is also subject to supervision and regulation by the FDIC. Such supervision and regulation
subjects MetroBank to special restrictions, requirements, potential enforcement actions, and periodic
examination by the OCC. Because the Federal Reserve Board regulates the bank holding company parent
of MetroBank, the Federal Reserve Board also has supervisory authority, which directly affects
MetroBank.

Metro United is a California state banking association, the deposits of which are insured by the DIF of
the FDIC up 1o the applicable legal limits. Metro United is supervised, examined and regulated by the
Commissioner of the Department of Financial Institutions of the State of California (“DFI™), as well as the
FDIC. Such supervision and regulation subjects Metro United to special restrictions, requirements,
potential enforcement actions, and periodic examination by either of these regulators. Because the Federal
Reserve Board regulates the bank holding company parent of Metro United, the Federal Reserve Board
also has supervisory authority, which directly affects Metro United.

Financial Modernization. Under the Gramm-Leach-Bliley Act, a national bank may establish a
financial subsidiary and engage, subject to limitations on investment, in activities that are financial in
nature, other than insurance underwriling, insurance company portfolio investment, real estate
development, real estate investment, annuity issuance and merchant banking activities. To do so, a bank
must be well capitalized, well managed and have a Community Reinvestment Act (“CRA") rating of
satisfactory or better. National banks with financial subsidiaries must remain well capitalized and well
managed in order to continue to engage in activities that are financial in nature without regulatory actions
or restrictions, which could include divestiture of the financial in nature subsidiary or subsidiaries. In
additton, a bank may not acquire a company that is engaged in activities that are financial in nature unless
the bank has a CRA rating of satisfactory or better.

Branching—MetroBank. The establishment of a branch must be approved by the OCC, which
considers a number of factors, including financial history, capital adequacy, earnings prospects. character
of management, needs of the community and consistency with corporate powers,

Branching-—Metro United. California law provides that a California-chartered bank can establish a
branch anywhere in California provided that the branch is approved in advance by the DFI. The branch
must also be approved by the FDIC, which considers a number of factors, including financial history,
adequacy of the bank’s shareholders’ equity, earnings prospects, character of management, and the
convenience and needs of the community to be served by the branch.

Restrictions on Transactions with Affiliates and Insiders. Transactions between MetroBank and its
non-banking affiliates, and Metro United and its non-banking affiliates, including the Company, are subject

to Section 23A of the Federal Reserve Act as implemented by Regulation W. An affiliate of a bank is any
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company or entity that controls, is controlled by, or is under common control with the bank. In general,
Section 23A imposes limits on the amount of such transactions, and also requires certain levels of collateral
for loans to affiliated parties. It also limits the amount of advances to third parties which are collateralized
by the securities or obligations of the Company or its non-banking subsidiaries.

Affiliate transactions are also subject to Section 23B as implemented by Regulation of the Federal
Reserve Act which generally requires that certain transactions between MetroBank and its affiliates, and
Metro United and its affiliates, be on terms substantially the same, or at least as favorable to MetroBank
and Metro United, as those prevailing at the time for comparable transactions with or involving other
nonaffiliated persons. The Federal Reserve Board has also issued Regulation W which codifies prior
regulations under Sections 23A and 23B of the Federal Reserve Act and interpretive guidance with respect
to affiliate transactions.

The restrictions on loans to directors, executive officers, principal shareholders and their related
interests (collectively referred to herein as “insiders™} contained in the Federal Reserve Act and Regulation
O apply to all insured depository institutions and their subsidiaries. These restrictions include limits on
loans to insiders and conditions that must be met before such a loan can be made. There is also an
aggregate limitation on all loans to insiders and their related interests. These loans cannot exceed the
institution’s total unimpaired capital and surplus and the primary federal regulator may determine that a
lessef amount is appropriate. Insiders are subject to enforcement actions for knowingly accepung loans in
violation of applicable restrictions.

Restrictions on Distribution of Subsidiary Bank Dividends and Assets. Dividends paid by the Banks
have provided a substantial part of the Company’s operating funds and for the foreseeable future it is
anticipated that dividends paid by the Banks to the Company wilt continue to be the Company’s principal
source of operating funds. Capital adequacy requirements serve to limit the amount of dividends that may
be paid by the Banks.

MetroBank. Until capital surplus equals or exceeds capital stock, a national bank must transfer to
surplus 10% of its net income for the preceding four quarters in the case of an annual dividend or 10% of
its net income for the preceding two quarters in the case of a quarterly or semiannual dividend. At
December 31, 2007, MetroBank’s capital surplus exceeded its capital stock. Without prior approval, a
national bank may not declare a dividend if the total amount of all dividends, declared by the bank in any
calendar year exceeds the total of the bank’s retained net income for the current year and retained net
income for the preceding two years. Under federal law, MetroBank cannot pay a dividend if, after paying
the dividend, the bank will be “undercapitalized.” Federal regulators may declare a dividend payment to be
unsafe and unsound even though MetroBank would continue to meet its capital requirements after the
dividend.

Metro United. A California-chartered bank may not declare a dividend in an amount which exceeds
the lesser of (i) the bank’s retained earnings or (ii) the bank’s net income for its last three fiscal years less
the ariount of any dividends paid to shareholders during such period. However, a bank may, with the prior
approval of the DFI, declare a dividend in an amount not exceeding the greater of (a) its retained earnings,
{b} its net income for its last fiscal year or (c) its net income for its current fiscal year. Under federal law,
Metro United cannot pay a dividend if, after paying the dividend, Metro United will be “undercapitalized.”
In the event that the DFT determines the shareholders’ equity of a bank is inadequate or that the making of
the dividend by the bank would be unsafe or unsound, the DF! may order the bank to refrain from making
the proposed dividend. Federal regulators may declare a dividend payment to be unsafe and unsound even
though Metro United would continue to meet its capital requirements after the dividend.

Because the Company is a legal entity separate and distinct from its subsidiaries, its right to
participate in the distribution of assets of any subsidiary upon the subsidiary’s liquidation or reorganization
will bé subject to the prior claims of the subsidiary’s creditors. In the event of a liquidation or other
resolution of an insured depository institution, the claims of depositors and other general or subordinated
creditors are entitled to a priority of payment over the claims of holders of any obligation of the institution
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to its shareholders, arising as a result of their status as shareholders, including any depository institution
holding company (such as the Company) or any shareholder or creditor thereof.

Examinations—MetroBank. The OCC periodically examines and evaluates national banks. Based
upon such an evaluation, the OCC may revalue the assets of the institution and require that it establish
specific reserves to compensate for the difference between the OCC-determined value and the book value
of such assets.

Examinations—Metro United. The DFI examines banks at least once every two years, but may
conduct examinations whenever and as often as deemed necessary. The FDIC also periodically examines
and evaluates insured, state non-member banks such as Metro United. Based upon such an evaluation, the
FDIC may revalue the assets of the institution and require that it establish specific reserves to compensate
for the difference between the FDIC determined value and the book value of such assets.

Audit Reports. Insured institutions with total assets of $500 million or more must submit annual audit
reports prepared by independent auditors to federal regulators. In some instances, the audit report of the
institution’s holding company can be used to satisfy this requirement. Auditors must receive examination
reports, supervisory agreements, and reports of enforcement actions. For institutions with total assets of $1
biltion or more, financial statements prepared in accordance with accounting principles generally accepted
in the U.S., management’s certifications concerning responsibility for the financial statements, internal
controls and compliance with legal requirements designated by their primary federal regulator, and an
attestation by the auditor regarding the statements of management relating to the internal controls must be
submitted. For institutions with total assets of more than $3 billion, independent auditors may be required
to review quarterly financial statements. The Federal Deposit Insurance Corporation Improvement Act of
1991 (*FDICIA”) requires that independent audit committees be formed, consisting of outside directors
only. The committees of such institutions must include members with experience in banking or financial
management, must have access to outside counsel, and must not include representatives of large customers.

Capital Adeguacy Requirements. Similar to the Federal Reserve Board’s requirements for bank
holding companies, the OCC and FDIC (“federal banking regulators”) have adopted regulations
establishing minimum requirements for the capital adequacy of national banks. The federal banking
regulators may establish higher minimum requirements if, for example, a bank has previously received
special attention or has a high susceptibility to interest rate risk.

The federal banking regulators’ risk-based capital guidelines generally require banks to have a
minimum ratio of Tier 1 capital to total risk-weighted assets of 4.0% and a ratio of total capital to total risk-
weighted assets of 8.0%. As of December 31, 2007, MetroBank’s and Metro United’s ratio of Tier 1 capital
to total risk-weighted assets was 9.40% and 8.43%, respectively. The ratio of total capital to total risk-
weighted assets at December 31, 2007, was 10.42% for MetroBank, and 9.41% for Metro United.

The federal banking regulators’ leverage guidelines require banks to maintain Tier 1 capital of no less
than 4.0% of average total assets, except in the case of certain highly rated banks for which the requirement
is 3.0% of average total assets unless a higher leverage capital ratio is warranted by the particular
circumstances or risk profile of the depository institution. As of December 31, 2007, MetroBank’s and
Metro United’s ratio of Tier | capital to average total assets (leverage ratio) was 9.30% and 9.99%
respectively.

Corrective Measures for Capital Deficiencies. The federal banking regulators are required to take
“prompt corrective action” with respect to capital-deficient institutions. Agency regulations define, for each
capital category, the levels at which institutions are “well capitalized,” “adequately capitalized,” “under
capitalized,” “significantly under capitalized” and “critically under capitalized.” A “well capitalized” bank
has a total risk-based capital ratio of 10.0% or higher; a Tier | risk-based capital ratio of 6.0% or higher; a
leverage ratio of 5.0% or higher; and is not subject to any written agreement. order or directive requiring it
to maintain a specific capital level for any capital measure. An “adequately capitalized” bank has a total
risk-based capital ratio of 8.0% or higher; a Tier 1 risk-based capital ratio of 4.0% or higher; a leverage
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ratio of 4.0% or higher {3.0% or higher if the bank was rated a composite | in its most recent examination
report and is not experiencing significant growth); and does not meet the criteria for a well capitalized
banl%. A bank is “under capitalized” if it fails to meet any one of the ratios required to be adequately
capitalized. Based on the most recent notification from the QCC with respect to MetroBank and from the
FDIC with respect to Metro United, MetroBank was classified as “well-capitalized” and Metro United was
classified as “adequately-capitalized” for purposes of the FDIC’s prompt corrective action regulations.

In addition to requiring undercapitalized institutions to submit a capital restoration plan, agency
regulations authorize broad restrictions on certain activities of undercapitalized institutions including asset
growth, acquisitions, branch establishment, and expansion into new lines of business. With certain
excéptions, an insured depository institution is prohibited from making capital distributions, including
diviglends, and is prohibited from paying management fees to control persons if the institution would be
undercapitalized after any such distribution or payment.

As an institution’s capital decreases, the federal banking regulator’s enforcement powers become
more severe, A significantly undercapitalized institution is subject to mandated capital raising activities,
restrictions on interest rates paid and transactions with affiliates, removal of management, and other
restrictions. The federal banking regulators have only very limited discretion in dealing with a critically
undércapitalized institution and are virtually required to appoint a receiver or conservator.

. Banks with risk-based capital and leverage ratios below the required minimums may also be subject to
certain administrative actions, including the termination of deposit insurance upon notice and hearing, or a
temporary suspension of insurance without a hearing in the event the institution has no tangible capital.

Depaosit Insurance Assessments. The deposits held by MetroBank and Metro United are insured by the
FDIC through the DIF to the extent required by law and they must pay assessments to the FDIC for federal
deposit insurance protection, The FDIC has implemented a risk-based assessment system under which
FDIC-insured depository institutions pay insurance premiums at rates based on their risk classification. An
institution’s risk classification is assigned based on its capital levels and the level of supervisory concern
the institution poses to the regulators. Institutions assigned to higher-risk classifications (that is, institutions
that pose a greater risk of loss to their respective deposit insurance funds) pay assessments at higher rates
than institutions that pose a lower risk. In addition, the FDIC can impose special assessments in certain
instances. Assessment rates range from 5 to 7 basis points for risk category I institutions, 10 basis points
for risk category Il institutions, 28 basis points for risk category III institutions and 43 basis points for risk
category IV institutions.

i

. In February 2006, the Federal Deposit Insurance Reform Act of 2005 (“Deposit Reform Act”) was
enacted. The Deposit Reform Act, among other things, consolidates the Bank Insurance Fund and Savings
Association Insurance Fund into the DIF, establishes a range for reserves levels for the DIF of 1.15% to
1.50% and creates a mechanism for raising the ceiling on deposit insurance coverage to reflect future
inflation. The FDIC adopted final regulations with respect to the Deposit Reform Act effective as of
Jandary 1, 2007. Under the new regulations, the FDIC will evaluate each institution’s risk based on three
primary sources of information: supervisory ratings for all insured institutions, financial ratios for most
institutions, and long-term debt issuer ratings for large institutions that have them. In connection with the
adopl)tion of the new regulations, the FDIC set the assessment rates that took effect on January i, 2007. The
FD[:C also set the designated reserve ratio for the DIF at 1.25% of estimated insured deposits. If the reserve
levels fall below 1.15%, the FDIC must adopt a restoration plan that provides that the DIF will return to
1.15% generally within 5 years. If the reserve level exceeds 1.33%, the FDIC must generally dividend to
DIF members half of the amount above the amount necessary to maintain the DIF at 1.35%. The FDIC
decl'rares a 50% dividend when the reserve level reaches 1.35% and a 100% dividend when the reserve ratio
reac{hes above 1.50%.

‘Enforcement Powers. The FDIC and the other federal banking agencies have broad enforcement
powers, including the power to terminate deposit insurance, impose substantial fines and other civil and
criminal penalties, and appoint a conservator or receiver. Failure to comply with applicable laws,

10




regulations and supervisory agreements could subject the Company or its banking subsidiaries, as well as
officers, directors and other institution-affiliated parties of these organizations, to administrative sanctions
and potentially substantial civil money penalties. The appropriate federal banking agency may appoint the
FDIC as conservator or receiver for a banking institution (or the FDIC may appoint itself, under certain
circumstances) if any one or more of a number of circumstances exist, including, without limitation, the
fact that the banking institution is undercapitalized and has no reasonable prospect of becoming adequately
capitalized; fails to become adequately capitalized when required to do so; fails to submit a timely and
acceptable capital restoration plan; or materially fails to implement an accepted capital restoration plan.

Brokered Deposit Restrictions. Adequately capitalized institutions (as defined for purposes of the
prompt corrective action rules described above) cannot accept, renew or roll over brokered deposits except
with a waiver from the FDIC, and are subject to restrictions on the interest rates that can be paid on such
deposits. Undercapitalized institutions may not accept, renew, or roll over brokered deposits. Well-
capitalized institutions are not subject to restrictions.

Cross-Guarantee Provisions. The Financial Institutions Reform, Recovery and Enforcement Act of
1989 (“FIRREA™) contains a “cross-guarantee” provision which generally makes commonly controlled
insured depository institutions liable to the FDIC for any losses incurred in connection with the failure of 2
commonly controlled depository institution.

Community Reinvestment Act. The CRA and the regulations issued thereunder are intended to
encourage banks to help meet the credit needs of their service area, including low and moderate-income
neighborhoods, consistent with the safe and sound operations of the banks. These regulations also provide
for regulatory assessment of a bank’s record in meeting the needs of its service area when considering
applications to establish branches, merger applications and applications to acquire the assets and assume
the liabilities of another bank. FIRREA requires federal banking agencies to make public a rating of a
bank's performance under the CRA, In the case of a bank holding company, the CRA performance record
of the banks involved in the transaction are reviewed in connection with the filing of an application to
acquire ownership or control of shares or assets of a bank or to merge with any other bank holding
company. An unsatisfactory record can substantially delay or block the transaction. In its most recent
performance evaluation, MetroBank received an “outstanding” CRA rating from the OCC. Metro United
Bank received a “satisfactory” CRA rating from the FDIC in its most recent performance evaluation.

Consumer Laws and Regulations. In addition to the laws and regulations discussed herein, the Banks
are also subject to certain consumer laws and regulations that are designed to protect consumers in
transactions with banks. While the list set forth herein is not exhaustive, these laws and regulations include
the Truth in Lending Act, the Truth in Savings Act, the Electronic Funds Transfer Act, the Expedited
Funds Availability Act, the Equal Credit Opportunity Act, and the Fair Housing Act, among others. These
laws and regulations mandate certain disclosure requirements and regulate the manner in which financial
institutions must deal with customers when taking deposits or making loans to such customers. The Banks
must comply with the applicable provisions of these consumer protection laws and regulations as part of
their ongoing customer relations.

Privacy. In addition to expanding the activities in which banks and bank holding companies may
engage, the Gramm-Leach-Bliley Act imposes new requirements on financial institutions with respect to
customer privacy. The Gramm-Leach-Bliley Act generally prohibits disclosure of customer information to
non-affiliated third parties unless the customer has been given the opportunity to object and has not
objected to such disclosure. Financial institutions are further required to disclose their privacy policies to
customers annually. Financial institutions, however, will be required to comply with state law if it is more
protective of customer privacy than the Gramm-Leach-Bliley Act.

Anti-money Laundering and Anti-Terrorism Legislation. Congress enacted the Bank Secrecy Act of
1970 (“BSA™) to require financial institutions, including the Company and the Banks, to maintain certain
records and to report certain transactions to prevent such institutions from being used to hide money
derived from criminal activity and tax evasion. The BSA establishes, among other things, (1) record
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keepjng requirements to assist government enforcement agencies in tracing financial transactions and flow
of funds; (2) reporting requirements for Suspicious Activity Reports and Currency Transaction Reports to
assist government enforcement agencies in detecting patterns of criminal activity; (3) enforcement
provisions authorizing criminal and civil penalties for illegal activities and violations of the BSA and its
implémenting regulations; and {4} safe harbor provisions that protect financial institutions from civil
liability for their cooperative efforts.

The Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and
Obstruct Terrorism Act of 2001 (*USA PATRIOT Act™) was enacted in Qctober 2001 and amended the
BSA and incorporates anti-terrorist financing provisions into the BSA and its implementing regulations.
The USA PATRIOT Act is intended to strengthen U.S. law enforcement’s and the intelligence
communities’ ability to work cohesively to combat terrorism on a variety of fronts. The potential impact of
the USA PATRIOT Act on financial institutions of all kinds is significant and wide ranging. The USA
PATRIOT Act contains sweeping anti-money laundering and financial transparency laws and requires
variouts regulations, including: (i) due diligence requirements for financial institutions that administer,
maintain. or manage private bank accounts or correspondent accounts for non-U.S. persons; (ii) standards
for verifying customer identification at account opening; (iii) rules to promote cooperation among financial
institutions, regulators and law enforcement entities in identifying parties that may be involved in terrorism
or money laundering; (iv) reports by nonfinancial trades and business filed with the Treasury Department’s
Financial Crimes Enforcement Network for transactions exceeding $10,000; and (v) filing of suspicious
activities reports involving securities by brokers and dealers if they believe a customer may be violating
U.S. laws and regulations.

The Department of the Treasury’s Office of Foreign Asset Control (“OFAC”™) administers and
enforées economic and trade sanctions against targeted foreign countries, entities and individuals based on
U.S. foreign policy and national security goals. As a result, financial institutions, including the Company
and the Banks. must scrutinize transactions to ensure that they do not represent obligations of, or ownership
interests in, entities owned or controlled by sanctioned targets. In addition, the Company and the Banks
restridt transactions with certain targeted countries except as permitted by OFAC.

Legislative Initiatives

Various legislative and regulatory initiatives are from time to time introduced in Congress. Such
initiatives may change banking statutes and the operating environment of the Company and its banking
subsidiaries in substantial and unpredictable ways. The Company cannot determine the ultimate effect that
any potential legislation, if enacted, or implementing regulations with respect thereto, would have upon the
financial condition or results of operations of the Company or its subsidiaries. A change in statutes,
regulations or regulatory policies applicable to the Company or any of its subsidiaries could have a material
effect on the financial condition, results of operations or business of the Company and its subsidiaries.

Expanding Enforcement Authority

One of the major additional burdens imposed on the banking industry by FDICIA is the increased
ability of banking regulators to monitor the activities of banks and their holding companies. In addition, the
federal regulators posscss extensive authority to police unsafe or unsound practices and violations of
applicable laws and regulations by depository institutions and their holding companies. For example, the
FDIC may terminate the deposit insurance of any institution which it determines has engaged in an unsafe
or unsound practice. The agencies can also assess civil money penalties, issue cease and desist or removal
orders; seek injunctions, and publicly disclose such actions. FDICIA, FIRREA and other laws have
expanded the agencies’ authority in recent years, and the agencies have not yet fully tested the limits of
their powers.

Effect of Monetary Policy

The policies of regulatory authorities, including the monetary policy of the Federal Reserve Board,
have a significant effect on the operating results of bank holding companies and their subsidiaries. Among
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the means available to the Federal Reserve Board to affect the money supply are open market operations in
U.8. Government securities, changes in the discount rate or federal funds rate on member bank borrowings,
and changes in reserve requirements against member bank deposits. These means are used in varying
combinations to influence overall growth and distribution of bank loans, investments and deposits, and
their use may affect interest rates charged on loans or paid for deposits.

Federal Reserve Board monetary policies have materially affected the operating results of commercial
banks in the past and are expected to continue to do so in the future. The nature of future monetary policies
and the effect of such policies on the business and earnings of the Company and its subsidiaries cannot be
predicted.

Item 1A. Risk Factors

An investment in the Company’s common stock (“Common Stock”) involves risks. The following is a
description of the material risks and uncertainties that the Company believes affect its business and an
investment in its Common Stock. Additional risks and uncertainties that the Company are unaware of, or
that it currently deems immaterial, also may become important factors that affect the Company and its
business. If any of the risks described in this annual report on Form 10-K were to occur, the Company’s
financial condition and results of operations could be materially and adversely affected. If this were to
happen, the value of the Common Stock could decline significantly and you could lose all or part of your
investment.

Risks Associated with the Company’s Business

The Company's business is subject to interest rate risk and fluctuations in interest rates may adversely
affect its earnings and capital levels.

The majority of the Company’s assets are monetary in nature and, as a result, the Company is subject
to significant risk from changes in interest rates. Changes in interest rates can impact the Company’s net
interest income as weil as the valuation of its assets and liabilities. The Company’s earnings are
significantly dependent on its net interest income, which is the difference between interest income on
interest-earning assets, such as loans and securities, and interest expense on interest-bearing liabilities, such
as deposits and borrowings. The Company expects that it will periodically experience “gaps” in the interest
rate sensitivities of its assets and liabilities, meaning that either its interest-bearing liabilities wilt be more
sensitive to changes in market interest rates than its interest-earning assets, or vice versa. In either event, if
market interest rates should move contrary to the Company’s position, this “gap™ will negatively impact the
Company’s earnings.

An increase in the general level of interest rates may also, among other things, reduce the demand for
loans and the Company’s ability to originate loans. Conversely, a decrease in the general level of interest
rates, among other things, may lead to an increase in prepayments on the Company’s loan and morigage-
backed securities portfolios and increased competition for deposits. Accordingly, changes in the general
level of market interest rates affect the Company’s net yield on interest-earning assets, loan origination
volume, market value of loans and mortgage-backed securities portfolios.

Market interest rates are affected by many factors outside of the Company’s control, including
governmental monetary policies, inflation, recession, changes in unemployment, the money supply and
international disorder and instability in domestic and foreign financial markets. In view of the low interest
rates on savings, loans and investments that currently prevail, it is quite possible that significant changes in
interest rates may take place in the future, and the Company cannot always accurately predict the nature or
magnitude of such changes or how such changes may affect its business. Although the Company’s asset-
liability management strategy is designed to control its risk from changes in the general level of market
interest rates, it may not be able to prevent changes in interest rates from having a material adverse affect
on the Company’s earnings and capital levels.
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A large percentage of the Company’s loans are collureralized by real estate, and an adverse change in the
real estate market may result in losses and adversely affect its profitability.

Approximately 87.3% of the Company’s loan portfolio as of December 31, 2007 was comprised of
loans collateralized by real estate. The real estate collateral in each case provides an alternate source of
repayment in the event of default by the borrower and may deteriorate in value during the time the credit is
extended. A weakening of the real estate market in the Company’s primary market areas could have an
adverse effect on the demand for new loans, the ability of borrowers o repay outstanding loans, the value
of real estate and other collateral securing the loans and the value of real estate owned by the Company. If
real estate values decline, it is also more likely that the Company would be required to increase its
allowance for loan losses, which could adversely affect its financial condition and results of operations. In
the event of a default with respect to any of these loans, amounts received upon disposal of the collateral
may be insufficient to recover ouistanding principal and interest on the loan, As a result, the Company’s
profitability and financial condition could be adversely impacted.

As of December 31, 2007, approximately $139.2 million or 11.5% of the Company’s gross loan
portfolio was in real estate construction loans. Of this amount, $59.0 million were made to finance
residential construction projects, of which 63.4% were located in Texas, and 36.6% were located in
California. Further, $80.2 million of real estate construction loans were made to finance commercial
construction, with 85.2% of these loans made to finance construction projects located in Texas and 14.8%
of those loans made to finance construction projects located in California. Construction loans are subject to
risks during the construction phase that are not present in standard residential real estate and commercial
real éstate loans. These risks include:

= the viability of the contractor;

= the contractor’s ability to complete the project, to meet deadlines and time schedules and to stay
within cost estimates; and

» concentrations of such loans with a single contractor and its affiliates.

Real estate construction loans also present risks of default in the event of declines in property values
or volatility in the real estate market during the construction phase. If any of these risks were to occur, it
could adversely affect the Company’s financial condition and results of operations.

In December 2006, banking regulators issued guidance regarding high concentrations of commercial
and real estate construction loans within bank loan portfolios. The guidance requires institutions that
exceed certain levels of real estate lending to maintain higher capitat ratios than institutions with lower
concentrations if they do not have appropriate risk management policies and practices in place. If there is
any deterioration in the Company’s commercial real estate portfolio or its regulators conclude that it has
not implemented appropriate risk management policies and practices, it could adversely affect the
Company’s business and result in a requirement of increased capital levels, and such capital may not be
available at that time.

The Company could be subject to environmental risks and associated costs on its foreclosed real estate
assets.

A significant portion of the Company’s loan portfolio is secured by real property. There is a risk that
hazardous or toxic waste could be discovered on the properties that secure the Company’s loans. If the
Company acquires such properties as a result of foreclosure, it could be held responsible for the cost of
cleaning up or removing this waste, and this cost could exceed the value of the underlying properties and
adversely affect the Company’s profitability. Although the Company has policies and procedures that
require it to perform an environmental review before initiating any foreclosure action on real property,
these reviews may not be sufficient to detect all potential environmental hazards.




The Company’s allowance for loan losses may not be sufficient to cover actual loan losses, which could
adversely affect its earnings.

As a lender, the Company is exposed to the risk that its loan customers may not repay their loans
according to the terms of these loans and the collateral securing the paymem of these loans may be
insufficient to fully compensate the Company for the outstanding balance of the loan plus the costs to
dispose of the collateral. Management makes various assumptions and judgments about the collectability of
the Company’s loan portfolio based on its review and analysis of the portfolio, including the diversification
of its loan portfolio, the amount of nonperforming loans and related collateral, the volume, growth and
composition of its loan portfolio, the effects on the loan portfolio of current economic indicators and their
probable impact on borrowers and the evaluation of its loan portfolio through its internal loan review
process and other relevant factors.

The Company maintains an allowance for loan losses in an attempt to cover loan losses inherent in its
loan portfolio. Additional loan losses will likely occur in the future and may occur at a rate greater than the
Company has experienced to date. In determining the size of the allowance, the Company relies on an
analysis of its loan portfolio, its expertence and its evaluation of general economic conditions. If the
Company's assumptions prove to be incorrect or if it experiences significant loan losses, its current
allowance may not be sufficient to cover actual losses and adjustments may be necessary to allow for
different economic conditions or adverse developments in its loan portfolio. A material addition to the
allowance could cause a material decrease in net income.

In addition, federal and state regulators periodically review the Company’s allowance for loan losses
and may require the Company to increase its provision for loan losses or recognize further charge-offs,
based on judgments different than those of the Company’s management. Any increase in the Company’s
allowance for loan losses or charge-offs as required by these regulatory agencies could have a material
negative effect on the Company’s operating results and financial condition.

The Company's profitability depends significantly on local economic conditions.

The Company’s success depends primarily on the general econemic conditions of the geographic
markets in which it operates. Unlike larger banks that are more geographically diversified, the Company
provides banking and financial services to customers primarily in the greater Houston and Dallas
metropolitan areas in Texas, and in the greater San Diego, Los Angeles, and San Francisco metropolitan
areas in California. The local economic conditions in these areas have a significant impact on the
Company's commercial, real estate and construction loans, the ability of its borrowers to repay their loans
and the value of the collateral securing these loans. In addition, if the population or income growth in the
Company’s market areas is slower than projected, income levels, deposits and housing starts could be
adversely affected and could result in a reduction of the Company’s expansion, growth and profitability. If
the Company’s market areas experience a downturn or a recession for a prolenged period of time, the
Company would likely experience significant increases in nonperforming loans, which could lead to
operating losses, impaired liquidity and eroding capital. A significant decline in general economic
conditions, caused by inflation, recession, acts of terrorism, outbreak of hostilities or other international or
domestic calamities, unemployment or other factors could impact these local economic conditions and
negatively affect the Company ‘s financial condition, results of operations and future prospects.

The Company’s small to medium-sized business target market mayv have fewer resources to weather a
downturn in the economy, which may impair o borrower’s ability to repay a loan to the Company, and such
impairment could materially harm our operating results.

The Company targets its business development and marketing strategy primarily to serve the banking
and financial services needs of small to medium-sized businesses. These small to medium-sized businesses
generally have fewer resources in terms of capital or borrowing capacity than larger entities, may be more
vuinerable to economic downturns, often need substantial additional capital to expand or compete and may
experience significant volatility in operating results. Any one or more of these factors may impair the
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borrower’s ability to repay a loan. In addition, the success of a small to medium-sized business ofien
depends on the management talents and efforts of one or two persons or a small group of persons, and the
death, disability or resignation of one or more of these persons could have a material adverse impact on the
business and its ability 1o repay a loan. Economic downturns and other events that negatively impact the
Company's market areas could cause the Company to incur substantial credit losses that could negatively
affect the Company’s results of operations and financial condition may be negatively affected.

Potential acquisitions may disrupt the Company's business and dilute shareholder value.

The Company seeks merger or acquisition partners that are culturally similar and have experienced
management and possess either significant market presence or have potential for improved profitability
through financial management, economies of scale or expanded services. Acquiring other banks,
businesses, or branches involves various risks commonly associated with acquisitions, including, among
other things:

« Potential exposure to unknown or contingent liabilities of the target company;
* Exposure to potential asset quality issues of the target company;

« Difficulty and expense of integrating the operations, management, products and services of the
target company,

= Potential disruption to the Company’s business;
« Potential diversion of the Company management’s time and atiention;
« The possible loss of key employees and customers of the target company; and

« Difficulty in estimating the value of the target company.

From time to time, the Company evaluates merger and acquisition opportunities and conducts due
diligénce activities related to possible transactions with other financial institutions. As a result, merger or
acquisition discussions and, in some cases, negotiations may take place and future mergers or acquisitions
involving cash, debt or equity securities may occur at any time. Acquisitions typically involve the payment
of a premium over book and market values, and, therefore, some dilution of the Company’s tangible book
value and net income per common share may occur in connection with any future transaction. The
Company’s failure to successfully integrate any entity it may acquire and realize the expected revenue
increases, cost savings, increases in geographic or product presence, and/or other projected benefits from
such acquisition could have a material adverse effect on the Company’s financial condition, results of
operations and business.

An interruption in or breach in security of the Company's information systems may result in a loss of
customer business.

The Company relies heavily on communications and information systems to conduct its business. Any
failure, interruption or breach in security of these systems could result in failures or disruptions in the
Company’s customer relationship management, general ledger, deposits, servicing or loan origination
systems. Although the Company has policies and procedures designed to prevent or minimize the effect of
a failure, interruption or security breach of its communications or information systems, the Company
canndt assure that such failures, interruptions or security breaches will not occur or, if they do occur, that
they will be adequately addressed by the Company. The occurrence of any such failures, interruptions or
security breaches could result in a loss of customer business and have a negative effect on the Company’s
results of operations and financial condition.

The business of the Company is dependent on technology and its inability to invest in technological
impravements may adversely affect its results of operations and financial condition.

The financial services industry is undergoing rapid technological changes with frequent introductions
of new technology driven products and services. In addition to better serving customers, the effective use
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of technology increases efficiency and enables financial institutions to reduce costs. The Company’s future
success will depend in part upon its ability to address the needs of its customers by using technology to
provide products and services that will satisfy customer demands for convenience as well as create
additional efficiencies in its operations, Many of the Company’s competitors have substantially greater
resources (o invest in technological improvements. There can be no assurance that the Company will be
able to effectively implement new technology driven products and services or be successful in marketing
these products and services to its customers.

The Company operates in a highly regulated environment and, as a resull, is subject 1o extensive
regulation and supervision that could adversely affect its financial performance, and the Company may be
adversely affected by changes in federal and local laws and regulations.

The Company is subject to extensive regulation, supervision and examination by federal und state
banking authorities. Any change in applicable regulations or federal or state legisiation could have a
substantial impact on the Company, its subsidiary banks, and their respective operations. Additional
legislation and regulations may be enacted or adopted in the future that could significantly affect the
Company’s powers, authority and operations, or the powers, authority and operations of MetroBank or
Metro United, which could have a material adverse effect on the Company’s financial condition and results
of operations. Further, regulators have significant discretion and power to prevent or remedy unsafe or
unsound practices or violations of laws by banks and bank holding companies in the performance of their
supervisory and enforcement duties, The exercise of this regulatory discretion and power may have a
negative impact on the Company.

Risks Associated with the Company’s Common Stock

The Company’s corporate organizational docwments and the provisions of Texas law to which it is subject
may delay or prevent a change in control of the Company that you may favor.

The Company’s amended and restated articles of incorporation and amended and restated bylaws
contain various provisions which may delay, discourage or prevent an attempted acquisition or change of
control of The Company. These provisions include:

* a board of directors classified into three classes of directors with the directors. of each class
having staggered, three year terms;

* a provision that any special meeting of the Company’s shareholders may be called only by the
chairman of the board, the president and chief executive officer, the majority of the board of
directors or the holders of at least 50% of the Company’s shares entitled to vote at the meeting;

* a provision establishing certain advance notice procedures for nomination of candidates for
election as directors and for shareholder proposals to be considered at an annual or special
meeting of shareholders; and

= aprovision that denies shareholders the right to amend the Company’s bylaws.

The Comparny’s articles of incorporation provide for noncumulative voting for directors and authorize
the board of directors to issue shares of its preferred stock without sharcholder approval and upen such
terms as the board of directors may determine. The issuance of the Company preferred stock, while
providing desirable flexibility in connection with possible acquisitions, financings and other corporate
purposes, could have the effect of making it more difficult for a third party to acquire, or of discouraging a
third party from acquiring, a controiling interest in the Company. In addition, certain provisions of Texas
law, including a provision which restricts certain business combinations between a Texas corporation and
certain affiliated shareholders, may delay, discourage or prevent an attempted acquisition or change in
control of the Company.




The trading volume in the Company Common Stock has been low.

Although the Company common stock is listed for trading on the NASDAQ Global Market, the
trading volume in the Company common stock has been limited and is less than that of larger financial
services companies. A public trading market having the desired characteristics of depth, liquidity and
orderliness depends on the presence in the market place of willing buyers and sellers of the Company
cominon stock at any given time. This presence depends on the individual decisions of investors and
general economic and market conditions over which the Company has no control. Given the limited trading
volume of the Company Common Stock, significant sales of its Common Stock, or the expectation of these
sales, could cause the Company’s stock price to fall. As of December 31, 2007, the Company’s executive
officers and directors owned approximately 27.1% of the Common Stock. The significant amount of
Common Stock owned by the Company’'s executive officers and directors may adversely affect the
development of a more active trading market.

The holders of the Company’s junior subordinated debentures have rights that are senior to those of the
Company's shareholders.

As of December 31, 2007, the Company had $36.! million in junior subordinated debentures
outstanding that were issued to the Company’s subsidiary trust, MCBI Statutory Trust 1. The Trust
purchased the junior subordinated debentures from the Company using the proceeds from the sale of the
Trust’s capital securities to third party investors and common securities to the Company. Payments of the
principal and interest on the capital securities are conditionally guaranteed by the Company to the extent
not paid or made by the Trust, provided the Trust has funds available for such obligations.

The junior subordinated debentures are senior to the Company’s shares of Common Stock. As a result,
the Company must make payments on the junior subordinated debentures (and the related trust preferred
securities) before any dividends can be paid on its Common Stock and, in the event of the Company’s
bankruptcy, dissolution or liquidation, the holders of the debentures must be satisfied before any
distributions can be made to the holders of the Common Stock. The Company has the right to defer
distributions on the junior subordinated debentures (and the related capital securities} for up to five years,
during which time no dividends may be paid to holders of the Company’s Common Stock. The Company’s
ability to pay the future distributions depends upon the earnings of the Banks and dividends from the Banks
to thé Company, which may be inadequate to service the obligations.

Item 1B. Unresolved Staff Comments

None.




Item 2.  Properties

The principal executive offices of the Company and MetroBank are located in leased space at 9600
Bellaire Boulevard, Suite 252, Houston, Texas, The principal executive offices of Metro United are located
in the City of Industry branch, in leased space at 17870 Castleton Street, in City of Industry, California,
The following table sets forth the Company’s locations by geographic area:

Owned Leased Total

Branches in Houston metropolitanarea ........................ 4 5 9
Branches in Dallas metropolitanarea ................. ... ..... — 3 3
Branch in San Diego, California ................... .. ... ..... — 1 1
Branches in Los Angeles metropolitan areal> . .................. — 2 2
Branches in San Francisco metropolitan area® .. ... ... ......... — 2 2
Branch in City of Industry, California ......................... — | 1
Corporate headquarters in Houston, Texas ...................... - 1 1
Total L. e 4 15 19

(1} Los Angeles metropolitan area includes Irvine and Alhambra, California
@ San Francisco metropolitan area includes San Mateo, California

The leases for the branches in Texas have expiration dates ranging from January 2010 to September
2012. The leases for branches in California have expiration dates ranging from August 2010 to January

2017. The leases covering the corporate headquarters have expiration dates ranging from February 2008 to
May 2013.

Item 3.  Legal Proceedings

The Company is involved in various legal proceedings that arise in the normal course of business. In
the opinion of management of the Company, after consultation with its legal counsel, such legal
proceedings are not expected to have a material adverse effect on the Company’s consolidated financial
position, results of operations, or cash flows.

Item 4.  Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of the Company’s security holders during the fourth quarter of
the fiscal year covered by this Annual Report.
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PARTII

Item 5.  Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases
of Equity Securities

Common Stock Market Prices

The Company’s Common Stock is listed on the NASDAQ Global Market under the symbol “MCBL."”
As of February 29, 2008, there were 10,846,011 shares outstanding and approximately 195 sharcholders of
record. The number of beneficial owners is unknown to the Company at this time.

The following table presents the high and low intra-day sales prices for the Company’s common stock
reported by NASDAQ during the two years ended December 31, 2007:

High Low
2007
FOURth QUATTET . .. oottt et et e iae e e $16.82 31212
Third QUarter . ... .. .. e e e 2192 15.65
Secondquarter .. ........ ... ... e 22.08 18.57
Firstquarter ... ... .o e 22.40 18.91
2006
Fourth QUArIET .. ...t e £23.12  $2092
Third QUATET . o oo et e e e e e 23.59 19.91
Second QUATTET . ... ... i e 22.13 16.71
Firstquarter ....... ... i e 20.67 16.23
Dividends

Holders of Common Stock are entitled to receive dividends when and if declared by the Company’s
Board of Directors, out of funds legally available, While the Company has declared and paid quarterly
dividends since the fourth quarter 1998, there is no assurance that the Company will pay dividends in the
future. The cash dividends paid per share by quarter for the Company’s last two fiscal years were as
follows:

2007 2006
Fourth quarter .......... ... . i i $0.04  F0.04
Third QUATIET ..\ e et et e e et e et e e 004 004
Second quarter .. ... .. e e 0.04 0.04
FArSt QUATIET . .. . ..ottt ettt ettt e e et e 004 004

The principal source of cash revenues to the Company is dividends paid by the subsidiary banks with
respect to the subsidiary banks’ capital stock. Future dividends on the Common Stock will depend upon the
Company’s earnings and financial condition, liquidity and capital requirements, the general economic and
regulatory climate, the Company's ability to service any equity or debt obligations senior to the common
stock and other factors deemed relevant by the board of directors of the Company.

As a holding company, the Company is ultimately dependent upon its subsidiaries to provide funding
for its operating expenses, debt service and dividends. Various banking laws applicable to MetroBank and
Metro United limit the payment of dividends and other distributions by the Banks to the Company, and
may therefore limit the Company’s ability to pay dividends on its Common Stock. If required payments on
the Company’s outstanding junior subordinated debentures held by its unconsolidated subsidiary trusts are
not made or are deferred, the Company will be prohibited from paying dividends on its Common Stock.
Regulatory authorities could impose administratively stricter limitations on the ability of the subsidiary
banks to pay dividends to the Company if such limits were deemed appropriate to preserve certain capital
adequacy requirements.
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Recent Sales of Unregistered Securities

None.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

The following table provides information with respect to purchases made by or on behalf of the
Company or any “affiliated purchaser” (as defined in Rule 10b-18(a)(3) under the Securities Exchange Act
of 1934), of the Company’s common stock during the twelve months ended December 31, 2007:

Period

August 1, 2007 to August 31, 2007
September 1, 2007 to September 30, 2007 . ..
October 1, 2007 to October 31, 2007 .......
November 1, 2007 to November 30, 2007 ...
December 1, 2007 to December 31, 2007 ...

Maximum
Number of
Shares That May
Yet Be
Total Number of  Purchased Under
Total Shares Purchased the Plans or
Number Average as Part of Publicly  Programs at the
of Shares  Price Paid per Announced Plans End of the
Purchased Share or Programs!!) Period
— $ — — 500,000
36,061 $16.69 36,061 463,939
11,216 $16.25 47277 452,723
101,671 $13.26 148,948 351,052
18,356 $13.55 167,304 332,696

() The Company maintains a stock repurchase plan that was announced on August 30, 2007. Under the
plan, the Board of Directors authorized the Company to repurchase up to 500,000 shares of its
common stock from time to time, with no expiration date, at various prices in the open market or

through privately negotiated transactions,
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Performance Graph

' The following Stock Performance Graph compares the cumulative total shareholder return on the
Company’s Common Stock for the period from December 31, 2002 to December 31, 2007, with the
cumulative total return of the NASDAQ Stock Market (US) Index (“NASDAQ Composite”), and the SNL
$1 Billion to $5 Billion Bank Asset-Size Index (“SNL Bank $1B-$5B Index”) for the same period.
Dividend reinvestment has been assumed. The Stock Performance Graph assumes $100 invested on
December 31, 2002 in the Company’s Common Stock, the NASDAQ Composite and the SNL $1B-$5B
Index. The historical stock price performance for the Company’s Common Stock shown on the graph
below is not necessarily indicative of future stock performance.

Composite of Cumulative Total Return
MetroCorp Bancshares, Inc.,
The NASDAQ Stock Market (US) Index,
! and the SNL $1 Billion to $5 Billion Bank Asset-Size Index
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Period Ending
Index 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07
Met:rOC()rp Bancshares, Inc. ............ $100.00 $131.06 $198.16 $267.45 $286.00 $178.33
NA§DAQ Composite ................. 100.00  150.01 162.89 165.13 180.85 198.60
SNL Bank $1B-$5BIndex .............. 100.00 13399 16783 16497 19090 139.06

Sou‘;rce: SNL Financial LC, Charlottesville, VA
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Item 6.  Selected Financial Data

The following Selected Financial Data of the Company should be read in conjunction with the
consolidated financial statements of the Company, and the accompanying notes, appearing elsewhere in
this Annual Report on Form 10-K, and the information contained in “Item 7, Management’s Discussion
and Analysis of Financial Condition and Results of Operations.” The following data has been derived from
audited financial statements, including those included in this Annual Report on Form 10-K. Certain prior
year amounis have been reclassified to conform with the 2007 presentation.

Years Ended December 31,

2007

2006

2005

2004

2003

(Dollars in thousands, except per share data}

Income Statement Data:

[Nterest iMCOME . . . ... e iirrrerrenrernens $ 102,298 $ 86,678 $ 59,104 § 45,304 § 43,287
Interest eXpense . ... ... i e 45,392 33,498 17,538 11,349 12,134
Netinterestincome . ..........cuoiniirnrnnnnn.n 56,906 53,180 41,566 33955 31,153
Provision forloan losses ..........iiiiriiiieninnnn 3,145 612 1,936 1,343 5,671
Net interest income after provision for loan losses . . .. 53,761 52,568 39630 32,612 25482
NONINIEreSt INCOME . ..ttt st e et aan s 8,288 7,924 8,061 8,251 8,927
Noninterest EXpense .. ........ovr e anrnennn.n.. 42,935 39,467 31,852 28238 28,564
Income before provision for income taxes ........... 19,114 21,025 15,839 12,625 5,845
Provision forincome taxes .......... ... it 6,939 7,521 5,059 4,031 1,735
Net InCOme | .. e i r e it e e naeiranss $ 12175 % 13,504 % 10,780 § 8,594 § 4,110
Per Share Data():
Earnings per share:
BasiC .. o s 3 1.11 § 1.24 § 100§ 080 % 039
Diluted ... i e 1.10 1.22 0.98 0.79 0.38
Bookvalue ... ... .. e 10.74 9.72 8.53 7.97 7.30
Tangiblebook value . ...... ... ... ... .. .. .. .. 8.67 7.61 6.40 7.97 7.30
Cashdividends .. ........ .. it 0.16 0.16 0.16 0.16 0.16
Dividend payoutratio .......... ... ... ... ... 14.35 12.91 16.08 20.05 41.46
Weighted average shares outstanding (in thousands):
BasiC . . o e 10,935 10,906 10,812 10,763 10,634
Diluted ... e 11,110 11,112 10,959 10,845 10,820
Balance Sheet Data (Period End):
TOal BSSELS « o v vttt e $1,459,706 $1,268,434 §1,128,204 5914,312 $867,156
DTt o0 )y 1 <. S 137,749 181,544 236,100 273,720 262,264
Loanstd) . 1,201,911 886,556 771,473 594,536 557,136
Allowance forloanlosses .......... ... iviiiinan, 13,125 11,436 13,169 10,501 10,308
Goodwill and core deposit intangibles .. ................ 22,583 22,930 23,035 — —
Total deposits ... oo u e e 1,191,043 1,081,664 961,750 755,053 724,941
Junior subordinated debentures . ...................... 36,083 36,083 36,083 — —
Other borrowings .. ... i it 99,796 26,316 26,054 60,849 54,173
Total shareholders’ equity .......... ... ... ... ..... 117,410 105,948 92228 85723 78373
Balance Sheet Data (Average):
Total 888 . . oottt i 51,358,422 $1,191,239 § 963,952 $882,017 $852,946
SeCUNItIES . .. e 164,829 207,371 254,505 271,198 251,827
Loanstd .. 1,059,654 819,103 640,703 565,920 551,287
Allowance forloanlosses ...........ccuiiniiiinnnn.. 12,599 13,031 11,567 10,944 10,595
Goodwill and core depositintangibles .. ................ 22,768 22911 5,580 — —
Totaldeposits .. ....ooiivi i 1,164,903 1,012,887 813,457 728683 708575
Junior subordinated debentures .. .. ... ... ... .. ...... 36,083 36,083 8,897 —_ —
Other BOITOWINES .. .. .0ttt e e eennns 26,403 25,949 42877 64,022 60,310
Total shareholders’ equity ........................... 113.001 99.104 89,271 81,044 76333
Performance Ratios:
Return on average assets . ............cvirivnrieonon- 0.90% 1.13% LI2%  097% 0.48%
Return on averageequity . ... ... ... ... L L. 10.77 13.63 12.08 10.60 5.38
Netinterest margin . .. ..ottt i e et i 4.47 4.76 4.52 4.02 381
Efficiency ratio® . .. ... . ... ... ... ... 65.86 64.60 64.18 66.91 71.27
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Assét Quality Ratios:
Total nonperforming assets to total loans and other real

3 1
Total nonperforming assets to total assets ............

Net tharge-offs to average total loans

Allowance for loan losses tototal loans . .............

Allowance for loan losses to net nonperforming loans® . ..

Capital Ratios:

Leverageratio®® ... ... .. . ... ... ... .. ... ... ...
Average shareholders’ equity to average total assets . . . .

Tier 1 risk-based capital ratio—period end

Total risk-based capital ratio—periodend ............

Years Ended December 31,

2007 2006 2005 2004 2003
(Dollars in thousands, except per share data)
0.76% 1.37% 2.52% 3.06% 5.05%
0.62 0.96 1.73 2.00 3.26
0.14 0.29 0.25 0.20 0.98
1.09 1.29 1.7 1.77 1.85
247.13 173.64 84.21 62.94 40.10
9.50% 9.70% 9.96% 9.59% 9.08%
8.32 8.32 9.26 9.19 8.95
9.20 11.19 11.18 12.82 12.73
10.44 13.15 13.73 14.07 13.98

() Per share data for all periods prior to September 1, 2006 has been restated to give effect to the 3-for-2 stock split

effective on such date,

@ Includes loans held-for-sale of $1.9 millien and $6.0 million at December 31, 2004 and 2003, respectively.
@) Includes loans held-for-sale with an average balance of $621,000, $3.4 million, and $5.3 million for the years

ended December 31, 2005, 2004, and 2003, respectively.

@ Calculated by dividing total noninterest expense by net interest income plus noninterest income.

) Nonperforming loans consist of nonaccrual loans and loans contractually past due 90 days or more. Net
nonperforming loans represent total nonperforming loans less the portion of such loans guaranteed by the SBA,
the Ex-Im Bank and the Overseas Chinese Community Guaranty Fund.

®  The leverage ratio is calculated by dividing Tier 1 capital by average assets for the year.
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Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Special Cautionary Notice Regarding Forward-Looking Statements

Statements and financial discussion and analysis contained in this Annual Report on Form 10-K and
documents incorporated herein by reference that are not historical statements of fact constitute forward-
locking statemenis made pursuant to the safe harbor provisions of the Private Securities Litigation Reform
Act of 1995, These forward-looking statements describe the Company’s future plans, strategies and
expectations, are based on assumptions and involve a number of risks and uncertainties, many of which are
beyond the Company’s control. In addition to the factors discussed in Item 1A “Risk Factors” of this
Annual Report on Form 10-K, the important factors that could cause actual results to differ materially from
the results, performance or achievements expressed or implied by the forward-looking statements include,
without limitation:

* changes in interest rates and market prices, which could reduce the Company’s net interest
margins, asset valuations and expense expectations;

+ changes in the levels of loan prepayments and the resulting eftects on the value of the Company’s
loan portfolio;

* changes in local economic and business conditions which adversely affect the ability of the
Company’s customers to transact profitable business with the Company, including the ability of
borrowers to repay their loans according to their terms or a change in the value of the related
collateral;

¢ increased competition for deposits and loans adversely affecting rates and terms;
* the Company’s ability to identify suitable acquisition candidates;

» the timing, impact and other uncertainties of the Company’s ability to enter new markets
successfully and capitalize on growth opportunities;

= increased credit risk in the Company’s assets and increased operating risk caused by a material
change in commercial, consumer and/or real estate loans as a percentage of the total loan
portfolio;

» the failure of assumptions underlying the establishment of and provisions made to the allowance
for loan losses;

+ changes in the availability of funds resulting in increased costs or reduced liquidity;

* a determination or downgrade in the credit quality and credit agency ratings of the securities in
the Company’s securities poertfolio;

* increased asset levels and changes in the composition of assets and the resulting impact on our
capital levels and regulatory capital ratios;

¢ the Company’s ability to acquire, operate and maintain cost effective and efficient systems
without incurring unexpectedly difficult or expensive but necessary technological changes;

= the loss of senior management or operating personnel and the potential inability to hire qualified
personnel at reasonable compensation levels; and

* changes in statutes and government regulations or their interpretations applicable to bank holding
companies and our present and future banking and other subsidiaries, including changes in tax
requirements and tax rates.

All written or oral forward-locking statements attributable to the Company are expressly qualified in
their entirety by these cautionary statements. Forward-looking statements speak only as of the date on
which such statements are made. The Company undertakes no obligation to publicly update or otherwise
revise any forward-looking statements, whether as a result of new information, future events or otherwise.

Management’s Discussion and Analysis of Financial Condition and Results of Operations of the
Company analyzes the major elements of the Company’s balance sheets and statements of income. This

25




!

t
section should be read in conjunction with the Company’s Consolidated Financial Statements and
accompanying notes and other detailed information appearing elsewhere in this Annual Report on
Form 10-K.

i

Critical Accounting Estimates
i
The Company has established various accounting policies which govern the application of accounting

principles generally accepted in the United States in the preparation of the Company’s consolidated
financial statements. Certain accounting policies involve significant judgments and assumptions by
management which have a material impact on the carrying value of certain assets and liabilities;
management considers such accounting policies to be critical accounting policies. The judgments and
assumptions used by management are based on historical experience and other factors, and are believed to
be reasonable under the circumstances. Because of the nature of the judgments and assumptions made by
marnagement, actual results could differ from these judgments and estimates which could have a material
impact on the carrying values of assets and liabilities and the results of operations of the Company.

"The Company believes the allowance for loan losses is a critical accounting estimate that requires the
most significant judgments and estimates used in the preparation of its consolidated financial statements.
The Company’s allowance for possible loan loss methodology is based on guidance provided in SEC Staff
Accounting Bulletin No. 102, “Selected Loan Loss Allowance Methodology and Documentation 1ssues”
and- includes allowance allocations calculated in accordance with Statement of Financial Accounting
Standards (SFAS) No. 114, “Accounting by Creditors for Impairment of a Loan,” as amended by
SFAS 118, and allowance allocations determined in accordance with SFAS No. 5, “Accounting for
Contmgen(:les " In estimating the allowance for loan losses, management reviews the effect of changes in
the local real estate market on collateral values, the effect of current economic indicators on the loan
portfolio and their probable impact on borrowers and increases or decreases in nonperforming and impaired
loans. Changes in these factors may cause management’s estimate of the allowance to increase or decrease
and result in adjustments to the Company’s provision for loan losses. See—"“Financial Condition—
Allcl‘rwance for Loan Losses and the Reserve for Unfunded Lending Commitments.”

The Company believes goodwill is a critical accounting estimate that requires significant judgment
and estimates used in the preparation of its consolidated financial statements, Goodwill is recorded for the
exccf:ss of the purchase price over the fair value of identifiable net assets, including core deposit intangibles,
acquired through a merger transaction. Goodwill is not amortized, but instead is tested for impairment at
least annually using both a discounted cash flow analysis and a review of the valuation of recent bank
acqmsmons The discounted cash flow analysis utilizes a risk-free interest rate, estimates of future cash
flow and probabilities as to the occurrence of the future cash flows. Other acquired intangible assets
detérmined to have finite lives, such as core deposit intangibles, are amortized over their estimated useful
live§ in a manner that best reflects the economic benefits of the intangible asset. In addition, an impairment
test is performed periodically on these amortizing intangible assets.

( The Company believes stock-based compensation is a critical accounting estimate that requires
significant judgment and estimates used in the preparation of its consolidated financial statements. The
Company accounts for stock-based compensation in accordance with the fair value recognition provisions
of SFAS No. 123R. The Company uses the Black-Scholes option-pricing model which requires the input of
hlghly subjective assumptions. These assumptions include estimating the length of time employees will
retain their vested stock options before exercising them (“expected term”), the estimated volatility of the
Company s common stock price over the expected term and the number of options that will ultimately not
complete their vesting requirements (“forfeitures”). Changes in the subjective assumptions can materially
affect the estimate of fair value of stock-based compensation and consequently, the related amount
recognized on the consolidated statements of income.

i

26




For the Years Ended December 31, 2007, 2006 and 2005

Overview

The Company, primarily through the Banks, generates earnings from several sources. The Banks
attract customer deposits through their eighteen branches located in the greater Houston, Dallas, San
Diege, Los Angeles, and San Francisco metropolitan areas. The types of deposits vary from noninterest-
bearing demand deposit transaction accounts to interest-bearing NOW and money market transaction
accounts, savings accounts, and various termed time deposits such as certificates of deposit (*CD’s™} and
individual retirement accounts (“IRA’s™). With the funds attracted from the communities surrounding the
branches, the Banks originate loans to individuals and small businesses to finance business operations,
purchases of real estate, or other business opportunities. The Company’s net interest income represents the
difference between the interest income earned on interest-earning assets, including loans and securities, and
the interest expense paid on interest-bearing liabilities, including customer deposits and other borrowed
funds. Interest rate fluctuations, as well as changes in the amount and type of earning assets and liabilities,
combine to affect net interest income. This represents the primary source of income generated by the
Company during each fiscal year and can be found on the Statement of Income under “net interest
income.”

To complement net interest income, the Company also earns fee income from both deposits and loans
through service fees and charges collected from customers, and fee income from letters of credit
commissions through its international banking business. Generally, the Company receives the greater
portion of its fees from its deposit customers in the form of service fees, insufficient funds fees, and other
fees for services provided to the customer. Loan related fees are generally earned from administrative
document and processing fees, and other loan-related type fees. The fees collected by the Company may be
found on the Statement of Income under “noninterest income.” Offsetting these earnings are operating
expenses referred to as “noninterest expense,” Because banking is a very people intensive industry, the
largest of the Company’s operating expenses is salaries and employee benefits.

Total assets at December 31, 2007 were $1.46 billion, an increase of $191.3 million or 15.1%
compared with $1.27 billion at December 31, 2006, The growth in assets was primarily a result of the loan
growth through new loan originations. Total loans at December 31, 2007 were $1.20 billion, an increase of
$315.4 million or 35.6% compared with $886.6 million at December 31, 2006. Investment securities at
December 31, 2007 were $137.7 million, down $43.8 million or 24.1% from $181.5 million at
December 31, 2006. Total deposits at December 31, 2007 were $1.19 billion, an increase of $109.4 million
or 10.1% compared with $1.08 billion at December 31, 2006. Other borrowings at December 31, 2007
were $99.8 million, up $73.5 million or 279.2% compared with $26.3 million at December 31, 2006. Junior
subordinated debentures were $36.1 million at both December 31, 2007 and 2006,

Net income for the years ended December 31, 2007, 2006, and 2005 was $12,2 million, $13.5 million,
and $10.8 million, respectively. Diluted earnings per share for the years ended December 31, 2007, 2006,
and 2005 were $1.10, $1.22, and $0.98, respectively. The Company’s returns on average assets for the
years ended December 31, 2007, 2006, and 2005 were 0.90%, 1.13%, and 1.12%, respectively. The
Company’s returns on average equity for the same periods were 10.77%, 13.63%, and 12.08%,
respectively. The 2007 decreases in net income, diluted earnings per share, return on average asseis, and
return on average equity were primarily due to increased personnel and occupancy costs related to the
expansion in California, as well as an increase in the provision for loan losses primarily due to loan growth.
While loan growth provided an increase in net interest income, the increase was partially offset by the
increase in the provision for loan losses and noninterest expenses.

The provision for loan losses was $3.1 million for the year ended December 31, 2007, up $2.5 million
or 413.9% compared with $612,000 in 2006, Although asset quality improved with a $2.5 million or 27.3%
reduction in net nonperforming assets since December 31, 2006, the provision for loan losses increased as a
result of the 35.6% growth in total loans since December 31, 2006, and an increase in net charge offs in the
fourth quarter of 2007. The provision for loan losses was $612,000 for the year ended December 31, 2006,
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a decrease of $1.3 million or 68.4% compared with $1.9 million in 2005. The decrease in the provision was
primarily due to improvement in asset quality as indicated by a 46.0% decline in net nonperforming assets
from $17.3 million at December 31, 2005 to $9.3 million at December 31, 2006,

During the first half of 2007, Metro United’s loan production offices in San Mateo and San Francisco,
California and the executive office in the City of Industry, California became full service branches. In
September 2007, MetroBank closed its Clear Lake branch in Houston, Texas in an effort to realign its
branch network to improve efficiency. In December 2007, MetroBank received regulatory approval from
the China Banking Regulatory Commission for a second representative office in China located in the city
of Chongging. The Chongging office is expected to open during the second quarter of 2008.

On August 24, 2007, the Company’s board of directors authorized a stock repurchase program which
provides for the repurchase of up to 500,000 shares of the Company’s common stock. Transactions may
occur from time to time, either on the open market or in privately negotiated transactions. The stock
repurchase is subject to market conditions, and corporate and regulatory requirements,

Resilts of Operations
Net Interest Income

Net interest income represents the amount by which interest income on interest-carning assets,
including securities and loans, exceeds interest expense incurred on interest-bearing liabilities, including
deposits and other borrowed funds.

2007 versus 2006. Net interest income, before provision for loan losses, in 2007 was $56.9 million
compared with $53.2 million in 2006, an increase of $3.7 million or 7.0%, which increased primarily due
to increases in both average earning assets and average yield. The increase of $15.6 million in interest
income was offset by an $11.9 million increase in interest expense. The net interest spread, which is the
différence between the yield on eaming assets and the cost of interest-bearing liabilities, decreased 37 basis
points from 3.96% in 2006 10 3.59% in 2007. The decrease in the net interest spread is the result of a 28
basis point increase in the average yield on earning assets that was offset by a 65 basis point increase in the
average cost of interest-bearing liabilities. The net interest margin is the difference between the yield on
earning assets and the cost of eamning assets. The cost of earning assets is calculated as annualized interest
expense divided by average earning assets. The net interest margin decreased 29 basis points from 4.76%
in 2006 to 4.47% in 2007. The decrease reflects the 57 basis point increase in the average cost of earning
assets, partially offset by an increase in the yield on average earning assets of 28 basis points.

Interest income in 2007 was $102.3 million, up $15.6 million or 18.0% compared with $86.7 mitlion
in 2006. The increase was primarily due to loan growth, with average total loans increasing 29.4% from
$819.1 million at December 31, 2006 to $1.06 billion at December 31, 2007, while other earning assets
declined. Interest expense in 2007 was $45.4 million, up $11.9 million or 35.5% compared with $33.5
million in 2006. The average cost of interest-bearing liabilities increased 65 basis points primarily due to
higher interest rates paid on increased interest-bearing deposits. At December 31, 2007, approximately
$822.9 million or 68.3% of the loans in the loan portfolio were variable rate loans that periodically reprice
and are sensitive to changes in market interest rates. At December 31, 2007, the average yield on total
loans was approximately 86 basis points above the average prime rate. To lessen interest rate sensitivity in
the event of a falling interest rate environment, the Company originates variable rate loans with interest
rate floors. At December 31, 2007, approximately $540.2 million in loans or 44.8% of the total loan
portfolio were variable rate loans with interest rate floors that carried a weighted average interest rate of
8.12%.

20006 versus 2005. Net interest income, before provision for loan losses, in 2006 was $53.2 million
compared with $41.6 million in 2005, an increase of $11.6 million or 27.9%. The increase was due to a
$27.6 million increase in interest income, partially offset by a $16.0 million increase in interest expense
primarily due to increases in both average earning assets and average yield, and the Federal Reserve
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Board’s four interest rate increases over the 12 months in 2006. The net interest spread increased 9 basis
points to 3.96% in 2006 from 3.87% in 2005. The increase was the result of a 133 basis point increase in
the average yield on earning assets, which was offset by a 124 basis point increase in the average cost of
interest-bearing liabilities. The net interest margin increased 24 basis points to 4.76% in 2006 from 4.52%
in 2005. The increase reflects the increase in the average yield on earning assets of 133 basis points,
partially offset by a 109 basis point increase in cost of earning assets.

Interest income in 2006 was $86.7 million, up $27.6 million or 46.7% compared with $59.1 million in
2005. The increase was primarily due to increases in both average earning assets and average yield. The
increase in the yield on average earning assets in 2006 was primarily the result of a higher yield on loans.
Interest expense in 2006 was $33.5 million, up $16.0 million or 91.0% compared with $17.5 million in
2005. The average cost of interest-bearing liabilities increased 124 basis points primarily due to higher
interest rates paid on increased interest-bearing deposits and interest expense on the junior subordinated
debentures issued by the Company in October 2005. At December 31, 2006, approximately $647.4 million
or 72.8% of the loans in the loan portfolio were variable rate loans that periodically reprice and are
sensitive to changes in market interest rates. At December 31, 2006, the average yield on total loans was
approximately 97 basis points above the prime rate. At December 31, 2006, approximately $472.2 million
in loans or 53.1% of the total loan portfolio were variable rate loans with interest rate floors that carried a
weighted average interest rate of 9,12%.
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. The following table presents for the periods indicated the total dollar amount of interest income from
average interest-earning assets and the resulting yields, as well as the interest expense on average interesi-
bearing liabilities, expressed both in dollars and rates. No tax-equivalent adjustments were made and all
aver;age balances are average daily balances. Nonaccrual loans have been included in the tables as loans
carrying a zero yield with income, if any, recognized at the end of the loan term.

Year Ended December 31,
2007 2006 2005

Average Interest Average Average Interest Average Average Interest Average
Outstanding Earned/ Yield/ Outstanding Earned/ Yield/ Outstanding Earned/ Yield/
Balance Paid Rate Balance Paid Rate Balance Paid Rate

(Dollars in thousands)

Assets
Interest-earning assets:
Loans® ... .. ........ $1,059,654 $ 92,556 8.73% $ 819,103 $73,137 B93% $640,703 $47.847 747%
Taxable securities ... ... 158,590 6,909 436 193,878 8,320 4.29 232,131 9311 4.0l
Tax-exempt securities . . . 6,239 307 4.92 13,493 664 4.92 17,285 853 493
Other investments ... ... 4,970 275 5.53 4,570 256 5.60 5,089 208 4.09
Federal funds sold and
other temporary
investments ......... 43,977 2,251 3.2 87,304 4301 493 25,354 885 349
‘Total interest-
earning assets ... 1,273430 102,298 8.03% 1,118,348 86,678 7.75% 920,562 59,104 6.42%
Less'allowance for loan
logses.............. (12,559) (13,031) (11,567)

Total interest-carning
assets, net of
allowance for loan

N 1,260,831 ‘ 1,105,317 908,995
Noninterest earning
as:sels .............. 97,591 85,922 54,957
Total assets . ...... $1,358.422 $1,191,239 $963,952
Liabilities and o

sh;areholders’ equity
Interest-bearing

liabilities:
Interest-bearing demand
de‘posits ............ $ 64,252 767 1L19% $ 74,151 822 1.11% 3 B5.579 691 081%
Saving and money
market accounts .. ... 245,765 9200 3.74 162,668 4441 273 122,363 1,625 1.33
Time deposits ......... 650,446 32,140 4.94 584,010 24851 426 428909 12,948 3.02
Junidr subordinated
debentures .. ........ 36,083 2,039 5.65 36,083 2,108 5.76 8,897 514 5.76
Other borrowings ... ... 26,403 1,246 4.72 25949 1,276 492 42,877 1,760 4.10
ETolal interest-
| bearing
liabilities ....... 1,022,949 45392 4.44% 882,861 33498 3.79% 688,625 17,538 2.55%
Neninterest-bearing
liabilities:
Noninterest-bearing
demand deposits ... .. 204,440 192,058 176,606
Olhe;r labilities . ....... 18,032 17.216 9,450
(Total liabilities . ... 1,245,421 1,092,135 874,681
Shareholders’ equity .... 113,001 99,104 89,271

Total liabilities and
shareholders’

equity ......... $1,358,422 51,191,239 $963,952
Net interest income . . .. . $ 56,906 $53,180 $41,566
Net interest spread ... .. 3.59% 3.96% 3.87%
Net ilnterest margin . .. .. 4.47% 4.76% 4.52%

) ‘Includes loans held-for-sale with an average balance of $621,000 for the year ended December 31, 2005.
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The following table presents the dollar amount of changes in interest income and interest expense for
the major components of interest-earning assets and interest-bearing liabilities and distinguishes between
changes in outstanding balances and changes in interest rates. For purposes of this table, changes
attributable to both rate and volume have been aliocated 1o each accordingly.

Years Ended December 31,

2007 vs 2006 2006 vs 2005
Increase (Decrease)} Increase (Decrease)
Due to Due to
Volume Rate Total Volume Rate Total

(Dollars in thousands)
Interest-earning assets:

Loanst) ... ... . . ... $21,481 $(2,062) $19.419 $13,323 $11,967 $25,290
Taxable securities .. ............... (1,514) 103 (1,411 (1,534) 543 (991
Tax-exempt securities ............. (357) — (357 (187) (2) (189)
Otherinvestments .. ............... 22 (3) 19 2D 69 48
Federal funds sold and other temporary
investments . ................... (2,134) 84 (2,050 2,162 1,254 3416
Total increase in interest
income ................... 17,498 (1,878) 15,620 13,743 13,831 27574
Interest-bearing liabilities:
Interest-bearing demand deposits . . . . . (110) 55 (55) (92) 223 131
Saving and money market accounts . . . 2,269 2,490 4,759 335 2,281 2,816
Time deposits .................... 2,827 4,462 7,289 4,682 7,221 11,903
Junior subordinated debentures ... ... — (69) (69) 1,594 — 1,594
Other borrowings . ................ 22 (52) (30) (693) 211 (484)
Total increase in interest
EXPEISE ..ot viniiieaaas 5,008 6,886 11,894 6,024 9936 15,960
Increase in net interest income . .......... $12,490 $(8.,764) $ 3,726 $ 7,719 $ 3,895 §$11,614

M Includes loans held-for-sale with an average balance of $621,000 for the year ended December 31,
2003,

Provision for Loan Losses

Provisions for loan losses are charged to income to bring the Company’s allowance for loan losses to
a target level based on the factors discussed under “—Financial Condition—Allowance for Loan Losses.”
The 2007 provision for loan losses was $3.1 million, up approximately $2.5 million or 413.9% compared
with $612,000 in 2006. Although asset quality improved with a $2.5 million or 27.3% reduction in net
nonperforming assets since December 31, 2006, the provision for loan losses increased primarily as a result
of the $315.4 million or 35.6% growth in-total loans since December 31, 2006, and an increase in net
charge offs in the fourth quarter of 2007. As of December 31, 2007, total nonperforming assets were $9.1
million compared with $12.2 million at December 31, 2006. The decrease in nonperforming assets in 2007
compared with 2006 was primarily due to the payoffs of three loan relationships totaling $6.6 million, the
sale of an other real estate property of $1.9 million, and loan charge offs on two relationships totaling $1.8
million, which were partially offset by the addition of five relationships totaling $6.3 million, and various
other loans totaling approximately $900,000.

The ratio of the allowance for loan losses to total loans at December 31, 2007 was 1.09% compared
with 1.29% and 1.71% at December 31, 2006 and 2005, respectively. The Company strives to maintain its
allowance for loan losses at calculated levels commensurate with probable losses inherent in the loan
portfolio. Management conducts ongoing risk assessments that may, from time to time, necessitate varying
levels of allowance for loan losses based on these risk assessments.
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Neninterest Income

For the years ended December 31, 2007, 2006 and 2005, noninterest income was $8.3 million, $7.9
million, and $8.1 million, respectively, reflecting an increase of approximately $364,000 or 4.6% in 2007
compared with 2006, and a decrease of approximately $137,000 or 1.7% in 2006 compared with 2005. The
increase for the year ended December 31, 2007 was primarilty due to a $738,000 increase in the cash value
of b%lnk owned life insurance which was purchased in June 2007, and a $358,000 gain on sale of a branch
property, partially offset by decreases in service fee income, other loan related fees, and the gain on sale of
SBA loans. During 2007, SBA loans sales slowed as a result of unfavorable market prices, however, the
Cormpany intends to continue originating SBA loans and expects to hold such loans in its portfolio to the
extent that it does not sell them into the secondary market, Service fees for 2007 were $5.2 million, down
$443,000 compared with $5.6 million, primarily due to fewer NSF service charges. The service fees
category of noninterest income includes monthly deposit account service charge assessments,
nonssufficient funds charges, and all other traditional non-lending bank service fees.

The decrease for the year ended December 31, 2006 was primarily due to a decrease in service fees,
which was offset by increases in the gain on sale of SBA loans, letters of credit commission and fees, and
olhe;r loan related fees. Service fees for 2006 were $5.6 million, down $975,000 compared with $6.6
million, primarily due to fewer NSF service charges, an increase in the earnings credit on commercial
demand deposit accounts, and a reduction in check cashing fees. Loan-related fees for 2006 were $1.6
million, up $448,000 compared with $1.2 million in 2005 primarily due to an increase in letters of credit
commissions and fees. Other noninterest income remained relatively stable with $325,000 for 2006,
conipared with $337,000 in 2005.

The following table presents, for the periods indicated, the major categories of noninterest income:

| Years Ended December 31,
2007 2006 2005
(Dollars in thousands)

S BIVICE FBES .« . o ot e e $5,175 $5,618 36,593
Lodnrelated fees . ... ...ttt i e 1,511 1,627 1,179
Gain on securities transactions, NEL .. ... oottt 2 12 —
Gainonsale of 10aNS ........ .. . i s 277 390 —
Other nONINErest INCOMIE . . . o\ttt e ettt e e 1,323 277 289
Total NONINLErest INCOME . . . o\ ot et et e e et ettt ettt eanns $8,288 57,924 $8,061

Noninterest Expense

For the years ended December 31, 2007, 2006 and 2005, noninterest expense was $42.9 million, $39.5
million, and $31.9 million, respectively, reflecting an increase of approximately $3.4 million or 8.8% in
2007 compared with 2006, and an increase of $7.6 million or 23.9% in 2006 compared with 2005. The
components of noninterest expense are discussed below.

Salaries and employee benefits for the years ended December 31, 2007, 2006 and 2005 was $24.8
million, $21.7 million, and $17.6 million, respectively, reflecting an increase of $3.1 million or 14.3% in
2007 compared with 2006, and an increase of $4.1 million or 23.9% in 2006 compared with 2005. The
inciease in 2007 versus 2006 was primarily due to the increase in staffing at Metro United for new
branches and supporting personnel, and an increase in stock-based compensation expense. The increase in
2006 versus 2005 was primarily due to the increase in personnel from both the acquisition of Metro United
in the fourth quarter 2005 and new personne! hired at Metro United during 2006, severance expenses with
respect to one executive officer, an increase in performance bonuses, and the recognition of stock-based
compensation expense of $359,000 as a result of the Company’s adoption of SFAS No. 123R. Total full-
time equivalent employees at December 31, 2007, 2006 and 2005 were 349, 350, and 315, respectively.
Average total full-time equivalent employees at December 31, 2007, 2006 and 2005 were 357, 329, and
292, respectively.

‘

32




Occupancy and equipment expense for the year ended December 31, 2007 was $8.2 million, up $1.2
million or 16.4% compared with $7.0 million for the same period in 2006. The increase was primarily due
to the new branches and offices in California. Occupancy and equipment expense for the year ended
December 31, 2006 was $7.0 million, up $1.3 million or 23.7% compared with $5.7 million for the same
period in 2005. The increase was primarily due to lease and equipment expenses incurred with the Metro
United acquisition, the opening of a branch in Plano, Texas, and the opening of new branches and offices in
California.

Legal and professional fees for the years ended December 31, 20077, 2006 and 2005 were $1.4 million,
$2.4 million, and $2.2 million, respectively. The decrease in legal and professional fees in 2007 was
primarily due to efficiencies gained in Sarbanes-Oxley compliance and nonrecurrence of legal fees
incurred in 2006 related to growth in California. The increase in legal and professional fees in 2006 was
primarily due to legal fees incurred due to growth in California, and accounting fees as a result of
Sarbanes-Oxley compliance.

Other noninterest expense for the year ended December 31, 2007 was $7.9 million, up $512,000
compared with $7.4 million for the same period in 2006, due to increases in online banking expense,
telecommunications expense, and other outside services, which were partially offset by decreases in
franchise taxes, the provision for unfunded loan commitments, and intangible asset amortization. Other
noninterest expense for the year ended December 31, 2006 was $7.4 million, up $1.4 million compared
with $6.0 million for the same period in 2005, primarily due to the impact of the Metro United acquisition,
and increases in travel expenses,

The following table presents, for the periods indicated, the major categories of noninterest expense:

Years Ended December 31,

2007 2006 2005
(Dollars in thousands)
Salaries and employee benefits .. .. ... ... . ... L L, $24,846 $21,743 $17,555
Occupancy and equipment ........... ... ..ottt iiiiiian. .. 8,157 7,007 5,663
Core deposit intangible amortization ................ ... ... ... ..... 347 495 132
Foreclosed assets, net .. .. .. . it e 278 461 312
Legal and professional fees ......... ... .. ... .. .. .. ... 1,443 2,409 2,171
Other NONINtErest EXPENSE . ... . i\t ie e e ae e ee it iaannnens 7,864 7,352 6.019
Total noninterest EXPenses ... ......ieinnern i nennennn.. $42,935 $39,467 $31,852

The efficiency ratio is a supplementary financial measure designed to show how well a company
utilizes its resources and manages its expenses. The efficiency ratio is calculated by dividing noninterest
expense by net interest income plus noninterest income. The Company’s efficiency ratio for 2007 was
65.86%, up from the 2006 efficiency ratio of 64.60%. The Company’s efficiency ratic for 2006 was
64.60%, up from the 2005 efficiency ratio of 64.18%. The increase for both 2007 and 2006 was primarily
due to the increase in noninterest expense.

Income Taxes

Income taxes, for the year ended December 31, 2007 include the federal income tax and California
state tax at the statutery rate plus the Texas Margin tax. Income taxes, for the years ended December 31,
2006 and 2005 include the federal income tax and California state tax at the statutory rate plus the income
tax component of the Texas franchise tax. The amount of federal income tax expense is influenced by the
amount of taxable income, the amount of tax-exempt income, the amount of non-deductible interest
expense and the amount of other non-deductible expenses. The Texas Margin tax is based on consolidated
gross revenue from all sources, excluding interest and dividends from U.S. obligations, reduced by interest
expense, certain personnel costs or an amount equal to 30% of gross income, whichever is greater. Margin
tax income is apportioned to Texas based on the source of gross income and is taxed at a rate of 1%.
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Taxable income for the Texas franchise tax is the federal pre-tax income, plus certain officers’ salaries, less
interest income on federal securities.

Income tax expense for 2007 was $6.9 million, a decrease of $582,000 or 7.7% compared with income
tax of $7.5 million in 2006. Income tax expense for 2006 was $7.5 million, an increase of $2.4 million or
48.7% compared with income tax of $5.1 million in 2005. The effective income tax rates in 2007, 2006 and
2005 were 36.3%, 35.8%, and 31.9%, respectively. The increase in the effective income tax rate in 2007 as
compared to 2006 was the result of the effect of the Texas margin tax, which replaced the Texas franchise
tax, and an increase in Metro United’s provision for loan losses, which is non-deductible for California
state income taxes. The increase was partially offset by the increase in the cash value of bank owned life
insurance, which is non-taxable. The increase in the effective income tax rate in 2006 as compared to 2005
was a result of California state income taxes assessed to Metro United.

Impact of Inflation

The effects of inflation on the local economy and on the Company’s operating results have been
relatively modest for the past several years. Since substantially all of the Company’s assets and liabilities
are monetary in nature, such as cash, securities, loans and deposits, their values are less sensitive to the
effects of inflation than to changing interest rates, which do not necessarily change in accordance with
inflation rates. The Company attempts to control the impact of interest rate fluctuations by managing the
relationship between its interest rate sensitive assets and liabilities. See “—Financial Condition—Interest
Rate Sensitivity and Market Risk.”

Business Segment Results

The Company manages its operations and prepares management reports with a primary focus on two
geographical areas. Operating segment information is presented in Note 20—"Operating Segment
Information” of the Notes to Consolidated Financial Statements.

Financial Condition
Loan Porifolio

Total loans were $1.20 billion at December 31, 2007, up $315.4 million, or 35.6% from $886.6
million at December 31, 2006, The increase in 2007 represented growth of $91.0 million in cornmercial
and industrial loans, $172.6 million in real estate mortgage loans, and $53.1 million in real estate
construction loans. Total loans were $886.6 million at December 31, 2006, up $115.1 million, or 14.9%
from $771.5 million at December 31, 2005. The increase in 2006 represented growth of $35.2 million in
commercial and industrial leans, $53.0 million in real estate mortgage loans, and $29.7 million in real
estate construction loans.

Consistent with the Company’s strategy of loan and deposit growth, as well as using deposits to fund
loan activity, the ratio of total loans to total deposits and to total assets increased as indicated by the
following ratios. For the years ended December 31, 2007, 2006, and 2005, the ratio of total loans to total
deposits was 100.9%, 82.0%, and 80.2%, respectively. For the same periods, total loans represented 82.3%,
69.9%, and 68.4% of total assets, respectively.
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The following table summarizes the loan portfolio of the Company by type of loan at the dates
indicated:

As of December 31,
2007 2006 2005 20040 20030

Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

(Dollars in thousands)
Commercial and

industrial ....... ... $ 458,117 38.01% $367,072 41.25%3331,869 42.84%5345,570 57.88% 3332480 59.36%
Real estate mortgage

Residential .. .. ... 5306 044 4847 055 7,739  1.00 11,199 1.87 14,315 2.56

Commercial ...... 596,618 49.50 424431 4770 368,508 47.57 188,121 3151 178290 31.83

601,924 4994 429278 4825 376,247 4857 199320 3338 192,605 34.39

Real estate construction

Residential .. ..... 58971 489 27781 313 12095 156 9761 .64 12,652 226

Commercial . .. ... 80,208 ©6.65 58311  6.55 44315 5.72 32,868 5.50 11,906 212

139,179 11.54 86,092 9.68 56,410 7.28 42,629 7.14 24,558 4.38

Consumer and other . . .. 6,132 051 7.332 082 10,172 1.31 9,556 1.60 10,447 1.87
Grossloans .......... 1,205,352 100.00% 889,774 100.00% 774,698 E()_.OE% 597,075 100.00% 560,090 M%

Less: unearned
discounts, interest and

deferred fees ....... (3.441) (3,218) (3,225) (2,539) (2,954)
Totalloans ........... $1,201,911 $886,556 $771.473 $594,536 $557.136

() Includes loans held-for-sale of $1.9 million and $6.0 million at December 31, 2004 and 2003,
respectively.

Each of the following principal product lines is an outgrowth of the Company’s expertise in meeting
the particular needs of the small and medium-sized businesses and consumers in the multicultural
communities it serves:

Commercial and Industrial Loans. The primary lending focus of the Company is on loans to small and
medium-sized businesses in a wide variety of industries. The Company’s commercial lending emphasis
includes loans to wholesalers, manufacturers and business service companies. A broad array of short and
medium-term commercial lending products are made available to businesses for working capital (inciuding
inventory and accounts receivable), purchases of equipment and machinery and business expansion
(including acquisitions of real estate and improvements). Generally, the Company’s commercial loans are
underwritten on the basis of the borrower’s ability to service such debt as reflected by cash flow
projections. Commercial loans are generally collateralized by business assets, which may include accounts
receivable and inventory, certificates of deposit, securities, real estate, guarantees or other collateral. The
Company also generally obtains personal guarantees from the principals of the business. Working capital
loans are primarily collateralized by short-term assets, whereas term loans are primarily collateralized by
long-term assets. As a result, commercial loans involve additional complexities, variables and risks and
require more thorough underwriting and servicing than other types of loans. Indigenous to individuals in
the Asian business community is the desire to own the building and land which houses their businesses.
Accordingly, while a ioan may be principally driven and classified by the type of business operated, real
estate is frequently the primary source of collateral. As of December 31, 2007, approximately $311.6
million or 68.0% of the commercial and industrial loan portfolio was collateralized by real estate. The
Company centinually monitors real estate value trends and takes into consideration changes in market
trends in its underwriting standards. As of December 31, 2007, the Company’s commercial and industrial
loan portfolio was $458.1 million or 38.0% of the gross loan portfolio.
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Commercial Mortgage Loans. In addition to commercial loans, the Company makes commercial
mortgage loans to finance the purchase of real property, which generally consists of developed real estate.
The Company’s commercial mortgage loans are collateralized by first liens on real estate. For MetroBank,
these loans typically have variable rates and amortize over a 15 to 20 year period, with balloon payments
due at the end of five to seven years. For Metro United, these loans have both variable and fixed rates and
amortize over a 25 to 30 year period, with balloon payments due at the end of five to ten years. Payments
on loans collateralized by such properties are dependent on the successful operation or management of the
properties. Accordingly, repayment of these loans may be subject to adverse conditions in the real estate
market or the economy (o a greater extent than other types of loans. In underwriting commercial mortgage
loans, consideration is given to the property’s historical cash flow, current and projected occupancy,
location and physical condition. The underwriting analysis also includes credit checks, appraisals,
environmental impact reports and a review of the financial condition of the borrower. As of December 31,
2007, the Company had a commercial mortgage portfolio of $596.6 million or 49.5% of the gross loan
portfolio, which were comprised of $357.2 million in loans from MetroBank and $239.4 million in loans
from Metro United. The Company had no subprime commercial mortgage loans at December 31, 2007.

Construction Loans. The Company makes loans to finance the construction of residential and
non-residential properties. The majority of the Company’s residential construction loans in Texas are for
single-family dweilings that are pre-sold or are under earnest money contracts. The Company also
originates loans to finance the construction of commercial properties such as multi-family, office,
industrial, warehouse and retait centers. Construction loans involve additional risks attributable to the fact
that toan funds are advanced upon the security of a project under construction, and the project is of
uncertain value prior to its completion. Because of uncertainties inherent in estimating construction costs,
the market value of the completed project and the effects of governmental regulation on real property, it
can be difficult to accurately evaluate the total funds required to complete a project and the related loan to
value ratio. As a result of these uncertainties, construction lending often involves the disbursement of
substantial funds with repayment dependent, in part, on the success of the ultimate project rather than the
ability of a borrower or guarantor to repay the loan. If the Company is forced to foreclose on a project prior
to completion, there is no assurance that the Company will be able to recover the entire unpaid portion of
the loan. In addition, the Company may be required to fund additional amounts to complete a project and
may have to hold the property for an indeterminable period of time. While the Company has underwriting
procedures designed to identify what it believes to be acceptable levels of risks in construction lending, no
assurance can be given that these procedures will prevent losses from the risks described above. As of
December 31, 2007, the Company had a real estate construction portfolio of $139.2 million or 11.5% of the
gross loan portfolio, of which $59.0 million was residential and $80.2 million was commercial. Of the
residential construction loans $37.4 million and $21.6 million were from MetroBank and Metro United,
respectively. The commercial construction loans were comprised of $68.3 million from MetroBank and
$11.9 million from Metro United.

Government Guaranteed Small Business Lending. The Company, through its subsidiary MetroBank,
has developed an expertise in several government guaranteed lending programs in order to provide credit
enhancement to its commercial and industrial and commercial mortgage portfolios. As a Preferred Lender
under the federally guaranteed SBA lending program, the Company’s pre-approved status allows it to
quickly respond to customers’ needs. Under this program, the Company originates and funds SBA 7-A and
504 chapter loans qualifying for federal guarantees of 75% to 90% of principal and accrued interest.
Depending upon prevailing market conditions, the Company may sell the guaranteed portion of these loans
into the secondary market with servicing retained. MetroBank specializes in SBA loans to minority-owned
businesses. As of December 31, 2007, MetroBank had $44.9 million in the retained portion of SBA loans,
approximately $20.9 million of which was guaranteed by the SBA. These loans are included in most all
types of loans including commercial and industrial, real estate mortgage, and real estate construction.

Trade Finance. Since its inception in 1987, the Company, through its subsidiary MetroBank, has
originated trade finance loans and letters of credit to facilitate export and import transactions for smalt and
medium-sized businesses. In this capacity, the Company has worked with the Ex-Im Bank, an agency of
the U.S. Government which provides guarantees for trade finance loans. Trade finance credit facilities rely
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heavily on the quality of the business custemer’s accounts receivable and the ability to perform the
underlying transaction which, if monitored and controlled properly, limits the financial risks to the
Company associated with this short-term financing. To mitigate the risk of nonpayment, the Company
generally obtains a governmental guaranty or credit insurance from a governmental agency such as the
Ex-Im Bank. As of December 31, 2007, the Company’s aggregate trade finance portfolio commitments
were $28.1 million.

Residential Mortgage Brokerage and Lending. The Company, through its subsidiary MetroBank, uses
its existing branch network to offer a complete line of single-family residential mortgage products through
third party mortgage companies. The Company solicits and receives a fee to process these residential
mortgage loans, which are then underwritten by and pre-sold to third party mortgage companies, The
Company does not fund or service these loans. The volume of residential mortgage loans processed by the
Company and pre-sold to third party mortgage companies in 2007 was $11.2 million. Since the Company
does not fund these loans, there is no interest rate or credit risk to the Company. The Company also
originates five to seven year balloon residential mortgage loans with a 15-year amortization primarily
collateralized by non-owner occupied residential properties, which are retained in the Company’s
residential mortgage portfolio. At December 31, 2007, the Company’s residential mortgage portfolio was
$5.3 million, which was comprised of loans from MetroBank. The Company had no subprime residential
mortgage loans at December 31, 2007.

Consumer Loans. The Company, through its subsidiary MetroBank, offers a wide variety of loan
products to retail customers through its branch network. Loans to retail customers include residential
mortgage loans, residential construction loans, automobile loans, lines of credit and other personal loans.
The terms of these loans typically range from 12 to 60 months depending on the nature of the collateral and
the size of the loan. The Company selectively extends credit for the purpose of establishing long-term
relationships with its customers. The Company mitigates the risks inherent in lending by focusing on
businesses and individuals with demonstrated payment history, historically favorable profitability trends
and stable cash flows. In addition to these primary sources of repayment, the Company looks to tangible
collateral and personal guarantees as secondary sources of repayment. Lending officers are provided with
detailed underwriting policies covering all lending activities in which the Company is engaged and that
require all lenders to obtain appropriate approvals for the extension of credit. The Company also maintains
documentation requirements and extensive credit quality assurance practices in order to identify credit
portfolio weaknesses as early as possible so any exposures that are discovered may be reduced.

Inherent in all lending is the risk of nonpayment. The types of collateral required, the terms of the
loans and the underwriting practices discussed under each category above are all designed to minimize the
risk of nonpayment. In addition, as further risk protection, the Banks rarely makes loans at their respective
legal lending limit. MetroBank generally does not make loans larger than $12 million to one borrower and
Metro United generally does not make loans larger than $5 million to one borrower. Loans greater than the
Banks’ lending limits are subject to participation with other financial institutions. Loans originated by
MetroBank are approved by the Chief Lending Officer, Chief Credit Officer, MetroBank’s Loan
Committee, or the Director’s Credit Committee based on the size of the loan relationship. Loans originated
by Metro United are approved by the Director’s Credit Committee regardless the size of the loan
relationship. Conirol systems and procedures are in place to ensure all loans are approved in accordance
with credit policies. The Company’s policies and procedures, discussed under “Nonperforming Assets,” are
designed to minimize the risk of nonpayment with respect to outstanding loans,
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The following table summuarizes the industry concentrations of the Company’s loan portfolio that were
greater than 25% of capital as of the dates indicated:

As of December 31,
2007 2006 2005
(Dollars in thousands)
CONSLIUCTION -« o ot e et e e et e e e et e $ 64,443 $ 48220 % 31,754
Conveniénce stores/gasoline stations . ............... ... ... ..., 34,618 31,884 36,135
Health/education/social assistance . ...........cceiiierenennnnnn 55,096 44,193 42,159
Hotels/MOLels . ... .o e e e e e 126,118 94,594 82,420
Nonresidential building forrent/lease ................... ... ... 450,586 279,675 254,954
Otherrelated toreal estate . ... v i e e e e ie e 78,864 44216 19,797
RESEAULANLS . o . ot vttt ettt e e et et et e eee e 69,709 71,866 56,506
Wholesaletrade . ...... ... . . oo 90,780 76,970 59,394
AL Other e e e 235,138 198,156 191,579
Gross L0ANS . . ..ot e $1,205,352 $889,774 $774,698

The contractual maturity ranges of the commercial and industrial, real estate, and consumer loan
pottfolios and the amount of such loans with predetermined interest rates and floating rates in each
maturity range as of December 31, 2007 are summarized in the following table:

As of December 31, 2007
After One
One Year Through After
or Less Five Years Five Years Total
(Dollars in thousands)
Commercial and industrial . ............ ... .. ....... $147.124 $207,257 $103,736 $ 458,117
Real estate mortgage:
Residential ......... .00 iririmii . 1,879 2,835 592 5,306
Commercial ........ .. i 99,008 281,716 215,894 506,618
Real estate construction:
Residential .......... .. .. .. ... ..., 52,539 6,013 419 58,971
Commercial ....... ... ... . . i i 25,879 27,182 27,147 80,208
Consumerandother .......... .. . oo .. 1,087 3,291 1,754 6,132
Total ...  $327.516 $528,294 $349,542 $1,205,352
Loans with a predetermined interestrate .............. $ 37,608 $192361 $152,534 $ 382,503
Loans with a floating interestrate ................... 280,908 335,933 197,008 822,849
Total .. e e $327,516 $528,294 3$349,542 §$1.205,352

The Company may renew loans at maturity when requested by a customer whose financial strength
appears to support such renewal or when such renewal appears to be in the Company’s best interest. In
such instances, the Company generally requires payment of accrued interest and may adjust the rate of
interest, require a principal reduction or modify other terms of the loan at the time of renewal.

Nonperforming Assets

The Company has certain lending procedures in place that are designed to maximize loan income
within an acceptable level of risk. These procedures include the approval of lending policies and
underwriting guidelines by the Board of Directors of each bank, and separate policy, administrative and
approval oversight by the Directors’ Loan Committee of MetroBank, and by the Directors’ Credit
Committee of Metro United. Additionally, the loan portfolio of MetroBank is reviewed by its internal loan
review department and the loan portfolio of Metre United is reviewed by an external independent loan
review company.
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The loan review process of both banks invalves the grading of each loan by its respective loan officer.
Depending on the grade, a toan will be aggregated with other loans of similar grade and a loss factor is
applied to the total loans in each group to establish the required level of allowance for loan losses. For both
banks, grades of 1-10 are applied to each loan, with loans graded 7-10 requiring the most allowance for
toan losses. Factors utilized in the grading process include but are not limited to historical performance,
payment status, collateral value, and financial strength of the borrower. QOversight of the loan review
process is the responsibility of the Loan Review/Compliance Officer. Differences of opinion are resolved
among the loan officer, compliance officer, and the chief credit officer.

MetroBank’s loan review department reports credit risk grade changes on a monthly basis to its
management and the Board of Directors. MetroBank performs monthly and quarterly concentration
analyses based on industries, collateral types, business lines, large credit sizes and officer portfolio loads.
Metro United’s loan review process is performed at least annually by an external independent loan review
company. Findings of each respective examination are reported to the Director’s Credit Committee of each
bank. It is the responsibilities of the loan administration personnel and loan officers to respond to the
findings of the examination and take corrective actions so as to reduce and minimize risk exposure to the
bank. Loan concentration reports based on type and geographic regions are prepared, monitored and
reviewed quarterly and presented to the Directors’ Loan Committee for MetroBank, the Directors’ Credit
Committee for Metro United and the Board of Directors of each respective bank.

In addition, the Company reviews the real estate vatues, and when necessary, orders new appraisals on
loans collateralized by real estate when loans are renewed, prior to foreclosure and at other times as
necessary, particularly in problem loan situations. In instances where updated appraisals reflect reduced
collateral values, an evaluation of the borrower’s overall financial condition is made to determine the need,
if any, for possible write-downs or appropriate additions to the allowance for loan losses. The Company
records other real estate at fair value at the time of acquisition less estimated costs to sell.

There can be no assurance, however, that the Company’s loan portfolio will not become subject to
increasing pressures from detericrating borrowers’ financial condition due to general economic and other
factors. While future deterioration in the loan portfolio is possible, management is continuing its risk
assessment and resolution program. In addition, management is focusing its attention on minimizing the
Company’s credit risk through more diversified business development avenues.

The Company generally places a loan on nonaccrual status and ceases accruing interest when, in the
opinion of management, full payment of loan principal or interest is in doubt. All loans past due 90 days
are placed on nonaccrual status unless the loan is both well collateralized and in the process of collection.
Cash payments received while a loan is classified as nonaccrual are recorded as a reduction of principal as
long as significant doubt exists as to collection of the principal. In addition to nonaccrual loans, the
Company evaluates on an ongoing basis other loans which are potential problem loans as to risk exposure
in determining the adequacy of the allowance for loan losses.

The Company requires that nonperforming assets be monitored by the special assets department,
which actively manages all problem assets pursuant to the Company’s loan policy. The special assets
department endeavors to determine the best strategy for problem loan resolution and maximizing
repayment on nonperforming assets.

A loan is considered impaired based on current information and events, if it is probable that the
Company will be unable to collect the scheduled payments of principal or interest when due according 1o
the contractual terms of the loan agreement. The measurement of impaired loans is based on the present
value of expected future cash flows discounted at the loan’s effective interest rate or the loan’s observable
market price or based on the fair value of the collateral if the loan is collateral-dependent.

In addition to the Company’s loan review process described in the preceding paragraphs, the OCC
periodically examines and evaluates MetroBank, while the FDIC and DFI periodically examine and

evaluate Metro United. Based upon such examinaticns, the regulators may revalue the assets of the
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institution and require that it charge-off certain assets, establish specific reserves to compensate for the
difference between the regulators-determined value and the book value of such assets or take other
regulatory action designed to lessen the risk in the asset portfolio.

2007 versus 2006. Total nonperforming assets at December 31, 2007 were $9.1 million, a decrease of
$3.1 million compared with $12.2 million at December 31, 2006. The decrease in nonperforming assets in
2007 compared with 2006 was primarily due to the payoffs of three loan relationships totaling $6.6 million,
the sale of an other real estate property of $1.9 million, and loan charge offs on two relationships totaling
$1.8 million, partially offset by the addition of five relationships totaling $6.3 million and various other
loans totaling approximately $900,000. Had the total of nonaccrual loans remained on an accrual basis,
interest in the amount of approximately $557,000 and $853,000 would have been recorded on these loans
during the years ended December 31, 2007 and 2006, respectively.

2006 versus 2005. Total nonperforming assets at December 31, 2006 and 2005 were $12.2 million and
$19.5 million, respectively, a decrease of $7.3 million. The decrease in nonperforming assets in 2006
compared with 2005 was primarily due to the payoff of a hospitality loan, and charge-offs related to two
commercial loans. Had the total of nonaccrual loans remained on an accrual basis, interest in the amount of
approximately $853,000 and $1.7 million would have been recorded on these loans during the years ended
December 31, 2006 and 2005, respectively.

The amount of interest income recognized on nonperforming loans for the years ended December 31,
2007 and 2006, was $85,000 and $292,000, respectively. Nonaccrual loans at December 31, 2007 and 2006
were $6.3 million and $9.4 million, respectively, a decrease of $3.1 million. Other real estate at
December 31, 2007 and 2006 was $1.5 million and $2.7 million, a decrease of $1.2 million.

Included in total nonperforming assets are the portions guaranteed by the SBA, Overseas Chinese
Community Guaranty Fund (“OCCGF”) and Ex-lm Bank, which totaled $2.3 million and $2.9 million at
December 31, 2007 and 2006, respectively. Nonperforming assets, net of their guaranteed portions, were
$6.8 million and $9.3 million, for the same periods, respectively. The ratios for net nonperforming assets to
total loans and other real estate were 0.56% and 1.05% at December 31, 2007 and 2006, respectively. The
ratios for net nonperforming assets to total assets were 0.46% and 0.74%, for the same periods,
respectively.

The following table presents information regarding nonperforming assets at the dates indicated:

As of December 31,
2007 2006 2005 2004 2003
{Dollars in thousands)

Nonaccrualloans . ...............oitivinnnnnn.. $6336 $ 9414 $15606 516504 $25442
Accruing loans 90 days or more pastdue ........... 1,284 29 32 181 264
Other real estate (“ORE™) .. ... ... ... ... ..... 1,474 2,747 3,866 1,566 2,585

Total nonperforming assets .. ................ 9,094 12,190 19,504 18251 28,291
Less: nonperforming loans guaranteed by the SBA,

Ex-Im Bank, or the OCCGF . .................. (2,309  (2,857) (2,210) (3,032) (3,323)

Net nonperforming assets ................... $6,785 $ 9,333 $17,294 515219 $24,968
Total nonperforming assets to total loans and ORE ... 076% 137% 252% 3.06% 5.05%
Total nonperforming assets to total assets .......... 0.62 0.96 1.73 2.00 3.26
Net nonperforming assets to total loans and ORE .. .. 0.56 1.05 2.23 2.55 4.46
Net nonperforming assets to total assets . ........... 0.46 0.74 1.53 1.66 2.88

Allowance for Loan Losses and Reserve for Unfunded Lending Commitments

The allowance for loan losses provides for the risk of losses inherent in the lending process. The
allowance for loan losses is increased by provisions charged against current earnings and is reduced by net

40




charge-offs. Loans are charged off when they are deemed to be uncollectible in whole or in part.
Recoveries are recorded when cash payments are received. In developing the assessment, the Company
relies on estimates and exercises judgment regarding matters where the ultimate outcome is uncertain.
Circumstances may change and future assessments of credit risk may yield materially different results,
resulting in an increase or decrease in the allowance for credit losses.

The allowance for credit losses consists of the allowance for loan losses and the reserve for unfunded
lending commitments and is maintained at levels that the Company believes are adequate to absorb
probable losses inherent in the loan portfolio and unfunded lending commitments as of the date of the
financial statements. The Company employs a systematic methodology for determining the allowance for
credit losses that consists of four components: (1) a formula-based general reserve based on historical
average losses by loan grade, (2) specific reserves on larger individual credits that are based on the
difference between the current loan balance and the loan’s observable market price, (3) an unallocated
component that reflects the inherent uncertainty of estimates and unforeseen events that atlow MetroBank
and Metro United to fully capture probable losses in the toan portfolio, and (4) a reserve for unfunded
lending commitments. Policies and procedures have been developed to assess the adequacy of the
allowance for loan losses and the reserve for unfunded lending commitments that include the monitoring of
qualitative and quantitative trends including changes in past due levels, criticized and non-performing
loans, and charge-offs.

In setting the general reserve portion of the allowance for loan losses, the factors the Company may
consider include, but are not timited to, changes in the quality of the loan portfolio as determined by loan
quality grades assigned to each loan, an assessment of known problem loans, potential problem loans, and
other loans that exhibit weaknesses or deterioration, the general economic environment in the Company’s
markets as well as the pational economy, particularly the real estate markets, value of the collateral
securing loans, payment history, cash flow analysis of borrowers and other historical information. After the
aforementioned assessment of the loan portfolio, the general economic environment and other relevant
factors, changes are implemented in the allowance for loan losses. While this methodology is consistently
followed, future changes in circumstances, economic conditions or other factors could cause management
to reevaluate the level of the allowance for loan losses.

The Company follows a loan review program to evaluate the credit risk in the loan portfolio as
discussed under “Nonperforming Assets.” Through the loan review process, the Company maintains an
internally classified loan list which, along with the delinquency list of loans, helps management assess the
overail quality of the loan portfolio and the adequacy of the allowance for loan losses. Loans classified as
“substandard” are those loans with clear and defined weaknesses such as a highly-leveraged position,
unfavorable financial ratios, uncertain repayment sources or poor financial condition, which may
jeopardize recoverability of the debi. Loans classified as “doubtful” are those loans which have
characteristics similar to substandard loans but with an increased risk that a loss may occur, or at least a
portion of the loan may require a charge-off if liquidated at present. Although loans classified as
substandard do not duplicate loans classified as doubtful, both substandard and doubtful loans include
some loans that are delinquent at least 30 days or on nonaccrual status. Loans classified as “loss” are those
loans which are in the process of being charged off.

In addition to the internally classified loan list and delinquency list of loans, the Company maintains a
separate “watch list” which further aids the Company in monitoring loan portfolios. Watch list loans show
warning elements where the present status portrays one or more deficiencies that require attention in the
short-term or where pertinent ratios of the loan account have weakened to a point where more frequent
monitoring is warranted. These loans do not have all of the characteristics of a classified loan (substandard
or doubtful) but do show weakened elements compared with those of a satisfactory credit. The Company
reviews these loans to assist in assessing the adequacy of the allowance for loan losses.

Management of both banks review and approve their respective allowance for loan losses and the
reserve for unfunded lending commitments monthly and perform a comprehensive analysis quarterly. The

allowance for credit losses is also subject to federal banking regulations. The Company’s primary
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regulators conduct periodic examinations of the allowance for credit losses and make assessments
regarding its adequacy and the methodology used in its determination.

The Company allocates the allowance for loan losses according to management’s assessments of risk
inherent in the portfolio. In addition, on July 6, 2002, the Securities and Exchange Commission released
Staff Accounting Bulletin (SAB) No. 102, “Selected Loan Loss Allowance Methedology and
Documentation Issues”, which requires companies to have adequate documentation on the development
and application of a systematic methodology in determining the allowance for loan losses. The Company

believes that it is in compliance with the requirements of SAB No. 102.

The Company maintains a reserve for unfunded commitments to provide for the risk of loss inherent
in its unfunded lending related commitments. The process used in determining the reserve is consistent
with the process used for the allowance for loan losses discussed above.

The following table presents an analysis of the allowance for loan losses and unfunded lending

commitments for the periods indicated:

As of and for the Years Ended December 31,

2007 2006 2005 2004 2003
(Dollars in thousands)
Average total loans outstanding .. ................ $1.059,654 $819.103 $640,703 $565.920 $551,287
Total loans outstanding at end of peried ... ........ $1.201,911  $886,556 $771473  $594,536  $557.136
Allowance for loan losses at beginning of peried ... $ 11,436 §$ 13.169 § 10501 $ 10,308 3 10,029
Provision forloan losses ....................... 3,145 612 1,936 1.343 5,671
Allowance acquired through acquisition ........... — — 2,307 — —
Charge-offs:
Commercial and industrial . ................. (2,044) (3,737} (2,146) (2,660) (5,173)
Real estate—morigage ..................... (611) 2N — — (755)
Real estate—construction .. ................. — 39 (5 — —
Consumerandother ....................... (66) (202) (274) (175} (193)
Total charge-offs ..................... (2,721) (3.599) (2,423) (2,835) (6.121)
Recoveries:
Commerciat and industrial . .............. ... 646 680 804 1,509 593
Real estate—mortgage ..................... 573 874 6 104 100
Consumerandother .. ..................... 46 100 40 72 36
Total recoveries ...................... 1,265 1,654 830 1,685 729
Netcharge-offs ....... ... ... ... . ... . ... (1,456) (2,345) (1,575) (1.150) (5,392)
Allowance for loan losses at end of period . ........ 13,125 11,436 13,169 10,501 10,308
Reserve for unfunded lending commitments at
beginning of period .......... ... . .. .o 793 546 362 140 121
Provision for unfunded lending commitments .. ... .. 23 247 174 222 19
Reserve acquired through acquisition ............. — — 10 — —
Reserve for unfunded lending commitments at end of
pericd . ... ... 816 793 546 362 140
Allowance for credit losses . .................... $ 13941 §$12229 $ 13,715 3 10863 $ 10,448
Ratio of allowance for loan losses to end of period
wtalloans .. ... e 1.09% 1.29% 1.7% 1.77% 1.85%
Ratio of net charge-offs to average total loans . ... ... 0.14 0.29 0.25 0.20 0.98
Ratio of allowance for loan losses to end of period
total nonperforming loans .................... 172.24 121.11 84.21 62.94 40.10

For the years ended December 31, 2007, 2006, and 2005, net charge-offs were $1.5 million, $2.3
million, and $1.6 million, respectively. The significant charge-offs for 2007 primarily consisted of $1.2
million in loans to a commercial contractor, and a $610,000 real estate mortgage loan.

The significant charge-offs for 2006 primarily consisted of $1.8 million in loans to a wholesale food
distribution business, $1.1 million in loans to a shrimp processing business, and the partial write-down of

$525,000 on leans related to an office building.
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The following table describes the allocation of the allowance for loan losses among various categories
of loans and certain other information. The allocation is made for analytical purposes and is not necessarily
indicative of the categories in which future losses may occur. The total allowance is available to absorb
losses from any segment of the loan portfolio.

As of December 31,
2007 2006 2005 2004 2003
Percent of Percent of Percent of Percent of Percent of
Loans to Loans to Loans to Loans to Loans to
Gross Gross Gross Gross Gross

Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans

(Dollars in thousands)
Balance of allowance
for loan losses

applicable to:
Commercial and

industrial ......... $ 5584 38.01% § 4.210 41.25% § 5349 42.84% $ 6,119 57.88% $ 6,281 39.36%
Real estate—

mortgage ......... 5,416 49.94 4,745 48.25 6,361 48.57 2,669 33.38 2,460 34,39
Real estate—

construction ......,. 2,007 11.54 666 9.68 665 7.28 615 7.14 267 4.38
Consumer and other . .. 79 0.51 110 0.82 114 1.31 79 1.60 104 1.87
Unallocated ......... 39 — 1,705 — 680 — 1,019 — 1,199 —
Total allowance for

loan losses ........ $13,125 100.00% $11,436 100.00% $13,169 100.00% $10,501 100.00% $10.308 100.00%

Securities

The Company uses its securities portfolio primarily as a source of income and secondarily as a source
of liquidity. At the date of purchase, the Company is required to classify debt and equity securities into one
of three categories: held-to-maturity, trading or available-for-sale. The Company currently classifies the
entire investment portfolio as available-for-sale and carries the securities at fair valve in the financial
statements with unrealized gains and losses reported, net of tax, as a component of accumulated other
comprehensive income in shareholders’ equity.

The fair value of securities was $137.7 million at December 31, 2007, a decrease of $43.8 million or
24.1% compared with $181.5 million at December 31, 2006. The fair value of securities was $181.5
million at December 31, 2006, a decrease of $45.0 million or 19.8% compared with $226.5 million at
December 31, 2005. The decrease in 2007 and 2006 was a result of normal runoff on the portfolio
consisting primarily of paydowns on mortgage-backed securities and collateralized mortgage obligations,
which was partially offset by a gain in the fair value of securities. At December 31, 2007, investment
securities with a fair value of $46.4 million were pledged to secure public deposits, Federal Reserve
advances, repurchase obligations, and for other purposes required or permitted by law.

Excluding holdings of the securities from the U.S. government and its agencies, the Company had an
investment with one issuer in an amount greater than 10% of the Company’s shareholders’ equity at
December 31, 2007. The investment, an open-end ARM Fund, which is managed by Shay Assets
Management, Inc. was recorded with a fair value of $13.7 million and $13.8 million at December 31, 2007
and 2006 respectively, and an amortized cost of $14.2 million at December 31, 2007 and 2006.

Declines in the fair value of individual securities below their cost that are other than temporary would
result in write-downs, as a realized loss, of the individual securities to their fair value. Management
believes that any declines in the fair value of individual securities are related to movements in interest rates
and not due to the credit quality of the securities. Based upon the credit quality of the securities and the
Company’s intent and ability to hold the securities until their recovery, management believes that none of
the unrealized losses on securities detailed in the tables below should be considered other than temporary.
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The following table presents the amortized cost of securities classified as available-for-sale and their
approximate fair values as of the dates shown, and other investments at cost. The Company had no
securities classified as trading or held-to-maturity at December 31, 2007 and 2006. The Company had no
securities that held subprime mortgages as collateral at December 31, 2007 and 2006.

As of December 31, 2007 As of December 31, 2006
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair  Amortized Unrealized Unrealized  Fair
Cost Gain Loss Value Cost Gain Loss Value

{Dollars in thousands)
Securities available for sale
U.S. Government

agencies . ............ 3 24 % 2 8 (S 25 % 28 % 1 $ — 8§ 29
U.S. Government

sponsored enterprises .. 20,473 10 (1) 20,473 36,9006 — (510) 36,396
Obligations of state and

political subdivisions . . . 5,936 162 (7 6,001 7.425 157 — 7,582

Mortgage-backed securities
and collateralized

mortgage obligations ... 92,673 173 (1,123) 91,723 121,196 62 (3,060) 118,198
Other debt securities .. ... 33 — — 33 143 1 (1) 143
Investment in ARM and

CRAfunds ........... 19,858 39 {493) 19,404 19,658 — {462y 19,196

Total available for
sale securities .... $138,997 § 386 3$(1.634) $137.749 $185,356 § 221 $(4,033) $181,544

Other investments

FHLB/Federal Reserve
Bank Stock .......... $ 5803 — $§ — 3% 58033 3848 % — § — § 3848
Investment in subsidiary
trust ...........n... 1,083 — — 1,083 1,083 — —_ 1,083
Total other .
investments ... ... $ 686 3% — § — % 6886% 4931 $§ — $ — § 4931

As of December 31, 2005

Gross Gross
Amortized Unrealized Unrealized  Fair
Cost Gain Loss Value

(Dollars in thousands)
Securities available for sale

U.S. Government agenCies . . .. ... .vue vt e renenannnanns $ 2% — § — 3% 32
U.S. Government sponsored enterprises . ...................... 36,869 — (526) 36,343
Obligations of state and political subdivisions .................. 17,162 551 — 17,713
Mortgage-backed securities and collateralized mortgage
ObligatioNs .. . e e 162,294 112 (3,974) 158,432
Otherdebtsecurities . . ... ... . . . i e 292 3 —_ 295
Investmentin ARM and CRAfunds .......................... 19,419 17 412y 19,024
Total available for sale securities . ... ..... ... ... ... ..., . $236,068 $ 683 $(4,912) $231,839
Other investments
FHLB/Federal Reserve Bank Stock . .......................... 3,178 — — 3,178
Investmentin subsidiary trust .. ... ... . ... L. 1,083 — — 1,083
Total otherinvestments ....................... . coo. ... $ 4261 8 — $ — § 4261




The following table summarizes the contractual maturity of investment securities at amortized cost
and their weighted average yields as of December 31, 2007. No tax-equivalent adjustments were made.

As of December 31, 2007
After One Year  After Five Years
Within One But Within Five But Within Ten  Non-maturing or
Year Years Years After Ten Years Total

Amount Yield Amount Yield Amount Yield Amount Yield Amount  Yield
(Dollars in thousands)

U.S. Government

agencies ........ $ — — $ 14 891%$ 10 642%% — — § 24 7.87%
U.S. Government

sponsored

enlerprises ... ... 11,487 422% 8986 4.42 — — — — 20,473 4.31

Obligaticns of state

and political

subdivisions . . . .. —_ - 309 5.17 2,623 474 3,004 493% 5936 4386
Mortgage-backed

securities and

collateralized

mortgage

obligations ...... 174 505 11,689 425 32674 424 48,136 4.14 92,673 4.19
Other debt

securities ......, —_ — 33 586 —_ - —_ — 33 586
Investment in ARM

and CRA funds .. — - —_ — R — 19,858 4.88 19,858 4.88
FHLB/Federal

Reserve Bank

stock .......... —_— == _ — —_ - 5,803 4.11 5,803 4.11
Investment in

subsidiary trust .. — - —_ — —_ - 1,083 5.63 1,083 563

Total
securities ... $11,661 4.23% $21,031 4.34% $35,307 4.28% $77.884 4.30% $145,883 4.30%

The securities portfolio includes mortgage-backed securities which have been developed by pooling a
number of real estate mortgages and are principally issued by U.S. Government agencies such as Ginnie
Mae and U.S. Government sponsored enterprises such as Fannie Mae and Freddie Mac. These securities
are deemed to have high credit ratings, and certain minimum levels of regular monthly cash flows of
principal and interest are insured or guaranteed by the issuing agencies.

As of December 31, 2007, 2006 and 2005, 51.9%, 63.3%, and 69.7%, respectively, of the mortgage-
backed securities held by the Company had final maturities of more than ten years. However, unlike U.S.
Treasury and U.S. Government sponsored enterprise debt securities, which have a lump sum payment at
maturity, mortgage-backed securities provide cash flows from regular principal and interest payments and
principal prepayments throughout the lives of the securities. Mortgage-backed securities which are
purchased at a premium will generally suffer decreasing net yields as interest rates drop because
homeowners tend to refinance their mortgages. As prepayments increase, the average life of the security
shortens and the premium paid must be amortized over a shorter period. Securities purchased at a discount
will obtain higher net yields in a decreasing interest rate environment as the discount is accreted over a
shorter average life. As interest rates rise, the opposite will generally be true. During a period of rising
interest rates, fixed rate mortgage-backed securities tend to experience smaller prepayments of principal
and consequently, the average life of this security will be longer. Additionally, the value of mortgage-
backed securities generally decreases as interest rates increase. At December 31, 2007, approximately
$25.4 million or 27.4% of the Company’s mortgage-backed securities earn interest at floating rates and
reprice within one year, and accordingly are less susceptible to declines in value should interest rates
increase.
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Included in the Company’s mortgage-backed securities at December 31, 2007, 2006 and 2005, were
$38.1 million, $48.1 million, and $67.7 million, respectively, in agency-issued collateralized mortgage
obligations (“CMOs™). CMOs are bonds that are backed by pools of mortgages and are issued by Ginnie
Mae, Fannie Mae, Freddie Mac, or other private-label underwriters. The CMOs use the cash flows from the
underlying mortgage collateral to structure classes of bonds called tranches with differing repayment
priorities, interest characteristics and risk profiles, tailored to the needs of various types of investors. This
is accomplished by dividing the bonds into classes to which payments on the underlying mortgage pools
are allocated in different order. The mortgage pool’s cash flow, for example is directed to paying off the
principal to one tranche before the other classes receive any principal. When the first tranche is paid off,
then the next successive tranche begins to receive principal. CMOs issued by Ginnie Mae, Fannie Mae,
Freddie Mac carry the protection against loss of the issuing entity. In private-labe] CMOs, any losses on
underlying mortgages are directed to dedicated tranches, giving other tranches enough credit protection to
be given investment grade credit ratings by the rating agencies. Private-label CMOs constitute less than
0.1% of total investment securities at December 31, 2007, 2006, and 2005.

Investment in subsidiary trust represents the Company’s ownership of trust common securities of the
statutory business trust, formed for the purpose of issuing junior subordinated debentures to third-party
investors. See the discussion in—"Junior Subordinated Debentures.”

Deposits

The Company's lending and investing activities are funded principally by deposits. At December 31,
2007, 54.2% of the Company’s total deposits were interest-bearing cerificates of deposit (CDs), 28.3%
were interest-bearing savings, NOW, and money market accounts and 17.6% were noninterest-bearing
demand deposit accounts. Total deposits at December 31, 2007 were $1.19 billion compared with $1.08
billion at December 31, 2006, an increase of $109.4 million or 10.1%. Total deposits at December 31, 2006
were $1.08 billion compared with $961.8 million at December 31, 2005, an increase of $119.9 million or
12.5%.

Average noninterest-bearing demand deposits for the year ended December 31, 2007 were $204.4
million, an increase of $12.3 million or 6.4%, compared with $192.1 million for the same period in 2006.
Average noninterest-bearing demand deposits for the year ended December 31, 2006 were $192.1 million,
an increase of $15.5 million or 8.8%, compared with $176.6 million for the same period in 2005.

Average interest-bearing deposits for the year ended December 31, 2007 were $960.5 million, an
increase of $139.7 million or 17.0%, compared with $820.8 million for the same period in 2006. Average
interest-bearing deposits for the year ended December 31, 2006 were $820.8 million, an increase of $183.9
million or 28.9%, compared with $636.9 million for the same period in 2005.

Average total deposits for the year ended December 31, 2007 were $1.16 billion, an increase of
$152.0 million or 15.0%, compared with $1.01 billion for the same period in 2006. Average 1otal deposits
for the year ended December 31, 2006 were $1.01 billion, an increase of $199.4 million or 24.5%,
compared with $813.5 million for the same period in 2003,

The increase in deposits during 2007 was the result of new relationships cultivated and deposit
campaigns. The increase in deposits during 2006 was the result of continued “relationship banking”
initiatives that focused more attention on integrating retail banking with commercial lending through cross-
selling efforts to loan customers.

As part of its effort to cross-sell its products and services, the Company actively solicits time deposits
from existing customers. In addition, the Company receives time deposits from government municipalities
and utility districts. These time deposits typically renew at maturity and have provided a stable source of
funds. The Company believes that based on its historical experience its large time deposits have core-type
characteristics. In pricing its time deposits, the Company seeks to be competitive but typically prices near
the middle of a given market.
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The average daily balances and weighted average rates paid on deposits for each of the years ended
December 31, 2007, 2006 and 2005 are presented below:

Years Ended December 31,

2007 2006 2005
Amount Rate Amount Rate Amount Rate

(Dollars in thousands)
Interest-bearing deposits:

NOWchecking .................... $ 64252 1.19% $ 74,151 1.11% $% 85579 0381%
Savings and money market deposits . . . 245,765 3.74 162,668 2.73 122,363 1.33
Time deposits less than $100,000. .. ... 234,710 4.75 241,212 4.01 198,189 2.82
Time deposits $100,000 and over...... 415,736 5.05 342,798 4.43 230,720 3.19
Total interest-bearing deposits . . .. 960,463 438 820,829 3.67 636,851 2.40
Noninterest-bearing deposits ............. 204440 — 192,058 — 176,606 —

Total deposits ................. $1,164,903 3.61% $1,012,887 2.97% $813457 1.88%

The following table sets forth the amount of the Company’s time deposits that are $100,000 or greater
by time remaining until maturity as of December 31, 2007:

December 31, 2007
{Dollars in thousands)
Three monthsorless ... ..., $152,008
Over three through six months . ........... ... ........... 118,143
Oversixthrough 12months ....... ... .. ... ... ... ...... 108,765
Over 12 months ... .. . i i i e e 42,989
Total . $421,905

The Company had $4.9 million and $5.1 million of brokered deposits for the years ended
December 31, 2007 and 2006, respectively.

Junior Subordinated Debentures

As of December 31, 2007 and 2006, the Company had $36.1 million outstanding in junior
subordinated debentures issued to its unconsolidated subsidiary trust, MCBI Statutory Trust 1. The
debentures were issued to fund the Company’s acquisition of Metro United.

The debentures accrue interest at a fixed rate of 5.7625% until December 15, 2010, at which time the
debentures will accrue interest at a floating rate equal to the 3-month LIBOR plus 1.55%. The quarterly
distributions on the capital and common securities of the Trust will be paid at the same rate that interest is
paid on the debentures. The ability of the Trust to pay amounts due on the on the capital securities and
common securities is solely dependent upon the Company making payment on the related debentures, The
debentures, which are the only assets of the Trust, are subordinate and junior in right of payment to all of
the Company’s present and future senior indebtedness. Under the provisions of the debentures, the
Company has the right to defer payment of interest on the debentures at any time, or from time to time, for
a period not exceeding five years. If interest payments on the debentures are deferred, the distributions on
the capital securities and common securities will also be deferred.

The debentures matuere on December 15, 2035, but are redeemable at the Company’s option at par
plus accrued and unpaid interest on or after December 15, 2010. If the Company redeems any amount of
the debentures, the Trust must redeem a like amount of the capital securities. The Company has guaranteed
the payment of distributions and payments on liquidation or redemption of the capital securities, but only in
each case if and to the extent of funds held by the Trust.
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Other Borrowings

The Company utilizes borrowings to supplement deposits to fund its lending and investing activities.
Other borrowings primarily include $39.0 million of advances from the Federal Home Loan Bank
(“FHLB”) of Dallas, $35.0 million from the FHLB of San Francisco and $25.0 million in security
repurchase agreements. The advances from the FHLB of Dallas bear interest at an average rate of
4.33% per annum and had fourteen day terms. The advances matured in January 2008, and were renewed
with similar terms. The advances from the FHLB of San Francisco have maturities ranging from overnight
to 30 days. Any maturities since December 31, 2007 have been renewed with similar terms. The advances
bear an average rate of 3.78%. The security repurchase agreements bear an average rate of 2.87% and
mature in December 2014. The securities are transferred to the applicable counterparty. The counterparty,
in certain instances, is contractually entitled to sell or repledge securities accepted as collateral.

The unused borrowing capacity from the FHLB’s was $311.8 million and $379.3 million at
December 31, 2007 and 2006, respectively. Additionally, at December 31, 2007 and 2006, unused
borrowing capacity from the Federal Reserve Bank discount window was $9.7 million and $7.7 million,
respectively. The Company had pledged securities with a carrying value of $10.0 million and $7.9 million
at December 31, 2007 and 2006, respectively to secure the discount window borrowing capacity. The
Company also had unused, unsecured lines of credit with correspondent banks of $20.5 million at
December 31, 2007 and $10.5 million at December 31, 2006,

The following table presents, as of the dates indicated, the categories of other borrowings by the
Company:
As of and for the Years Ended
December 31,
2007 2006 2005
(Dollars in thousands)

Federal funds purchased:
OnDecember 31, ... e $ — %8 — 5 —
averageduringthe year.......... .. .. . . i — — 11
maximum month end balance during the year .................... — — —

FHLB notes and advances:

OnDecember 31, .. vrn e e s $74.000 $25,000 $25,000
average duringthe year ... ... ... .. i 25516 25247 42,138
maximum month end balance duringthe year .................... 74,000 25,000 72,500
Interestrate atend of peried . .......... ... ... i 407%  499% 499%
Interest rate during period . .. ... i 4.89 5.05 423
Security repurchase agreements:
OnDecember 31, ..ot e $25000 $§ — § —
averageduringthe year ... ... ... . . . oo 68 — —
maximum month end balance during the year .. .................. 25,000 — —
Interestrate atend of period . . ... ... ... ... .o il 2.87% — —
Interest rate during period . ... ... .. ... i i 2.94 — —
Federal Reserve TT&L:
OnDecember 31, .. o e $ 796 §$ 1,316 $ 1,054
averageduringtheyear . ... ... .. ... .. 819 702 728
maximum month end balance during the year .................... 1,067 1,316 1,054
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Contractual Obligations

The following table presents the payments due by period for the Company’s contractual borrowing
obligations (other than deposit obligations with no stated maturities) as of December 31, 2007:

After One  After Three After
Within . But Within  But Within Five

One Year  Three Years  Five Years Years Total
{Dollars in thousands)

Cenificates of deposit .................... $578,190  $54,886 $12,041  § 93 $645.210

Federal Reserve TT&L ................... 796 — _ — 796

FHLB advances ..........uuniieinnnnnnn. 74.000 _ — — 74,000

Security repurchase agreements .. .......... —_— — — 25,000 25,000

Junior subordinated debentures . . ........... —_ _ — 36,083 36,083
Interest on time deposits, junior subordinated

debentures and borrowings® ... .......... 16,970 9,205 4,935 34,524 65,634

Total borrowing obligations . .......... $669,956  $64,091 $16,976  $95,700 $846,723

Operating lease obligations . ............... 2,071 4,155 2,050 1,478 9,754

Total contractual obigations ........... $672,027 $68,246 319,026 397,178 $856,477

) Assumes that the LIBOR rates in effect as of January 30, 2008 will remain constant over the term of
the borrowings.

Interest Rate Sensitivity and Market Risk

As a financial institution, the Company’s primary component of market risk is interest rate risk, which
is the effect of changes in interest rates on the profitability and capital position of the Company, Although
the Company has limited exposure to other market risk factors, including foreign exchange or commodity
risk, interest rate risk has the most significant impact on the income potential and the future capital
position. Fluctuations in interest rates impact both the level of income and expense recorded on most of the
Company’s assets and liabilities, and the market value of all interest-earning assets and interest-bearing
liabilities.

Management of these risks and the equally critical liquidity management are vital to the long-term
health of the organization. Both MetroBank and Metro United have an Asset and Liability Committee
(“ALCO™), which manages these risk factors in accordance with policies approved by each bank’s Board
of Directors. The ALCO of MetroBank is composed of senior officers and an independent director, and the
ALCO for Metro United is comprised of the Board of Directors. The ALCO of each bank formulates
strategies in order to manage the exposure to interest rate risk within Board approved tolerance limits while
maximizing profitability and capital stability in various interest rate environments. The ALCO of each
bank meets regularly to review, among other things, the overall asset and liability composition, the
sensitivity of assets and liabilities to interest rate changes, the book and market values of assets and
liabilities, unrealized gains and losses, purchase and sale activities, commitments to originate loans and the
maturities of investments and borrowings. Additicnally, the ALCO of each bank reviews liquidity, cash
flow flexibility, pricing structures, loan and deposit activity and current market conditions on both a local
and national level.

Management uses simulation analysis to model the impact of changes in interest rates on the net
interest income and the market value of the assets and liabilities. The model is based on maturity and
repricing characteristics of the existing assets and liabilities. The model further incorporates estimated
prepayment rates on loans and securities and pricing changes under varying rate scenarios. The results of
the model provide estimates of interest rate sensitivity and quantified interest rate risk that the ALCO of
each bank uses to develop appropriate strategies.

A basic tool for measuring interest rate sensitivity is “GAP” analysis, or the difference between
interest-earning assets and interest-bearing liabilities that mature and reprice during a specific time period,
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Interest rate sensitivity reflects the net assets or liabilities that potentially could be impacted by a
movement in interest rates over a given time frame. A company is considered to be asset sensitive, or
having a positive GAP, when the amount of its interest-earning assets maturing or repricing within a given
period exceeds the amount of its interest-bearing liabilities also maturing or repricing within that time
period. Conversely, a company is considered to be liability sensitive, or having a negative GAP, when the
amount of its interest-bearing liabilities maturing or repricing within a given period exceeds the amount of
its interest-earning assets also maturing or repricing within that time period. During a period of declining
interest rates, a positive GAP would tend to adversely affect net interest income, while a negative GAP
would tend to result in an increase in net interest income, During 2007, in an effort to reduce its asset
sensitivity in the event of a declining rate environment, the Company moved to preserve net income by
placing a greater emphasis on core deposit growth and fixed rate lending.

The following table sets forth an interest rate sensitivity analysis for the Company at December 31,
2007:

Volumes Suhject to Repricing

Greater
0-30 31-180 181-365 1.3 35 5-10 Than
Days Days Days Years Years Years 10 Years Total
(Dwllars in thousands)
Interest-earning
assets:
Securitiest? ... ... $ 15425 % 16062 5 32626 § 44,167 $ 26414 3 7495 $ 1,363 § 143,552
Gross loans ...... 567,669 181,121 97.260 136,784 106,378 109,793 6,347 1,205,352
Federal funds sold
and other short-
term
investments .... 17381 — — — — — — 17.381

Total interest-
bearing assets .. 600475 197.183 129.886 180,951 132,792 117,288 7,710 1,366,285

Interest-bearing
liabilities:

Demand, money

market and

savings

deposits ... .... 336,610 — . — —_ 336,610
Time deposits .... 83,327 319,320 175,543 54,886 12,041 93 — 645,210
Other

borrowings .... 74,796 — — — — — — 74,796
Security repurchase

agreements .... — — 10,000 15,000 — — — 25,000
Junior subordinated

debentures . . ... — — — 36,083 — — — 36,083

Taotal interest-

bearing

liabilities ...... 494,733 319,320 185,543 105,969 12,041 93 — 1,117,699
Period GAP ...... $105,742 $(122,137) $(55,657) $ 74982 $120,751 $117,195 § 7710 $ 248,386

Cumulative
GAP ......... $105,742  $ (16.395) $(72052) $§ 2930 $123.681 $240.876 $248,586

Period GAP to total

assets .. ....... 7.24% (8.3N% (3.81)% 5.14% 8.27% 8.03% 0.53%
Cumulative GAP o

total assets .. ... 7.24% (1.12)% (4.94Y% 0.20% 8.47% 16.50% 17.03%
Cumulative

intérest-earning

assets Lo

cumulative

interest-bearing

liabilities ... ... 121.37% 97.99% 92.79% 100.27% 111.07% 121.56% 122.25%

M [ncludes Federal Reserve Bank stock and Federal Home Loan Bank stock.
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GAP reflects a one-day position that is continually changing and is not indicative of the Company’s
position at any other time. While the GAP position is a useful tool in measuring interest rate risk and
contributes toward effective asset and liability management, it is difficult to predict the effect of changing
interest rates solely on that measure, without accounting for alterations in the maturity or repricing
characteristics of the balance sheet that occur during changes in market interest rates or the magnitude of
the impact of market rate changes on the pricing of individual products. For example, the GAP position
reflects only the prepayment assumptions pertaining to the current rate environment. Fixed rate assets tend
to prepay more rapidly during periods of declining interest rates than during periods of rising interest rates.
Because of this and other risk factors not contemplated by the GAP position, an institution could have a
matched GAP position in the current rate environment and still have its net interest income exposed to
increased rate risk. This inherent weakness has led to the development of more sophisticated modeling
techniques to quantify the interest rate risk identified by the GAP analysis.

Interest rate risk can be quantified by calculating the impact of interest rates under various stable,
rising and falling interest rate scenarios on the overall net interest income over a given time frame or on the
economic or market value of the equity (EVE). The Company utilizes its simulation model to gauge its
interest rate risk exposure using both methodologies. The simulation results are not intended to be a
forecast of the actual effects of changes in interest rates, but a standardized method of calculating the
inherent risk. The net interest income simulation applies expected rate changes to the repricing of variable
rate assets and liabilities and reinvests cash flows from the existing assets and liabilities at market rates to
estimate the net interest income for a forward looking one-year period. The interest rate scenarios in the
table reflect rate shocks that cause an immediate and permanent parallel shift in the market yield curve by
the stated magnitude. It also assumes no changes in the composition of the balance sheet over the
measurement period. EVE analysis uses the same simulation data to determine the expected cash flows of
the assets and liabilities under the shocked interest rate conditions and discounts the cash flows to
determine the net present value of the assets and the net present value of the liabilities. The difference
between these present values is the market value of the equity or the EVE.

Presented below, as of December 31, 2007, is an analysis of the Company's interest rate risk as
measured by volatility tn net interest income and EVE for an instantaneous parallel shift of 100 to 200
basis points in interest rates over the next 12 months:

Economic Value

Net Interest of Equity (EVE)
Income Volatility" Volalility®
Change in Interest Rates
200 bp L 10.50% (20.52)%
+100bp 4.54 (10.34)
100 bp e e (2.92) 9.59
C200BD . (3.20) 18.35

) Net interest income volatility is measured as the percentage change in net interest income in the
various rate scenarios from the net interest income in a stable interest rate environment.

@ EVE volatility is measured as the percentage change in the EVE in the various interest rate scenarios
from the EVE in a stable interest rate environment.

Management believes that the simulation methodology overcomes two shortcomings of the typical
maturity GAP methodology. First, because the simulation methods project cash flows under differing
interest rate environments, it can incorporate the effect of embedded options on an institution’s interest rate
risk exposure. It also assumes the reinvestment of financial instruments and their subsequent behavior after
the initial maturity or repricing. Second, it allows interest rates on different instruments to change by
varying amounts in response to a change in market interest rates, resulting in more realistic estimates of
cash flows. As with any method of gauging interest rate risk, however, there are certain shortcomings
inherent to the simulation methodology. The model assumes interest rate changes are instantaneous parallel
shifts in the yield curve. In reality, rate changes are rarely instantaneous. The use of the simplifying
assumption that short-term and long-term rates change by the same degree may also misstate historical rate
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patterns which rarely show parallel yield curve shifts. Further, the model assumes that certain assets and
liabilities of similar maturity or repricing will react identically to changes in rates. In reality, the market
value of certain types of financial instruments may adjust in anticipation of changes in market rates, while
any adjustment in the valuation of other types of financial instruments may lag behind the change in
general market rates. Additionally, the simulation methodology does not reflect the full impact of
contractual restrictions on changes in rates for certain assets, such as adjustable rate loans. When interest
rates change, actual loan prepayments and actual early withdrawals from time deposits may deviate
significantly from the assumptions used in the model. Finally, this methodology does not measure or reflect
the impact that higher rates may have on the ability of adjustable rate loan clients to service their debt. All
of these factors are considered in monitoring the Company’s exposure to interest rate risk.

The prime rate in effect for December 31, 2007 and 2006 was 7.25% and 8.25% respectively. The
Federal Open Markets Committee lowered interest rates a combined 100 basis points at the last three
Federal Open Markets Committee meetings in 2007.

Liquidity

Liquidity involves the Company’s ability to maintain adequate cash levels to fund obligations to
depositors, borrowers and other creditors, maintain reserve requirements and otherwise operate the
Company, all at a reasonable cost. Stability of the funding base is critical to this goal. Liquidity is actively
managed on a daily basis and supervised by the ALCO according to policies adopted by the Board of
Directors, The Company also maintains a contingency funding plan to address funding needs in the event
of a local or widespread financial crisis. The key to maintaining a strong liquidity program is the growth
and maintenance of a diverse base of core deposits with stable, lower-cost balances. By offering the basic
services and products demanded by our customer base, the Company is building these relationships
reducing the need for volatile, high-cost deposits. Through competitive pricing, the Company has extended
the contractual maturities of time deposits to further reduce volatility.

The Company’s liquidity needs are met primarily from deposits and advances from both the FHLB of
Dallas and the FHLB of San Francisco, supplemented by cash flows from investment securities and loans,
other borrowings, security repurchase agreements and earnings through operating activities. Deposit
growth can be realized through the existing branch network or purchased from institutional or wholesale
funding sources. Although access to purchased funds from brokers has been utilized on occasion to take
advantage of opportunities, the Company does not generally rely on these external funding sources. The
main uses of funds are for withdrawal of deposits, loan originations, purchase of investment securities and
payment of operating expenses.

Management believes the Company has sufficient liquidity or ready access to liquidity to fund all
realistic obligations that could arise in the present economic environment. Access to credit facilities at the
Federal Reserve Bank discount window, the FHLB and other correspondent banks ensure the availability of
cash for short-term and long-term needs. In addition to overnight borrowings, the Company has used FHLB
advances and security repurchase agreements as a longer-term funding source to balance interest rate
sensitivity and reduce interest rate risk. FHLB advances and borrowings are collateralized by blanket liens
that include one-to-four-family mortgage loans, multi-family mortgage loans, home equity, commercial
construction real estate and other commercial real estate loans as noted on MetroBank’s and Metro
United’s most current Call Report Data filed with the FDIC which is updated quarterly. After the blanket
lien collateral is exhausted the Company’s unpledged investment securities held in safekeeping at the
FHLB would be also be available to secure additional borrowings. At December 31, 2007, the Company
had unused borrowing capacity of $311.8 million from the FHLB, $9.7 million from the Federal Reserve
Bank discount window, and $20.5 million from other correspondent banks.

Off-Balance Sheet Arrangements

The Company is party to financial instruments with off-balance sheet risk in the normal course of
business to meet the financing needs of its customers. These financial instruments include various
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guarantees, commitments to extend credit and standby letters of credit which may involve, to varying
degrees, credit risk in excess of the amount recognized in the consolidated balance sheets. The Company’s
maximum exposure to credit loss under such arrangements is represented by the contractual amount of
those instruments. The Company applies the same credit policies and collateralization guidelines in making
commitments and conditional obligations as it does for on-balance sheet instruments. In addition, the
Company conducts a portion of its operations utilizing leased premises and equipment under operating
leases.

The contractual amount of the Company’s financial instruments with off-balance sheet risk expiring
by period at December 31, 2007 is presented below:

After One
but Within  After Three
Within Three but Within  After Five
One Year Years Five Years Years Total

(Dollars in thousands)
Unfunded loan commitments including

unfunded linesof credit ................. $ 84,354 $108,137 §$29,871  $93,008 $315,370
Standby letters of credit ................... 9,290 — — —_ 9,290
Commercial letters of credit ... ............. 12,853 — —_ — 12,853
Operating leases ......................... 2,071 4,155 2,050 1,478 9,754
Total financial instruments with off-balance

sheetrisk ......... ... .. ... L. $108,568 $112292  $31921  $94,486 $347,267

Due to the nature of the Company’s unfunded loan commitments, including unfunded lines of credit,
the amounts presented above do not necessarily represent amounts the Company anticipates funding in the
periods presented above.

Capital Resources

Capital management consists of providing equity to support both current and future operations. The
Company is subject to capital adequacy requirements imposed by the Federal Reserve Board, MetroBank is
subject to capital adequacy requirements imposed by the OCC and Metro United is subject to capital
adequacy requirements imposed by the FDIC. Alt the regulators have adopted risk-based capital
requirements for assessing bank holding company and bank capital adequacy. These standards define
capital and establish minimum capital requirements in relation to assets and off-balance sheet exposure,
adjusted for credit risk. The risk-based capital standards currently in effect are designed to make regulatory
capital requirements more sensitive to differences in risk profiles among bank holding companies and
banks, to account for off-balance sheet exposure and to minimize disincentives for holding liquid assets.
Assets and off-balance sheet items are assigned to broad risk categories, each with appropriate relative risk
weights. The resulting capital ratios represent capital as a percentage of total risk-weighted assets and
off-balance sheet items.

Bank regulatory authorities in the United States have issued risk-based capital standards by which all
bank holding companies and banks are evaluated in terms of capital adequacy. These guidelines relate a
financial institution’s capital to the risk profile of its assets. The risk-based capital standards require all
financial institutions to have “Tier | capital” of at least 4.0% and “total risk-based” capital (Tier 1 and Tier
2) of at least 8.0% of total risk-adjusted assets. “Tier 1 capital” generatly includes common shareholders’
equity and unqualifying noncumulative perpetual preferred stock together with related surpluses and
retained earnings, qualifying perpetual preferred stock, trust preferred securities, and minority interest in
equity amounts of consolidated subsidiaries, less deductions for goodwill and various other intangibles.
“Tier 2 capital” may consist of a limited amount of intermediate-term preferred stock, a limited amount of
term subordinated debt, certain hybrid capital instruments and other debt securities, perpetual preferred
stock not qualifying as Tier 1 capital, and a limited amount of the general valuation allowance for loan
losses. The sum of Tier | capital and Tier 2 capital is “total risk-based capital.”
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The Federal Reserve Board has also adopted guidelines which supplement the risk-based capital
guidelines with a minimum ratio of Tier 1 capital to average total consolidated assets (“leverage ratio”) of
3.0% for institutions with well diversified risk, including no undue interest rate exposure; excellent asset
quality; high liquidity; good earnings; and that are generally considered to be strong banking organizations,
rated composite “1” under applicable federal guidelines, and that are not experiencing or anticipating
significant growth, Other banking organizations are required to maintain a leverage ratio of at least 4.0%.
These rules further provide that banking organizations experiencing internal growth or making acquisitions
will be expected to maintain capital positions substantially above the minimum supervisory levels and
comparable to peer group averages, without significant reliance on intangible assets.

Pursuant to FDICIA, each federal banking agency revised its risk-based capital standards to ensure
that those standards take adequate account of interest rate risk, concentration of credit risk and the risks of
nontraditional activities, as well as reflect the actual performance and expected risk of loss on multifamily
mortgages.

Shareholders’ equity at December 31, 2007 was $117.4 million, an increase of $11.5 million or 10.8%
compared with shareholders’ equity of $105.9 million at December 31, 2006. This increase was primarily
the result of net income of $12.2 million and the re-issuance of treasury stock, partially offset by
repurchases of common stock and the payment of dividends.

The following table provides a comparison of the Company’s and the Banks™ leverage and risk-
weighted capital ratios as of December 31, 2007 to the minimum and well capitalized regulatory standards:

Minimum Required To Be Categorized as Well
For Capital Adequacy  Capitalized Under Prompt Actual Ratio At

Purposes Corrective Action Provisions December 31, 2007

The Company

Leverageratio ................ 4.00%) N/A 9.50%

Tier | risk-based capital ratio . ... 4.00 N/A 9.20

Total risk-based capital ratic .. ... 8.00 N/A 10.44
MetroBank '

Leverageratio ................ 4.00%@ 5.00% $.30%

Tier 1 risk-based capital ratio . ... 4.00 6.00 9.40

Total risk-based capital ratio .. ... 8.00 10.00 1042
Metro United

Leverageratio ................ 4.00%3 5.00% 9.99%

Tier 1 risk-based capital ratio . ... 4.00 6.00 8.43

Total risk-based capital ratio .. ... 8.00 10.00 9.41

(' The Federal Reserve Board may require the Company to maintain a leverage ratio above the required
minimum.

@ The OCC may require MetroBank to maintain a leverage ratio above the required minimum.

3 The FDIC may require Metro United to maintain a leverage ratio above the required minimum,

As of December 31, 2007, $31.8 million in capital securities issued by MCBI Statutory Trust I were
included in the Company’s Tier 1 capital for regulatory purposes and the excess $3.2 million were included in
Tier 2 capital. As of December 31, 2006, $28.4 million in capital securities issued by MCBI Statutory Trust [
were included in the Company’s Tier 1 capital for regulatory purposes and the excess $7.7 million were
included. in Tier 2 capital. On March 1, 2003, the Federal Reserve Board adopted final rules that continue to
allow trust preferred securities to be included in Tier 1 capital, subject to stricter quantitative and gualitative
limits. The new rule amends the existing limit by providing that restricted core capital elements (including
trust preferred securities and qualifying perpetual preferred stock) can be no more than 25% of core capital,
net of goodwill and associated deferred tax liability. The Company has adopted the new quantitative limits for
Tier 1 capital calculation.
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MCBI Statutory Trust I holds junior subordinated debentures the Company issued with a 30-year
maturity. The final rules provide that in the last five years before the junior subordinated debentures
mature, the associated capital securities will be excluded from Tier ! capital and included in Tier 2 capital.
In addition, the capital securities during this five-year period would be amortized out of Tier 2 capital by
one-fifth each year and excluded from Tier 2 capital completely during the year prior to maturity of the
debentures,

New Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board (“FASB”} issued Statement No. 160,
“Noncontrolling Interests in Consolidated Financial Statements an amendment of ARB No. 517, which
establishes accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary, and clarifies that a noncontrolling interest in a subsidiary is an ownership
interest in the consolidated entity that should be reported as equity in the consolidated financial statements.
The statement will affect only those entities that have an outstanding noncontrolling interest in one or more
subsidiaries or that deconsolidate a subsidiary. Statement No, 160 is effective for the Company beginning
January 1, 2009. The adoption of Statement No. 160 is not expected to have a material impact on the
financial condition, results of operations, or cash flows of the Company.

In December 2007, the FASB issued Statement No. 141(R), “Business Combinations”, which replaces
FASB Statement No. 141, “Business Combinations”, and retains the fundamental requirements in
Statement 141 that the acquisition method of accounting (which Statement 141 called the purchase method)
be used for all business combinations and for an acquirer to be identified for each business combination.
By applying the same method of accounting—the acquisition method—to all transactions and other events
in which one entity obtains control over one or more other businesses, the Statement is intended to improve
the comparability of the information about business combinations provided in financial reports. Statement
No. 141(R) is effective for the Company beginning January 1, 2009. The adoption of Statement No. 141(R})
is not expected to have a material impact on the financial condition, results of operations, or cash flows of
the Company.

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities—Including an amendment of FASB Statement No. 1157, which establishes
presentation and disclosure requirements designed to facilitate comparisons between companies that
choose different measurement attributes for similar types of assets and liabilities. This standard requires
companies to provide additional information that will help investors and other users of financial statements
to more easily understand the effect of the company’s choice to use fair value on its earnings. It also
requires entities to display the fair value of those assets and liabilities for which the company has chosen to
use fair value on the face of the balance sheet. This new guidance does not eliminate disclosure
requirements included in other accounting standards, including fair value measurement disclosures required
by Statement No. 157, “Fair Value Measurements” and Statement No. 107, “Disclosures about Fair Value
of Financial Instruments.” Statement No. 159 was effective for the Company beginning January 1, 2008,
Adoption of this standard on January 1, 2008 will not have a material effect on the Company’s financial
condition, results of operations, or cash flows,

In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements”. Statement
No. 157 defines fair value, establishes a framework for measuring fair value, and expands disclosures about
fair value measurements. Statement No. 157 was effective for the Company beginning January 1, 2008.
Adoption of this standard on January 1, 2008 will not have a material effect on the Company’s financial
condition, results of operations, or cash flows.

Item 7A. Quantitative and Qualitative Disclosure About Market Risk

For information regarding the market risk of the Company’s financial instruments, see “ltem 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations-—Interest Rate
Sensitivity and Market Risk.” The Company’s principal market risk exposure is to interest rates.
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Item 8.  Financial Statements and Supplementary Data

Reference is made to the financial statements, the reports thereon, the notes thereto commencing at
page 62 of this Annual Report on Form 10-K, which financial statements, reports, notes and data are
incorporated herein by reference.

Quarterly Financial Data (Unaudited)

The following table represents summarized data for each of the quarters in fiscal 2007 and 2006 (in
thousands, except per share data):

2007 2006

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Interest income . ............ $26,334 $26,686 $25,672 $23,606 $23,321 $22,575 $21,243 $19,539
Interest expense ............. 11,940 12,027 11455 9970 9,721 8,957 8,034 6,786

Net interest income .. . ... 14394 14,659 14,217 13,636 13,600 13,618 13,209 12,753
Provision for loan losses ...... 1,372 1,168 468 137 52 114 188 258

Net interest income after
provision for loan

losses ......... ... 13,022 13491 13,749 13,499 13,548 13,504 13,021 12,495
Noninterest income .......... 2425 2,198 1,999 1,666 2,165 1,894 1,954 1,911
Noninterest expense .. ........ 11,094 10,730 10,886 10,225 10,482 9,820 9,654 9,511

Income before income

TAKES . vvvere e 4353 4959 4862 4940 5231 5578 5321 4895
Provision for income taxes .. .. 1,549 1,751 1,789 1,850 1,886 2,032 1,929 1,664
Netincome . .........c.o. ... $ 2804 % 3,208 §$ 3,073 %30008% 33359 3,546 § 3,392 % 3231
Earnings per share:

Basic ................. $ 0268 0298 0288% 028¢% 030% 032% 0318 030
Diluted ................ $ 026% 029% 028% 0283% 030% 0328% 031% 029
Weighted average shares
outstanding:
Basic ................. 10,865 10,962 10962 10,953 10938 10924 10,895 10,868
Diluted ................ 10,861 11,132 14,171 11,163 11,173 11,153 11,097 11,030

Dividends per common share .. $ 004 § 004 % 004§ 0043 00435 0043 004§ 0.04

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

There were no changes in or disagreements with accountants on accounting principles or practices or
financial disclosure.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. As of the end of the period covered by this report,
the Company has carried out an evaluation, under the supervision and with the participation of the
Company's management, including the Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of the Company’s disclosure controls and procedures. As defined
in Rule 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act™), disclosure controls and procedures are controls and procedures designed to ensure that information
required to be disclosed in reports filed or submitted under the Exchange act is recorded, processed,
summarized and reported within the time periods specified by the SEC’s rules and forms and that such
information is accumulated and communicated to the Company’s management, including its Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
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financial disclosure. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer
have concluded that the Company’s disclosure controls and procedures were effective as of December 31,
2007.

Changes in Internal Control over Financial Reporting. There were no changes in the Company’s
internal control over financial reporting that occurred during the quarter ended December 31, 2007 that
have materially affected, or are reasonably likely to materially affect, the Company’s internal contrel over
financial reporting.

Management’s Annual Report on Internal Control Over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal
control over financial reporting {as defined in Exchange Act Rule 13a-15(f)). Internal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles in the United States of America. A company’s internal control over
financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions are recorded as necessary (¢ permit
preparation of financial statements in accordance with generally accepted accounting principies, and that
receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (iii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditicns, or that the degree of compliance
with the policies or procedures may deteriorate.

As of December 31, 2007, management, including the chief executive officer and chief financial
officer, assessed the effectiveness of the Company’s internal control over financial reporting based on the
criteria established in “Internal Control—Integrated Framework™ issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Management has concluded that the Company
maintained effective internal control over financial reporting as of December 31, 2007, based on the
criteria established in the “Internal Control—Integrated Framework” issued by the COSO.

The effectiveness of the Company’s internal control over financial reporting as of December 31, 2007,

has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as
stated in their report which appears herein.

Item 9B. Other Information

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information under the captions “Election of Directors”, “Continuing Directors and Executive
Officers,” “Section 16(a) Beneficial Ownership Reporting Compliance”, “Corporate Governance—
Committees of the Board—Audit Committee”, “Corporate Governance—Director Nominations Process”
and “Corporate Governance—Code of Ethics” in the Company’s definitive Proxy Statement for its 2008
Annual Meeting of Shareholders to be filed with the Securities and Exchange Commission within 120 days
after December 31, 2007 pursuant to Regulation 14A under the Exchange Act (the *2008 Proxy
Statement™), is incorporated herein by reference in response to this item.

Item 11. Executive Compensation

The information under the captions “Executive Compensation and Other Matters” and “Director
Compensation” in the 2008 Proxy Statement is incorporated herein by reference in response to this item.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Matters

The information under the caption “Beneficial Ownership of Common Stock by Management of the
Company and Principal Shareholders” in the 2008 Proxy Statement is incorporated herein by reference in
response to this item.

Securities Authorized for Issuance Under Equity Compensation Plans

The Company currently has stock options outstanding pursuant to two equity compensation plans,
which were approved by the Company’s shareholders. The following table provides information as of
December 31, 2007 regarding the Company's equity compensation plans under which the Company’s
equity securities are authorized for issuance:

EQUITY COMPENSATION PLAN INFORMATION
(a) (b) (c)

Number of
Number of Weighted Securities
Securities to be Average Remaining
Issued Upon Exercise Available for
Exercise of Price of Future Issuance
Qutstanding  Cutstanding Under Equity
Options, Options, Compensation Plans
Warrants Warrants and  (excluding securities
Plan category and Rights Rights reflected in column (a))
Equity compensation plans approved by security
holders ... .o 922,575 $14.85 323,735
Equity compensation plans not approved by security
holders ... ..o — — —
Total ... 922,575 $14.85 323,735

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information under the captions “Corporate Governance—Director Independence” and “Certain
Relationships and Related Transactions” in the 2008 Proxy Statement is incorporated herein by reference in
response to this item.

Item 14. Principal Accountant Fees and Services

The information under the caption “Independent Registered Public Accounting Firm Fees and
Services” in the 2008 Proxy Statement is incorporated herein by reference in response to this item.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
Consolidated Financial Statements and Financial Statement Schedules
(a) The following documents are filed as part of this Annual Report on Form 10-K:

1. Consolidated Financial Statements. Reference is made to the Consolidated Financial
Statements, the report thereon and the notes thereto commencing on page 62 of this Annual
Report on Form 10-K. Set forth below is a list of such Consolidated Financial Statements:

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2007 and 2006

Consolidated Statements of Income for the Years Ended December 31, 2007, 2006, and
2005

Consolidated Statements of Comprehensive Income for the Years Ended December 31,
2007, 2006, and 2005

Consolidated Statements of Changes in Shareholders’ Equity for the Years Ended
December 31, 2007, 2006 and 2005

Consolidated Statements of Cash Flows for the Years Ended December 31, 2007, 2006 and
2005

Notes to Consolidated Financial Statements

2. Financial Statement Schedules. All supplemental schedules are omitted as inapplicable or
because the required information is included in the Consolidated Financial Statements or notes
thereto.

3. The exhibils to this Annual Report on Form 10-K listed below have been included only with
the copy of this report filed with the Securities and Exchange Commission. The Company will
furnish a copy of any exhibit to shareholders upon written request to the Company and payment
of a reasonable fee.

Exhibit
Number(! Description
3.1 Amended and Restated Articles of Incorporation of the Company {incorporated herein by

reference to Exhibit 3.1 to the Company’s Registration Statement on Form S-1 (Registration
No. 333-62667) (the “Registration Staterment”)).

3.2 Articles of Amendment to the Articles of Incorporation of the Company (incorporated herein
by reference to Exhibit 3.2 to the Company’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2007).

33 Amended and Restated Bylaws of the Company (incorporated herein by reference to Exhibit
3.1 to the Company’s Current Report of Form 8-K filed on November 19, 2007).

4 Specimen form of certificate evidencing the Common Stock (incorporated herein by
reference to Exhibit 4 to the Registration Statement).

10.1 MetroCorp Bancshares, Inc. 1998 Employee Stock Purchase Plan (incorporated herein by
reference to Exhibit 10.4 to the Registration Statement).

10.2% MetroCorp Bancshares, Inc. 1998 Stock Incentive Plan (incorporated herein by reference to
Exhibit 10.5 to the Registration Statement).

10.3 First Amendment to the MetroCorp Bancshares, Inc. 1998 Employee Stock Purchase Plan
(incorporated herein by reference to Exhibit 10.6 to the Company’s Annual Report on Form
10-K for the year ended December 31, 1998).
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Exhibit
Number!

Description

10.41

10.5%

10.6%
10.7
10.87
10.9%

10.10¢

10.117

10.12%

10.13t

10.14%

11
21

23.1*
31.0%

31.2%
32.1%*

32.2%*

Employment Agreement between the Company and George M. Lee dated as of January 26,
2007 (incorporated herein by reference to the Company’s Current Report on Form 8-K filed
on February 1, 2007).

MetroCorp Bancshares, Inc. 2007 Stock Awards and Incentive Plan {(incorporated herein by
reference to Exhibit 4.2 to the Company’s Registration Statement of Form 5-8 (Registration
No. 333-143502) (the “S-8 Registration Statemnent”)).

Form of Incentive Stock Option Agreement under the 2007 Stock Awards and Incentive Plan
(incorporated herein by reference 10 Exhibit 4.3 of the $-8 Registration Statement).

Form of Non Qualified Stock Option Agreement under the 2007 Stock Awards and Incentive
Plan (incorperated herein by reference to Exhibit 4.4 of the $-8 Registration Statement).
Form of Stock Appreciation Rights Agreement under the 2007 Stock Awards and Incentive
Plan (incorporated herein by reference to Exhibit 4.5 of the S-8 Registration Statement).
Form of Restricted Stock Agreement under the 2007 Stock Awards and [ncentive Plan
(incorporated herein by reference to Exhibit 4.6 of the S-8 Registration Statement).
Employment Agreement between the Company and Mitchell W. Kitayama dated as of July 15,
2005 (incorporated herein by to the Company’s Current Report on Form 8-K filed on July 21,
2006).

Separation Agreement and Release between MetroBank, N.A, and Allen Cournyer
(incorporated herein by reference to Exhibit 2.1 to the Company’s Current Report on Form
8-K filed on February 2, 2006).

Letter Agreement between MetroBank, N.A. and David Tai dated as of February 14, 2005
(incorporated herein by reference to Exhibit 10.7 to the Company’s Annual Report on Form
10-K for the year ended December 31, 2006).

Letter Agreement between MetroBank, N.A. and David Choi dated as of February 14, 2005
(incorporated herein by reference to Exhibit 10.8 to the Company’s Annual Report on Form
10-K for the year ended December 31, 2006).

Letter Agreement between MetroBank, N.A. and Terry Tangen dated as of February 14, 2005
(incorporated herein by reference to Exhibit 1(.9 to the Company’s Annual Report on Form
10-K for the year ended December 31, 2006).

Computation of Earnings Per Common Share, included as Note (16) to the Consolidated
Financial Statements of this Form 1)-K.

Subsidiaries of MetroCorp Bancshares, Inc, (incorporated herein by reference to Exhibit 21 of
the Company’s Annual Report on Form 10-K for the year ended December 31, 2006).
Consent of PricewaterhouseCoopers LLP.

Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) of the Securities
Exchange Act of 1934, as amended.

Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) of the Securities
Exchange Act of 1934, as amended.

Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.5.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes Oxley Act of 2002.

(1) The Company has other long-term debt agreements that meet the exclusion set forth in
Section 601(b)(4)(ii1)(A) of Regulation S-K. The Company hereby agrees to furnish a copy of such
agreements to Securities and Exchange Commission upon request.

t Management contract or compensatory plan or arrangement.

*  Filed herewith.

** Furnished herewith.

(b) Exhibits, See the exhibit list included in Item 15(a)3 of this Annual Report on Form 10-K.
{c) Financial Statement Schedules. See Item 15(a)2 of this Annual Report on Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of Houston.

METROCORP BANCSHARES, INC.
{Registrant)

Date: March 12, 2008 By: /s/ GEORGE M. LEE

George M. Lee
Chief Executive Officer {principal executive officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons in the capacities on the dates indicated.
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/s/ DON ). WANG Chairman of the Board March 12, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
MetroCorp Bancshares, Inc.:

In our opinion, the consolidated financial statements listed in the accompanying index, present fairly,
in all material respects, the financial position of MetroCorp Bancshares, Inc. and its subsidiaries (the
“Company”) at December 31, 2007 and 2006, and the results of their operations and their cash flows for
each of the three years in the period ended December 31, 2007 in conformity with accounting principles
generally accepted in the United States of America. Also in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these
financial statements, for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in Management’s
Report on Internal Control over Financial Reporting appearing under Item 9A. Our responsibility is 1o
express opinions on these financial statements and on the Company’s internal control over financial
reporting based on our integrated audits. We conducted our audits in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Qur audits of the financial statements included examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement presentation.
Qur audit of internal control over financial reporting included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Qur audits
also included performing such other procedures as we considered necessary in the circumstances. We
believe that our audits provide a reasonable basis for our opinions.

As discussed in Note 15 to the consolidated financial statements, the Company changed the manner in
which it accounts for stock-based compensation in 2006,

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (ii) provide reascnable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (iii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

!s/  PricewaterhouseCoopers LLP

Houston, Texas
March 12, 2008
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METROCORP BANCSHARES, INC,

CONSOLIDATED BALANCE SHEETS
(In thousands, except share amounts)

December 31,
2007 2006
ASSETS
Cashand due from banks . . .. ... it et e ettt $ 28880 § 25709
Federal funds sold and other short-term investments . ..............coenonn 17,381 125,649
Total cash and cashequivalents . . .. ...... ... .. e, 46,270 151,358
Securities available-for-sale, at fairvalue .. .......... ... ... ... . L 137,749 181,544
Other INVESHMENES . ...\t ti it e et et ram e er e e e e aanns 6,886 4,931
Loans, net of allowance for loan losses of $13,125 and $11,436, respectively .. 1,188,786 875,120
Accrued interestreceivable .. ... . e e s 6,462 5,841
Premises and equipment, NEE .. ... ...ttt e 8,795 7,585
GoodWall o e e e e 21,827 21,827
Core deposit intangibles .......... ... .. . i 756 1,103
Deferred Lax GS5E o\ttt e e 7,232 7,162
Customers’ liability onacceptances .............. . i 5,967 7,693
Foreclosed assSets, MEL . ..o\t tr ittt e e e e et e 1,474 2,747
Cash value of bank owned lifeinsurance ............. .. ... ... ... ... 25,737 —
(01 11 ey =1 - R PPN 1,765 1,523
TOtAl BSSES . o vt vttt et e e e e e $1.459,706 $1,268,434
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits:
NONINIErest-bearing . ... ...\ v\ttt ie i iiianas $ 209223 $ 208,750
Interest-bearing ... ... .. ... e 981,820 872,914
Total AEPOSIES . . . oot e e e 1,191,043 1,081,664
Junior subordinated debentures .. ...... ... i e 36,083 36,083
Other BOITOWINES . o oo vt i ettt e e it e 99,796 26,316
Accrued interestpayable .. ... ... .. 1,727 1,822
Acceptancesoutstanding .. ... ... oo 5,967 7,693
Other Labilities .. ..ot i e e e 7,680 8,908
Total liabilities ... ... .. . oo e 1,342,296 1,162,486
Commitments and CONLNEENCIES . .. ...ttt e i aaes — —
Shareholders’ equity:
Common stock, $1.00 par value, 50,000,000 shares authorized; 10,994,965
shares issued and 10,825,837 shares and 10,946,135 shares outstanding
at December 31, 2007 and 2006, respectively . .. ................... 10,995 10,995
Additional paid-in-capital . ... ... i e e 27,386 25,974
Retaingd arningS . ... ... v vveeeemmnnmaae st 82,211 71,783
Accumulated other comprehensive loss ... ... i {786) (2,421)
Treasury stock, at cost, 169,128 and 48,831 shares at December 31, 2007 and
2006, reSPECTIVELY . ... (2,396) (383)
Total shareholders’ equity ... iiaar e 117,410 105,948
Total liabilities and shareholders’ equity ......... ... .. ... . ..., $1,459,706 $1,268,434

The accompanying notes are an integral part of these consolidated financial statements.
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METROCORP BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

Years Ended December 31,

2007 2006 2005
Interest income:
LOaNS . o Lo e $ 92,556 $73,137 $47.847
Securities:
Taxable ... ... . e 6,909 8,320 9,311
Tax-eXempl . ... ..i e e 307 664 853
Other INVESLMENLS . . ... ...ttt it ie et ie e neeenens 275 256 208
Federal funds sold and other short-term investments . . ............ 2,251 4,301 885
Total INtErest INCOME . .. vt v v vttt e et e ie et enes 102,298 86,678 59,104
Interest expense:
Time deposits ......... ... . i e 32,140 24,851 12948
Demand and savings deposits ... ... ... e 9,967 5,263 2,316
Junior subordinated debentures . ... ..... ... e 2,039 2,108 514
Other borrowWIngs . ... ... . e et 1,246 1,276 1,760
Total interest eXPense .. ....... .ot nneeentiinann. 45392 33498 17538
Net Interest inCOME . . ..ottt e e e e et e e e e 56,906 53,180 41,566
Provision for loan 1oSSes ... . .. ... it e 3,145 612 1,936
Net interest income after provision for loan losses ................... 53,761 52,568 39,630
Noniaterest income:
SEIVICE [0S . L it e e e e 5,175 5,618 6,593
Loan-related fees . ....... ... .00t 1,511 1,627 1,179
Gain On SECUMILIES, MET ... . ittt it et i aannnn 2 12 —
Gainonsaleofloans ......... ... ... i 277 390 —
Other noninterest iNCOME . . ... ..ottt e v iaaan, 1,323 277 289
Total noninterest iNCOME . ... ..\ttt it e et et nnan 8,288 7,924 8,061
Noninterest expense:
Salaries and employee benefits . .. ....... ... ... ... ... 24,846 21,743 17,555
Occupancy and equipment ........... ... . ... 8,157 7,007 3,663
Foreclosed assets, net .. ... .. i e e 278 461 312
Legal and other professionalfees . ............................ 1,443 2,409 2,171
Other noninterest EXpense .. ...........oeeernneniincnnerann. 8,211 7,847 6,151
Total NONINtErESt EXPENSE . .. .ottt vtenie et ieiee e, 42,935 39,467 31,852
Income before provision for incometaxes .......................... 19,114 21,025 15,839
Provision for income taxes .. ....... ... ...ttt 6,939 7.521 5,059
L= § 1 T ) 13- $ 12,175 $13,504 $10,780
Earnings per common share:
BaSIC oot $ 111 % 124 % 1.00
Diluted ... e e $ 0 % 1.22 § 098
Weighted average shares outstanding:
Basic . e 10,935 10,906 10,812
Diluted ... o e 11,110 11,112 10,959
Dividends percommonshare ................ .. ... . ... e, $ 016 % 016 § 0.16

The accompanying notes are an integral pan of these consolidated financial statements.
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METROCORP BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

Years Ended December 31,

2007 2006 2005
NEL INCOME vttt et ettt e e e e e e e e e e $12,175 $13,504 $10,780
Other comprehensive income (loss), net of tax:
Unrealized gains (losses) on investment securities, net of tax:
Unrealized holding gains (losses) arising during the period .. ... 1,636 370 (3,493)
Less: reclassification adjustment for gains included in net
T8 1Tol0) 1 7= 3 DU 1 8 —
Other comprehensive income (Joss) .......... ... .. oo 1,635 362 (3,493)
Total comprehensive iNCOme ... ... . irinn- $13.810 $13.866 & 7,287

The accompanying notes are an integral part of these consolidated financial statements.
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METROCORP BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
Years Ended December 31, 2007, 2006 and 2005

Balance at December 31, 2004 . . .
Issuance of common stock
Re-issuance of treasury stock . . . .
Stock-based compensation
cxpense
Netincome ..................
Other comprehensive (loss)
Dividends ($0.24 per share)

Baiance at December 31, 2005 . ..

Re-issuance of treasury stock . . ..
Stock-based compensation
expense related to stock options
recognized in earnings
Tax benefit related to stock-based
compensation expense
Issuance of common stock in
connection with 3-for-2 stock
split in the form of a 50% stock
dividend
Netincome ..................
Other comprehensive income . . ..
Dividends ($0.16 per share)

Balance at December 31, 2006 . . .

Re-issuance of treasury stock . . ..
Repurchase of common stock . . .,
Stock-based compensation
expense related to stock options
recognized in earnings
Netincome ..................
Other comprehensive income . , .,
Dividends (30.16 per share)

Balance at December 31, 2007 . ..

(In thousands)

Accumulated

Additional Oth Treasury
M Paildl-oilllia Retained Compretf:nsive S:;ck At
Shares  AtPar Capital Earnings [Income (Loss) Cost Total
7,188 § 7.313 $27.859 $50,976 § 710 $(1,135) $§ 85,723
17 17 203 — —_ — 220
27 — 369 _ — 217 586
_ — 145 — — — 145
_ — — 10,780 — — 10,780
_ _ —  (3493) — (3493
— — — (1,733) — — (1,733
7,232 § 7,330 $28,576 $60,023 $(2,783) $ (918) % 92,228
72 — 692 — —_ 535 1,227
— — 359 — — — 359
— _ 12 — — — 12
3,642 3665 (3,665 — — —_ —
— — — 13504 — — 13,504
—_— — — — 362 — 362
— — — (1,744 — —  (1,744)
10,946 $10,995 $25974 $71,783 $(2.421y $ (383) $105,948
47— 459 — —_ 368 827
(167  — — — — (2.381)  (2,381)
— — 953 — — — 933
— - — 12175 — — 12,175
— — —_ — 1,635 — 1,635
— — — (1,747 — (1,747)
10,826 $10,995 327,386 $82,211 $ (786) $(2,396) 5117410

The accompanying notes are an integral part of these consolidated financial statements.
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METROCORP BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
{In thousands)

Years Ended December 31,
2007 2006 2005
Cash flows from operating activities:
NELARCOME © v\ttt t sttt et e e e e e e e e e e ettt $ 12,175 § 13504 $10,780
Adjustments (o reconcile net income to net cash provided by operating
activities:
Depreciation . ... vvvti s vt e e 1,954 1,440 1,360
Provision for loan losses ............ ... .. il 3,145 612 1,936
Gain on securities transactions. MEL ... ... ...ttt iieiiiniennnnns (2) (12) —
Loss on sale of foreclosed assets ... — 167 316
(Gain) loss on sale of premises and equipment . ...................... (358) — 100
Gainonsaleof loans, net. .. ... .ot e e Qi (390) —
Amortization of premiums and discounts on securities . ............... 53 83 228
Amortization of deferred loan feesand discounts .. ................... (2,606) (2,578} (1.870)
Amortization of core deposit intangibles . ... ... .. .. L 347 495 132
Stock-based compensation eXpense . .. ... ... iiieiiaa s 953 359 145
Excess tax benefits from stock-based compensation . ................. — (12) —
Deferred iNCOME LAXES ... .ottt ittt aa it ta e aaaaanan {1,000) 1,135 412)
Changes in; net of acquisition:
Accrued interest receivable . ... ... ... (621) (1,006) (984}
L 1T g 0T U (977) 971 229
Accrued interest payable ... .. ..o il (95) 620 279
Other liabilities ............v v i (1,223) 1,105 (2,276)
Net cash provided by operating activities ................... 11,468 16,493 9,963
Cash flows from investing activities:
Purchases of securities available-for-sale .................... .. .. .. ..... (4,456) (1,270 (27,159)
Purchase of bank owned lifeinsurance ........ ... ..t i (25,0000 — —
Proceeds from sales, maturities and principal paydowns of securities
available-for-sale ...... .. ... .. . i il 48,808 51,240 65,829
Netchange inloans ............ .o iiiiiii i (315,143)  (117,627) (44,530)
Proceeds from sale of foreclosed assets .. ... ....... ... ... ... . o 2,488 4,119 2,450
Proceeds from sale of premises and equipment . .................. . 561 — 27
Purchases of premises and equipment ............ ...l (3,367 (2,609) {990)
Investment insubsidiary trust .. ....... ... . . i — — (1,083)
Acquisition of Irvine branch, netofcashpaid ............... ... .. ... .. — 17,065 —
Acquisition of Metro United Bank, netof cashpaid .. ... .................. — — 1,851
Net cash used in investing activities ....................... (296,109) (49,082) (3,605)
Cash flows from financing activities:
Net change in:
Deposils . .. ... e 109,379 102,378 45,014
Other BOMTOWINES ... vvt vttt vttt eeeii i iaaananns 73,480 262 (36,79%)
Proceeds from issuance of junior subordinated debentures ... ... . . ... — — 36,083
Proceeds from security repurchase agreements .. ......oovviiiii e rons 25,000 — —
Repayment of long-termdebt .. ... ... .. .. (25,000) — —
Proceeds from S1ock OPLON BXEICISes ... . oiiiin s 126 863 442
Re-issuance of treasury sStoCK .. ..ot in i i e 701 364 364
Repurchase of common stock ... ... . e {2,381} — —
Dividends paid .. ... e e e {1,752) (1,744) (1,727
Excess tax benefits from stock-based compensation . . . ............... . ... — 12 —
Net cash provided by financing activities ................... 179,553 102,135 43,381
Net increase (decrease) in cash and cash equivalents .......................... (105,088) 69,546 49,739
Cash and cash equivalents at beginning of period ............................ 151,358 81,812 32,073
Cash and cash equivalents atend of period ................ oo il $ 46,270 $ 151,358 $ 81,812

The accompanying notes are an integral part of these consolidated financial statements.
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METROCORP BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies
Business

MetroCorp Bancshares, Inc. {the “Parent”) is a Texas Corporation headquartered in Houston, Texas,
which is engaged in commercial banking activities through its wholly-owned subsidiaries, MetroBank,
National Association (“MetroBank™) in Texas and Metro United Bank (“Metro United”) in California
(collectively, the “Banks™).

Basis of Financial Statement Presentation

The consolidated financial statements include the accounts of the Parent and its wholly-owned
subsidiaries {collectively, the “Company”). The accounting principles followed by the Company and the
methods of applying these principles conform with accounting principles generally accepted in the United
States of America and with general practices within the banking industry, All significant intercompany
accounts and transactions have been eliminated in consolidation. Certain principles which significantly
affect the determination of financial position, results of operations and cash flows are summarized below.

The Company determines whether it has a controiling financial interest in an entity by first evaluating
whether the entity is a voting interest entity or a variable interest entity under accounting principles
generally accepted in the United States. Volting interest entities are entities in which the total equity
investment at risk is sufficient to enable the entity to finance itself independently and provides the equity
holders with the obligation to absorb losses, the right to receive residual returns and the right to make
decisions about the entity’s activities, The Company consolidates voting interest entities in which it has all,
or at least a majority of, the voting interest. As defined in applicable accounting standards, variable interest
entities, (“VIEs™) are entities that lack one or more of the characteristics of a voting interest entity. A
controiling financial interest is present when an enterprise has a variable interest, or a combination of
variable interests, that will absorb a majority of the entity’s expected losses, receive a majority of the
entity’s expected residual returns, or both. The enterprise with a controlling financial interest, known as the
primary beneficiary, consolidates the VIE. The Company’s wholly owned subsidiary, MCBI Statutory
Trust I, is a VIE for which the Company is not the primary beneficiary. Accordingly, the accounts of this
entity are not consolidated in the Company’s financial statements,

Use of Estimates

These financial statements are prepared in conformity with accounting principles generally accepted
in the United States of America, which require management to make estimates and assumptions. These
assumptions affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabitities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Significant estimates include the allowance for loan losses. Amounts are recognized
when it is probable that an asset has been impaired or a liability has been incurred and the cost can be
reasonably estimated. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, federal funds sold, and
other short-term investments with original maturities of less than three months,

Securities

All investment securities are classified as available-for-sale and are reported at estimated fair value.
The Company does not have trading or held-to-maturity securities. Unrealized net gains and temporary
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tosses are excluded from income and reported, net of the associated deferred income tax effect, as a
separate component of accumulated other comprehensive income in shareholders’ equity. Realized gains
and losses from sales of securities available-for-sale are recorded in earnings using the specific
identification method. Declines in the fair value of individual securities below their cost that are other than
temporary would result in write-downs, as a realized loss, of the individual securities to their fair value.
However, management believes that based upon the credit quality of the securities and the Company’s
intent and ability to hold the securities until their recovery, none of the unrealized losses on securities
should be considered other than temporary.

Loans, Allowance for Loan Losses and Reserve for Unfunded Lending Commitments

Loans are reported at the principal amount outstanding, reduced by unearned discounts, net deferred
toan fees, and an allowance for loan losses. Unearned income on installment loans is recognized using the
effective interest method over the term of the loan. Interest on other loans is calculated using the simple
interest method on the daily principal amount outstanding.

Loans are placed on nonaccrual status when principal or interest is past due more than 90 days or
when, in management’s opinion, collection of principal and interest is not likely to be made in accordance
with a loan's contractual terms. Interest accrued but not collected at the date a loan is placed on nonaccrual
status is reversed against interest income, Interest income on nonaccrual loans may be recognized only to
the extent received in cash; however, where there is doubt regarding the ultimate collectability of the loan
principal, cash receipts, whether designated as principal or interest, are thereafter applied to reduce the
principal balance of the loan. Loans are restored to accrual status only when interest and principal
payments are brought current and, in management’s judgment, future payments are reasonably assured.

A loan, with the exception of groups of smaller-balance homogenous loans that are collectively
evaluated for impairment, is considered impaired when, based on current information, it is probable that the
borrower will be unable to pay contractual interest or principal payments as scheduled in the loan
agreement. The Company recognizes interest income on impaired loans pursuant to the discussion above
for nonaccrual loans.

Loans held-for-sale are carried at the lower of aggregate cost or market value. Decreases in market
value are included in noninterest expense in the consolidated statement of income.

The allowance for loan losses related to impaired loans is determined based on the difference of
carrying value of loans and the present value of expected cash flows discounted at the loan's effective
interest rate or, as a practical expedient, the toan’s observable market price or the fair value of the collateral
if the loan is collateral dependent.

The reserve for unfunded lending commitments provides for the risk of loss inherent in the
Company’s unfunded lending related commitments, which is included in other liabilities. The process used
in determining the reserve is consistent with the process used for the allowance for loan losses discussed
below.

The allowance for credit losses consists of allowance for loan losses and the reserve for unfunded
lending commitments which provide for the risk of losses inherent in the lending process. The allowance
for loan losses is based on periodic reviews and analyses of the loan portfolio which include consideration
of such factors as the risk grading of individual credits, the size and diversity of the portfolio, economic
conditions, prior loss experience and results of periodic credit reviews of the portfolio. In addition, the
effect of changes in the local real estate market on collateral values, the results of recent regulatory
examinations, the amount of potential charge-offs for the period, the amount of nonperforming loans and
related collateral security are considered in determining the allowance for loan losses. Based on an
evaluation of the loan portfolio, management presents a quarterly review of the allowance for loan losses to
the Company’s Board of Directors, indicating any change in the allowance since the last review and any
recommendations as to adjustments in the allowance. The allowance for loan losses is increased by
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provisions for loan losses charged against income and reduced by charge-offs, net of recoveries, Charge-
offs occur when loans are deemed to be uncollectible in whole or in part. Estimaies of loan losses involve
an exercise of judgment, While it is possible that in the short-term the Company may sustain losses which
are substantial in relation to the allowance for loan losses, it is the judgment of management that the
allowance for loan losses and reserve for unfunded lending commitments reflected in the consolidated
balance sheets is adequate to absorb probable losses that exist in the current loan portfolio.

Nonrefundable Fees and Costs Associated with Lending Activities

Loan origination fees in excess of the associated costs are recognized over the life of the related loan
as an adjustment to yield using the interest method.

Loan commitment fees are deferred and recognized as an adjustment of yield by the interest method
over the related loan life or, if the commitment expires unexercised, recognized in income upon expiration
of the commitment.

Loan Sales Recognition

Loan sales are recorded when control over the transferred assets has been relinquished. Control over
transferred assets is deemed to be surrendered when the assets have been isolated from the Company, the
transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to
pledge or exchange the transferred assets, and the Company does not maintain effective control over the
transferred assets through an agreement to repurchase them before their maturity.

To calculate the gain (loss) on sale of loans, the Company’s investment in the loan is allocated among
the retained portion of the loan, the servicing retained, and the sold portion of the loan, based on the
relative fair market value of each portion. The gain (loss) on the sold portion of the loan is recognized at
the time of sale based on the difference between the sale proceeds and the allocated investment. As a result
of the relative fair value allocation, the carrying value of the retained portion is discounted, with the
discount accreted to interest income over the life of the loan.

Premises and Equipment

Premises and equipment are stated at cost, less accumulated depreciation. For financial accounting
purposes, depreciation is computed using the straight-line method over the estimated usefu! lives of the
assets. Leasehold improvements are depreciated over the lesser of the term of the respective leases or the
estimated useful lives of the improvements. Gains and losses on the sale of premises and equipment are
recorded using the specific identification method at the time of sale. Expenditures for maintenance and
repairs, which do not extend the life of bank premises and equipment, are charged to operations as
incurred.

Goodwill and Core Deposit Intangibles

Goodwill is recorded for the excess of the purchase price over the fair value of identifiable net assets,
including core deposit intangibles, acquired through an acquisition transaction. Goodwill is not amortized,
but instead is tested for impairment at least annually or on an interim basis if an event occurs or
circumstances change that would more likely than not reduce the fair value of a reporting unit below its
carrying value. Other acquired intangible assets determined to have finite lives, such as core deposit
intangibles, are amortized over their estimated useful lives in a manner that best reflects the economic
benefits of the intangibie asset. Impairment tests are performed quarterly on these amortizing intangible
assets.

Foreclosed Assets

Foreclosed assets consist of properties acquired through a foreclosure proceeding or acceptance of a
deed in lieu of foreclosure. These properties are initially recorded at fair value less estimated costs to sell.
On an ongoing basis, they are carried at the lower of cost or fair value less estimated costs to sell based on
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appraised value. Operating expenses, net of related revenue and gains and losses on sale of such assets, are
reported in noninterest income.

Other Borrowings

Other borrowings include U.S. Treasury tax note option accounts with maturities of 14 days or less
and Federal Home Loan Bank (FHLB) borrowings.

Repurchase Agreements

The Company sells certain securities under agreements to repurchase. The agreements are treated as
collateralized financing transactions and the obligations to repurchase securities sold are reflected as a
liability in the accompanying consolidated balance sheets. The dollar amount of the securities underlying
the agreements remain in the asset accounts.

Junior Subordinated Debentures

The Company has established a statutory business trust that is a wholly-owned subsidiary of the
Company. The Trust issued fixed/floating rate capital securities representing undivided preferred beneficial
interests in the assets of the Trust. The Company is the owner of the beneficial interests represented by the
common securities of the Trust. The Trust used the proceeds from the issuance of the capital securities and
the common securities to purchase the Company’s junior subordinated debentures. The purpose of forming
the Trust to issue the capital securities was to provide the Company with a cost-effective means of funding
the Metro United acquisition. Junior subordinated debentures represent liabilities of the Company to the
Trust,

Income Taxes

The Company utilizes an asset and liability approach to provide for income taxes that requires the
recognition of deferred tax assets and liabilities for the expected future tax consequences of events that
have been recognized in the Company’s financial statements or tax returns. When management determines
that it is more likely than not that a deferred tax asset will not be realized, a valuation allowance is
established. In estimating future tax consequences, all expected future events other than enactmenis of
changes in tax laws or rates are considered.

The Company adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes—an Interpretation of FASB Statement 109" (“FIN 487) on January 1, 2007. This
Interpretation provides that the tax effects from an uncertain tax position can be recognized in the financial
statements, only if the position is more likely than not of being sustained on examination by taxing
authorities, based on the technical merits of the position. Adoption of this standard on January 1, 2007 did
not have a material effect on the Company’s consolidated results of operations or financial condition,
Additionally, the Company had no unrecognized tax benefits as of December 31, 2007, and as a result there
is no impact on the Company’s effective tax rate.

To the extent penalties and interest would be assessed on any underpayment of income tax, such
amounts have been accrued and ciassified as a component of income tax expense in the financial
statements. This is an accounting policy election made by the Company that is a continuation of the
Company’s historical policy and will continue to be consistently applied in the future. As of December 31,
2007, the Company has not accrued any interest and penalties related to unrecognized tax benefits.

The Company does not anticipate a significant change in the balance of unrecognized tax benefits
within the next 12 moaths.
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Earnings Per Share

Basic earnings per commeon share is calculated by dividing net eamings available for common
shareholders by the weighted average number of common shares outstanding during the period. Diluted
earnings per share is calculated by dividing net earnings available for common shareholders by the
weighted average number of common and potentially dilutive common shares. Stock options can be
dilutive common shares and are therefore considered in the earnings per share calculation, if dilutive. The
number of potentially dilutive common shares is determined using the treasury stock method.

Stock-Based Compensation

Stock-based compensation is accounted for in accordance with the fair value recognition provisions of
Statement of Financial Accounting Standards No. 123R “Share-Based Payments,” (“SFAS No. 123R"™),
The Black-Scholes option-pricing model is utilized which requires the input of highly subjective
assumptions. These assumptions include estimating the length of time employees will retain their vested
stock options before exercising them (“expected term™), the estimated volatility of the Company’s common
stock price over the expected term and the number of options that will ultimately not complete their vesting
requirements (“forfeitures™). Changes in the subjective assumptions can materially affect the estimate of
fair value of stock-based compensation and consequently, the related amount recognized on the
consolidated statements of income. See Note 15—"Stock-Based Compensation” for additional information.

Off-Balance Sheet Instruments

The Company has entered into off-balance sheet financial instruments consisting of commitments to
extend credit, commercial letters of credit, standby letters of credit and operating leases. Such financial
instruments are recorded in the financial statements when they are funded.

New Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board (“FASB”) issued Statement No. 160,
“Noncontrolling Interests in Consolidated Financial Statements an amendment of ARB No. 517, which
establishes accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary, and clarifies that a noncontrolling interest in a subsidiary is an ownership
interest in the consolidated entity that should be reported as equity in the consolidated financial statements.
The statement will affect only those entities that have an outstanding noncontrolling interest in one or more
subsidiaries or that deconsolidate a subsidiary. Statement No. 160 is effective for the Company beginning
January 1, 2009. The adoption of Statement No. 160 is not expected to have a material impact on the
financial condition, results of operations, or cash flows of the Company.

In December 2007, the FASB issued Statement No. 141(R), “Business Combinations™, which replaces
FASB Statement No. 141, “Business Combinations”, and retains the fundamental requirements in
Statement 141 that the acquisition method of accounting (which Statement 141 called the purchase method)
be used for all business combinations and for an acquirer to be identified for each business combination.
By applying the same method of accounting—the acquisition method—to all transactions and other events
in which one entity obtains control over one or more other businesses, the Statement is intended to improve
the comparability of the information about business combinations provided in financial reports. Statement
No. 141(R) is effective for the Company beginning January 1, 2009. The adoption of Statement No. 141(R)
is not expected to have a material impact on the financial condition, results of operations, or cash flows of
the Company.

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities—Including an amendment of FASB Statement No. 1157, which establishes
presentation and disclosure requirements designed to facilitate comparisons between companies that
choose different measurement attributes for similar types of assets and liabilities. This standard requires
companies to provide additional information that will help investors and other users of financial statements
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to more easily understand the effect of the company’s choice to use fair value on its earnings. It also
requires entities to display the fair value of those assets and liabilities for which the company has chosen 1o
use fair value on the face of the balance sheet. This new guidance does not eliminate disclosure
requirements included in other accounting standards, including fair value measurement disclosures required
by Statement No. 157, “Fair Value Measurements” and Statement No. 107, “Disclosures about Fair Value
of Financial Instruments.” Statement No. 159 was effective for the Company beginning January 1, 2008.
Adoption of this standard on January 1, 2008 will not have a material effect on the Company’s financial
condition, results of operations, or cash flows,

In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements”. Statement
No. 157 defines fair value, establishes a framework for measuring fair value, and expands disclosures about
fair value measurements. Statement No. 157 was effective for the Company beginning January 1, 2008,
Adoption of this standard on January 1, 2008 will not have a material effect on the Company’s financial
condition, results of operations, or cash flows.

Reclassifications

LS

Certain amounts have been reclassified to conform to the 2007 presentation, with no impact on net
income, shareholders’ equity, or cash flows.

2. Acquisitions
Irvine Branch

On September 8, 2006, Metro United completed its acquisition of a branch of Omni Bank, N.A. (the
“Branch™) located in Irvine, California. In connection with the acquisition, Metro United purchased certain
assets, excluding loans, and assumed certain liabilities for a cash purchase price of $500,000. The addition
of the Branch extended Metro United’s presence in the California market. The acquisition was accounted
for as a business combination. The purchase price was allocated to the assets acquired and the liabilities
assumed based on their fair value at the date of the acquisition. The excess of the purchase price over the
estimated fair value of the net assets acquired was recorded as goodwill, which is not expected to be
deductible for tax purposes. The results of operations for this acquisition are included in the Company’s
financial results beginning September 9, 2006, Pro forma results for the two years preceding the acquisition
are not materially different than actual results presented, and as a result have not been presented.

The following table summarizes the estimated fair value of the assets acquired and the liabilities
assumed at the date of the acquisition (in thousands):

Cash oo e e e $ 17,603
Premises and equipment, net . .. ... ... L L i 220
Goodwill ... e 220
Coredepositintangibles ............ ... ... . . i 170
L 11 =t Tyt 1T 9
Deposits ... (17,536)
Accrued interest payable .. ... ... . ... (76)
Deferred taxes and other liabilities . ....... .. ... ... ... ... ... .. ... 2
Purchase price including capitalized costs ...................... $ 538

Metro United Bank

On October 5, 2005, the Company acquired First United Bank (now known as Metro United Bank) for
$37.4 million, which operates in California as a separate subsidiary. The addition of Metro United, with
branches in San Diego and Los Angeles provided the Company with an entry into the California market.
The purchase price was primarily funded through the issuance of junior subordinated debentures on
October 3, 2005.
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The acquisition was accounted for as a business combination, The purchase price was allocated to the
assets acquired and the liabilities assumed based on their fair value at the date of the acquisition. The
excess of the purchase price over the estimated fair value of the net assets acquired was recorded as
goodwill, which is not expected to be deductible for tax purposes.

The following table summarizes the estimated fair value of the assets acquired and liabilities assumed
at the date of the acquisition (in thousands):

Cashand cashequivalents . ... .. ... ... .. ... ... ... .. . $ 35877
S CUNIES .« .o i e 5474
Loans, net of allowance for loan losses of $2,307 ................... 134,871
Goodwill . ... e 21,607
Core depositintangibles .......... ... ... oo i ian oL 1,560
01T T 3,820
DepOSitS . .o e e e (161,683)
BOMTOWINES ...ttt e e e e (2,000)
Deferred tax liabilities .. .. ... ... ... .. ... ... ... ... ... .. (586)
Other liabilities . ... ... ... ... . . . .. e {4,914)
Purchase price including capitalized costs ..................... $ 34,026

The following is the pro forma results (unaudited} of the combined company, assuming the acquisition
of Metro United was completed on January 1 of the indicated period in thousands, except per share
amounts:

2005
NeLINLETESE INCOME . . ot i ettt e ittt et eea e i ie e e s $45,231
Income before INCOME LAXES ... ..ottt iie e ras 16,540
NELINCOME .. et e e et e 11,034
Earnings per common share, basic ........... ... .. .. . .. $ 1.02
Earnings per common share, diluted ........... ... ... .. oL 1.01

These pro forma results are not necessarily indicative of what actually would have occurred if the
acquisition had been completed as of the beginning of the fiscal period presented, nor are they necessarily
indicative of future consolidated results.

3. Cash and Cash Equivalents

The Company is required by the Board of Governors of the Federal Reserve System to maintain
average reserve balances. As of December 31, 2007, the Company’s vault cash balance was more than
sufficient to meet the average daily reserve balance requirement.

4. Securities

In the normal course of business, the Company invests in securities issued by the Federal government,
government sponsored enterprises, and political subdivisions, which inherently carry interest rate risks
based upon overall economic trends and related market yield fluciuwations. Securities within the
available-for-sale portfolio may be used as part of the Company’s asset/liability strategy and may be sold in
response to changes in interest rate risk, prepayment risk or other similar economic factors. Declines in the
fair value of individual available-for-sale securities below their cost that are other than temporary would
result in a write-down of the individual securities to their fair value. The related write-downs would be
included in earnings as realized losses.
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At December 31, 2007 and 2006, the amortized cost and fair value of securities was as follows (in
thousands):

As of December 31, 2007 As of December 31, 2006
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Cost Gain Loss Value Cost Gain Loss Value

(Dollars in thousands)
Securities available for

sale
U.S. Government
agencies ......... $ 24 % 2 8 H$§ 25 % 28 % 1 $ — 3 29
U.S. Government
sponsored
enterprises ....... 20,473 10 (10) 20473 36906 _ (5100 36,396

Obligations of state

and political

subdivisions ...... 5,936 162 (7) 6,091 7,425 157 —_ 7,582
Mortgage-backed

securities and

collateralized

mortgage

obligatiens ....... 92,673 173 (1,123 91,723 121,196 62 (3,060) 118,198
Other debt

securities ........ 33 — — 33 143 1 N 143
Investment in ARM

and CRAfunds.... 19,858 39 (493) 19404 19,658 — 462) 19,196

Total available
for sale
securities .... $138,997 $ 386 $(1,634) $137.749 $185356 $ 221 $(4.033) $181,544

Other investments
FHLB/Federal
Reserve Bank
StockM ... .. $ 5803 §$ — $ — % 5803 % 3348 § — $ — § 3,848
Investment in
subsidiary trust@® 1,083 —_ — 1,083 1,083 — — 1,083

Total other
investments .. $ 6886 $ — $§ — % 6886% 4931 § — $§ — § 4931

(1 FHLB stock held by MetroBank is carried at cost and subject to certain restrictions under a credit
policy of the FHLB dated May 1, 1997. Redemption of FHLB stock is dependent upon repayment of
borrowings from the FHLB.

@ Federal Reserve Bank stock held by MetroBank is carried at cost and subject to certain restrictions
under Federal Reserve Bank Policy.

@ The Company’s ownership of common securities of MCBI Statutory Trust [ is carried at cost.

The following sets forth information concerning sales and calls (excluding maturities) of
available-for-sale securities (in thousands):

Years Ended December 31,

2007 2006 2005
AMOTHZEA COSL . . . .\ ot e e e e e e, $11,663 $13,003 3—
Proceeds . .. ..o 11,665 13,0153 —
Grossrealized gains . . ... .. ... ... 2 189 —
Gross realized 10SSes . ... o e e e — 177 —

Investments carried at approximately $46.4 million and $14.6 million at December 31, 2007 and 2006,
respectively, were pledged to collateralize public deposits and other borrowings.
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At December 31, 2007, future contractual maturities of debt securities were as follows (in thousands):

Amortized Cost  Fair Value

Withinone year . . ... ... .. i e i $ 11,487 $ 11,488
Within two to five vears ... ... e 9,309 9,320
Within SiX [0 EN YEArS . ... . ittt e e e e 2,633 2,639
After ten Years .. ... .. e e e 3,004 3,142
Mortgage-backed securities and collateralized mortgage obligations ......... 92,706 91,756

Total debt SECUTIHES . . . ..ot e e it b e e e e e e e e $119,139 $118,345

The Company holds mortgage-backed securities which may mature at an earlier date than the
contractual maturity due to prepayments. The Company also holds certain securities which may be called
by the issuer at an earlier date than the contractual maturity date.

The following tables set forth the gross unrealized losses and fair value of investments as of
December 31, 2007 and 2006 that were in a continuous unrealized loss position for the periods indicated
{(in thousands}:

As of December 31, 2007

Less Than 12 Greater Than
Months 12 Months Total
Fair Unrealized Fair  Unrealized Fair Unrealized
Yalue Loss Value Loss VYalue Loss
U.S. Government agencies .. ............... $ 10 $(Hs$S — $ — % 10 %5 (D
U.S. Government sponsored enterprises ... ... 1,496 (4) 3,994 (6) 5,490 {1
Obligations of state and political
subdivisions ......... .. . ... .. 0. 229 )] — — 229 €l
Mortgage-backed securities and collateralized
mortgage obligations ................... 5,383 (i) 63646 (1,113) 69,029 (1,124)
lavestment in ARM and CRA funds . ........ — — 14 685 {493) 14,685 {493)
Total SECUTIties . .. ..ot $7.118  $(23) $82,325 $(1,612) $89,443 $(1,635)

As of December 31, 2006
Greater Than

L.ess Than 12 Months 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Laoss

U.S. Government sponsored

ENMEIPrises .. ........voeunnn.. $ — $— $ 36,396 (510) $ 36,396 § (510)
Mortgage-backed securities and

collateralized mortgage

obligations .................., 11,818 (162) 101,519 (2,898) 113,337 (3,060)
Other debt securities . ............ 29 () — — 29 (1)
Investment in ARM and CRA

funds.......... ... ... ...... 4,461 (19) 14,735 (443) 19,196 (462)

Total securities . ............. $16,308 $(182) $152,650 $(3.851) $168,958 $(4,033)

Excluding holdings of the securities from the U.S. government and its agencies, the Company had an
investment with one issuer in an amount greater than 10% of the Company’s shareholders’ equity at
December 31, 2007. The investment, an open-end ARM Fund, which is managed by Shay Assets
Management, Inc. was recorded with a fair value of $13.7 million and $13.8 million at December 31, 2007
and 2006 respectively, and an amortized cost of $14.2 million at December 31, 2007 and 2006.

Management evaluates whether unrealized losses on securities represent impairment that is other than
temporary. If such impairment is identified, the carrying amount of the security is reduced with a charge to
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operations. In making this evaluation, management first considers the reasons for the indicated impairment.
These could include changes in market rates relative to those available when the security was acquired,
changes in market expectations about the timing of cash flows from securities that can be prepaid, and
changes in the market’s perception of the issuer’s financial health and the security’s credit quality.
Management then considers the likelihood of a recovery in fair value sufficient to eliminate the indicated
impairment and the length of time over which an anticipated recovery would occur. Finally, management
determines whether there is both the ability and intent to hold the impaired security until an anticipated
recovery, in which case the impairment would be considered temporary. In making this assessment,
management considers whether a security continues to be a suitable holding from the perspective of the
Company’s overall portfolio and asset/liability management strategies.

Substantially all the unrealized losses at December 31, 2007 resulted from increases in market interest
rates over the yields available at the time the underlying securities were purchased. Management identified no
impairment related to credit quality. At December 31, 2007, management had both the intent and ability to
hold impaired securities until full recovery of cost is achieved and no impairment was evaluated as other than
temporary. No impairment losses on securities were recognized in any of the three years ended December 31,
2007.

5. Loans and Allowance for Loan Losses
The loan portfolio is summarized by major categories as follows (in thousands):

As of December 31,

2007 2006
Commercial and industnal .. ... .. ... . .. . .. e $ 458,117 $367,072
Real estate-mOmZage ..ottt et ie et it 601,924 429278
Real estate-ConStrUCLION . . . oottt i e e i e 139,179 86,092
Consumer and O heT .. ... it 6,132 7,332
Gr0SS JOaMS ottt e e e e e 1,205,352 889,774
Unearned discounts and interest . ............ .. i e (28) {147)
Deferred loan fees . ... ... .. .. .. e (3,413) (3,071
Total 10aNS . ... 1,201,911 886,556
Allowance for loan 1088es . ... ... i i e (13,125) (11,436)
LOaNS, B Lttt et e e e $1,188,786  $875,120
Variable rate l0ans ... ...t i e e $ 822,849 $647,394
Fixedrate Joans . .. ... ... e e 382,503 242,380
Gross J0aNS .. ... . e e $i,205,352 $889,774

Although the Company’s loan portfolio is diversified, a substantial portion of its customers’ ability to
service their debts is dependent primarily on the service sectors of the economy. At December 31, 2007
and 2006, the Company’s loan portfolio consisted of concentrations in the following industries, which
represent loan concentrations greater than 25% of capital (in thousands):

As of December 31,

2007 2006
CONSIIUCTION .« . . .ttt ittt et e e e e e e e $ 64443 § 48,220
Convenience stores/gasoline stations .. .......... .. . i i 34,618 31,884
Health/education/social assistance . ....... ... ... .. ... . .. . .. it 55,096 44,193
Hotels/MOtElS L. ot e i e 126,118 94,594
Nonresidential building forrent/lease .............. ... .. ... ... ... 450,586 279,675
Otherrelated to real B8tate .. ... . it i e e 78,864 44216
RS aUTANLS . ... .t e e 69,709 71,866
Wholesale trade . ... i e e 90,780 76,970
F- N | e 137 235,138 198,156
GroSS JOANS . ..ottt e e e e $1.205.352 $889,774




Changes in the allowance for loan losses are as follows (in thousands):

As of December 31,
2007 2006 2005
Balance at beginning of year ... ... . ... o 511,436 $13,169 $10,501
Provisionforloan 1osses .. ... .. . . .. 3,145 612 1,936
Allowance acquired through acquisition ............................ — — 2,307
Charge-offs . . ... o (2,721 (3,999) (2,425)
RECOVEIIES . . o v i e 1,265 1,654 850
Balance atend of year ... ... ... ... . . . . i $13,125 $11,436 $13,169

In addition o the allowance for loan losses, the Company maintains a reserve for unfunded
commitments to provide for the risk of loss inherent in its unfunded lending related commitments.

Loans for which the accrual of interest has been discontinued were approximately $6.3 million and
$9.4 million at December 31, 2007 and 2006, respectively. Had these loans remained on an accrual basis,
interest of approximately $557,000 and $853,000 would have been accrued on these loans during the years
ended December 31, 2007 and 2006, respectively. Loans greater than 90 days past due but still accruing
interest as of December 31, 2007 and 2006 were $1.3 million and $29,000, respectively.

The recorded investment in loans for which impairment has been recognized and the related specific
allowance for loan losses on such loans at December 31, 2007 and 2006, is presented below (in thousands):

ASs of December 31,

2007 2006
Impaired loans with no SFAS No. 114 valuationreserve ..................c........ $3.721 §$6.715
Impaired loans with SFAS No. |14 valuation reserve ...........ooiriiiinnnnnn.. (2,615 2,699
Total recorded investment in impaired loans ............ ... ... .. ........ $6,336 39414
Valuation allowance related to impaired loans . .......... ... ... ... i, m m

The average recorded investment in impaired loans was approximately $6.7 million and $12.1 million
for the years ended December 31, 2007 and 2006, respectively. Interest income of $85,000 and $292,000
was recognized on impaired loans for the years ended December 31, 2007 and 2006, respectively.

Loans with a carrying value of approximately $336.8 million and $268.4 million at December 31,
2007 and 2006, respectively, were available as collateral under blanket loan agreements with the FHLB of
Dallas and the FHLB of San Francisco.

6. Premises and Equipment

Premises and equipment are summarized as follows (in thousands):

Estimated useful As of December 31,
fives (in years) 2007 2006
Furniture, fixtures and equipment ........................... 3-10 8 17,065 § 15220
Building and improvements .. ........ ... .. ... . ... .. 3-20 4,422 4,817
Land ... et — 1,548 1,679
Leasehold improvements ........ ... ... ... ... iiiiiiin... 5 5.457 4,385
28,492 26,101
Accumulated depreciation ....... ... ... .. ... L. (19,697) (18,516)
Premises and equipment,net ........ ... ... ... ... .o $ 8795 § 7,585




7. Geodwill and Core Deposit Intangibles

Changes in the carrying amount of the Company's goodwill and core deposit intangibles (“CDI") for
the years ended December 31, 2007, 2006 and 2005 were as follows (in thousands):

Core Deposit
Goodwill  Intangibles

Balance, Decemnber 31,2004 ... ... 5§ — 5 —
Acquisitionof Metro United ... ... 21,607 1,560
AMOILZALON . . . ot i ittt e et e e — (132)
Balance, December 31, 2005 ... ... . e 21,607 1,428
Acquisition of Irvine Branch .. ... ... . oo 220 170
ANOTHZALION & . o ettt et e e e et et e — (495
Balance, December 31,2008 .. ... ... ..t e 21,827 1,103
AMOIIZALION - . . e e e e e —_ 347
Balance, December 31, 2007 . ... i e $21,827 $ 756

Gross CDI outstanding was $1.7 million at December 31, 2007 and 2006, and $1.6 million at
December 31, 2005. Goodwill is recorded on the acquisition date of each entity, and evaluated annually for
possible impairment under the provisions of SFAS No. 142, Goodwill and Other Intangible Assets.

CDI is amortized using an economic life method based on deposit attrition projections derived from
nationally-observed patterns within the banking industry and Metro United's historical data. Accordingly,
CDI is amortized over time under an accelerated method, being a weighted average period of 10 years with
no residual value. Accumulated amortization of CDI was $974,000, $627,000 and $132,000 as of
December 31, 2007, 2006 and 2005, respectively. Amortization expense related to intangible assets for the
years ended December 31, 2007, 2006 and 2005 was $347,000, $495,000 and $132,000, respectively.

The estimated aggregate future amortization expense for CDI remaining as of December 31, 2007 is
as follows (in thousands):

.00 S U PO U PU PPN UPI $250
BO00 .o e e e e 177
0.1 6 O USROG 126
01 1 [ O S ARG OGO 88
1 1 T 56
T n =T i1 = GRS UGG _523

8. Interest-Bearing Deposits

The types of accounts and their respective balances included in interest-bearing deposits are as follows
(in thousands):

As of December 31,

2007 2006
Interest-bearing demand deposits . ......... ... .. e $ 63,154 $ 71,838
Savings and money market aCCOUNTS . . .. ... .\tuirnnrornnn e, 273456 178,173
Time deposits less than $100,000 . ... i 223305 241,389
Time deposits $100,000 and over .. ... ... i 421,905 381,514
Interest-bearing deposils .. ... $981,820 $872,914




At December 31, 2007, the scheduled maturities of time deposits were as follows {in thousands):

2008 . e e $ 578,190
20000 e e 40,213
2000 . e 14,673
200 e e e e e 9,758
200 e e 2,283
B 2= £ £ i 93

$ 645,210

The Company had $4.9 million and $5.1 million of brokered deposits at December 31, 2007 and 2006,
respectively. There were no major deposit concentrations as of December 31, 2007 or 2006.

9. Junior Subordinated Debentures

In September 2005, the Company formed MCBI Statutory Trust I, a variable interest entity for which
the Company is not the primary beneficiary. Accordingly, the accounts of the trust are not included in the
Company’s consolidated financial statements. See Note 1—“Summary of Significant Accounting Policies”
for additional information about the Company’s consolidation policy.

On October 3, 2005, the Trust issued 35,000 Fixed/Floating Rate Capital Securities with an aggregate
liquidation value of $35.0 million to a third party in a private placement. Concurrent with the issuance of
the capital securities, the Trust issued trust common securities to the Company in the aggregate liquidation
value of $1,083,000. The proceeds of the issuance of the capital securities and trust common securities
were invested in $36,083,000 of the Company’s Fixed/Floating Rate Junior Subordinated Deferrable
Interest Debentures. The net proceeds to the Company from the sale of the debentures to the Trust were
used to fund the Company’s acquisition of Metro United.

The proceeds from the sale of debentures represent liabilities of the Company to the Trust and are
reported in the consolidated balance sheet as junior subordinated debentures. Interest payments on these
debentures are deductible for tax purposes. The capital securities of the Trust are not registered with the
Securities and Exchange Commission. For regulatory reporting purposes, the capital securities can qualify
up to 25% of the total Tier I capital of the Company.

The debentures accrue interest at a fixed rate of 5.7625% until December 15, 2010, at which time the
debentures will accrue interest at a floating rate equal to the 3-month LIBOR plus 1.55%. The quarterly
distributions on the capital securities will be paid at the same rate that interest is paid on the debentures,
and will be paid on the 15% day of December, March, June and September. The ability of the Trust to pay
amounts due on the capital securities and common securities is solely dependent upon the Company
making payment on the related debentures. The debentures, which are the only assets of the Trust, are
subordinate and junior in right of payment to all of the Company’s present and future sentor indebtedness.
Under the provisions of the debentures, the Company has the right to defer payment of interest on the
debentures at any time, or from time to time, for a period not exceeding five years. If interest payments on
the debentures are deferred, the distributions on the capital securities and common securities will also be
deferred.

The debentures mature on December 15, 2035, but are redeemable at the Company’s option at par
plus accrued and unpaid interest on or after December 15, 2010. If the Company redeems any amount of
the debentures, the Trust must redeem a like amount of the capital securities. The Company has guaranteed
the payment of distributions and payments on liquidation or redemption of the capital securities, but only in
each case if and to the extent of funds held by the Trust,
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10. Other Borrowings

Other borrowings are as follows (in thousands}):

As of December 31,
2007 2006
FHLB advances and 10ans .. ..o v vt e i it ittt te e e $74,000 325,000
Repurchase agreements .. .......... . hrermni e 25,000 —
TTRL deposits ...\ . e e 796 1,316

$99,796 $26,316

Advances in the amount of $39.0 million from the FHLB of Dallas bear interest at an average rate of
4.33% with a term of 14 days. The advances matured in January 2008 and were renewed with like terms.
Advances in the amount of $35.0 million from the FHLB of San Francisco bear interest at an average rate
of 3.78%, and have maturities ranging from overnight to 30 days. Maturities since December 31, 2007 have
been renewed with similar terms. Under a blanket lien, the Company has pledged collateral with the
FHLBs including loans and securities of approximately $336.8 million at December 31, 2007, of which
$311.8 miilion was available to secure additional borrowings.

Security repurchase agreements bear interest at an average rate of 2,87%, and mature in December
2014. The securities are transferred to the applicable counterparty. The Company has transferred securities
with a carrying value of $28.4 million and a fair value of $28.2 miilion at December 31, 2007 to secure
these security repurchase agreements. The counterparty, in certain instances, is contractually entitled to sell
or repledge securities accepted as collateral.

Other short-term borrowings at December 31, 2007 and 2006 consist of $796,000 and $1.3 million,
respectively, in Treasury, Tax and Loan (“TT&L”) payments deposited in Company accounts for the
benefit of the U.S. Treasury. These funds typically remain in the Company for one day and are then moved
to the U.S. Treasury. The Company has pledged securities with a carrying value of $2.0 million and $1.4
million at December 31, 2007 and 2006, respectively to secure these TT&L deposits.

Additionally, at December 31, 2007 and 2006, unused borrowing capacity from the Federal Reserve
Bank discount window was $9.7 million and $7.7 million, respectively. The Company had pledged
securities with a camrying value of $10.0 million and $7.9 million at December 31, 2007 and 2006,
respectively to secure the discount window borrowing capacity. The Company also had unused, unsecured
lines of credit with correspondent banks of $20.5 million at December 31, 2007 and $10.5 million at
December 31, 2006.

11. Income Taxes

The Company is subject to taxation in the United States and Texas and California. State income tax
returns are generally subject to examination for a period of three to five years after filing. The state impact
of any changes made to the federal return remains subject to examination by various states for a period up
to one year after formal notification to the state. The Company is open to federal tax authority
examinations for the tax years ended December 31, 2003 through December 31, 2006.

The Company’s effective tax rate was 36.30% for year ended December 31, 2007 compared to
35.77% for the year ended December 31, 2006. The increase in the effective tax rate for the year ended
December 31, 2007 was primarily the result of the effect of the Texas margin tax, which replaced the Texas
franchise tax, and an increase in Metro United’s provision for loan losses, which is non-deductible for
California state income taxes. The increase was partially offset by the non-taxable increase in the cash
value of bank owned life insurance.
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Deferred income taxes result from differences between the amounts of assets and liabilities as
measured for income tax return and for financial reporting purposes. The significant components of the net
deferred tax asset are as follows (in thousands):

AS of December 31,
2007 2006
Deferred tax assets:
Allowance for 10an 10S5es . . ... .. it e $4,992 $4,226
Deferred loan fees . .. .. .o 916 867
Premises and equipment .. ........ ... e 1,455 1,317
Interest on nonaccrual 1oans ... ... it e 295 304
Unrealized losses on investment securities available-for-sale ...................... 462 1,392
Deferred compensation .. ........ .. o ettt e 34 —
Gross deferred 1aX 5SElS . ... ... . 8,154 8,106
Deferred tax liabilities:
Core depositintangibles ... ....... ... i e 296 423
FHLB stock dividends . ..... ... unitrt it e e et e e 358 288
OEET L o e e 268 233 -
Gross deferred tax liabilities . ... ... . . 922 944
Net deferred tax assets . . ... .. it $7,232 §7,162

The Company has not provided a valuation allowance for the net deferred tax assets at December 31,
2007 and 2006 due primarily to its ability 1o offset reversals of net deductible temporary differences against
income taxes paid in previous years and expected to be paid in future years.

Components of the provision for income taxes are as follows (in thousands):

Years Ended December 31,

2007 2006 2005
Current provision for federal income taxes . ............................ $7939 $6386 $5471
Deferred federal income tax (benefit) provision . ........................ (1,000) 1,135 (412)
Total provision for income taxes . ............. . ... i, $ 6,932 $7.521 $5,059

A reconciliation of the provision for income taxes computed at statutory rates compared with the
actual provision for income taxes is as follows (in thousands):

Years Ended December 31,

2007 2006 2005
Amount Percent Amount Percent Amount Percent

Federal income tax expense at statutory rate . .. ... $6,690 35% $7,359 35% $5.544 35%
Tax-exempt interestincome . .................. (93) 1)) (252) (1) (274) (2)
Stock-based compensation ., ., ................ 333 2 — — — —
State inCOoME taX ...t 208 | 433 2 130 |
Bank owned lifeinsurance . ................... (258) (N —_— — —_ —
O[hBl', 15 50 - (19) - (341) _(%)

Provision for income taxes . ............... $6,939 _36% $7.521 36% $5,059 32%
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The following sets forth the deferred tax benefit (expense) related to other comprehensive income (in
thousands):

Years Ended December 31,
2007 2006 2005

Unrealized gains (losses) arising during the period . .............. ..o oann $921 $208 $(1,799)
Less: reclassification adjustment for gains (losses) realized in net income . .. | 4 —
Other comprehensive iNCOME . . ... ... o ouniiiieiiiinnonnns $920 %204  $(1,799)

12. Shareholders’ Equity

The Company declared and paid dividends of $0.16 per share to the shareholders of record during the
year ended December 31, 2007 which included a dividend declared of $0.04 per share to shareholders of
record as of December 31, 2007, which was paid on January 15, 2008. The Company also paid dividends of
$0.16 per share in 2006 and 2005 on a post stock-split basis.

The declaration and payment of dividends on the Common Stock by the Company depends upon the
earnings and financial condition of the Company, liquidity and capital requirements, the general economic
and regulatory climate, the Company’s ability to service any equity or debt obligations senior to the
Common Stock and other factors deemed relevant by the Company’s Board of Directors.

The Company’s Stock Purchase Plan (“Purchase Plan™) authorizes the offer and sale of shares of
Common Stock to employees of the Company and its subsidiaries. See Note 15—“Stock-Based
Compensation” for additional information.

The Company maintains a stock repurchase plan that was announced on August 30, 2007. Under the
plan, the Board of Directors authorized the Company to repurchase up to 500,000 shares of its common
stock from time to time, with no expiration date, at various prices in the open market or through privately
negotiated transactions.

13. Regulatory Matters

The Banks are subject to regulations and, among others things, may be limited in their ability 1o pay
dividends or otherwise transfer funds to the holding company. As of December 31, 2007, the amount
available for payment of dividends by MetroBank and Metro United to the Parent under applicable
restrictions, without regulatory approval was approximately $13.6 million and $2.9 million, respectively. In
addition, dividends paid by the Banks to the holding company would be prohibited if the effect thereof
would cause the Banks’ capital to be reduced below applicable minimum capital requirements.

The Company and the Banks are subject to various regulatory capital requirements administered by
the federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory,
and possibly additional discretionary, actions by regulators that, if undertaken, could have a direct material
effect on the Company’s financial statements. The regulations require the Company to meet specific capital
adequacy guidelines that involve quantitative measures of the Company’s assets, liabilities, and certain
off-balance sheet items as calculated under regulatory accounting practices, The Banks’ capital
classification is also subject to qualitative judgments by the regulators about components, risk weightings
and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and
the Banks 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, as of December 31, 2007, that the Company and
the subsidiary banks met all capital adequacy requirements to which they were subject.

As of December 31, 2007, the most recent notifications from the OCC with respect to MetroBank and
the FDIC with respect to Metro United categorized MetroBank as “well capitalized” and Metro United as
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“adequately capitalized” under the regulatory framework for prompt corrective action. There are no
conditions or events since the notifications that management believes have changed MetroBank’s level of
capital adequacy. As of February 29, 2008, Metro United's capital ratios were at a level that would have
resulted in it being categorized as “well capitalized” as of such date.

The Company’s and the Banks’ actual capital amounts and ratios at the dates indicated are presented
in the following table {dollars in thousands):

To be Categorized
Minimum as Well Capitalized
Required For under Prompt
Capital Adequacy  Corrective Action
Actual Purposes Provisions

Amount Ratio Amount Ratio  Amount Ratio

As of December 31, 2007
Total risk-based capital ratio
MetroCorp Bancshares, Inc .. ............ $144.241 1044%8110,546 8.00% N/A N/A%
MetroBank, NA ... ... ... ... ... .. 106,835 10.42 81,990 8.00 102,488 10.00
Metro United Bank .................... 33492 941 28471 800 35589 10.00
Tier | risk-based capital ratio ................
MetroCorp Bancshares, Inc . ............. 127,067 9.20 55,273 4.00 N/A N/A
MetroBank, NNA . ..................... 96,381 940 40,995 400 61,493 6.00
Metro United Bank ............. .. ..... 30,005 843 14235 400 21353 6.00
Leverage ratio
MetroCorp Bancshares, Inc . ............. 127,067  9.50 53,508 4.00 N/A  N/A
MetroBank, NA ... ... ... ... ... ..., 96,381 930 41,459 400 51,824 500
Metro United Bank .................... 30,005 9.99 12,010 400 15,013 5.00
As of December 31, 2006
Total risk-based capital ratio
MetroCorp Bancshares, Inc . . ............ $133,438 13.15%9$ 81,170 8.00% N/A N/A%
MetroBank, NA ... ... ... ... Ll 108,398 13.11 66,127 8.00 82,659 10.00
Metro United Bank .................... 21,086 11.33 14,887 8.00 18,609 10.00
Tier 1 risk-based capital ratio
MetroCorp Bancshares, Inc . ............. 113,503 11.19 40,585 4.00 N/A  N/A
MetroBank, NA .. ... ................. 98,786 11.95 33,063 400 49595 6.00
Metro United Bank .................... 18,756 10.08 7444 400 11,166 6.00
Leverage ratio
MetroCorp Bancshares, Inc .............. 113,503  9.70 46,794 4.00 N/A N/A
MetreBank, N.A ... .. ... ... ... 98,786 10.23 38611 400 48264 5.00
Metro United Bank . ................... 18,756 9.22 8,135 400 10,169 500

As of December 31, 2007, $31.8 million in capital securities issued by MCBI Statutory Trust [ were
included in the Company’s Tier | capital for regulatory purposes and the excess $3.2 mitlion were included
in Tier 2 capital, On March 1, 2005, the Federal Reserve Board adopted final rules that continue to allow
trust preferred securities to be included in Tier 1 capital, subject 1o stricter quantitative and qualitative
limits. The new rule amends the existing limit by providing that restricted core capital elements (including
trust preferred securities and qualifying perpetual preferred stock) can be no more than 25% of core capital,
net of goodwill and associated deferred tax liability. The new quantitative limits will be fully effective
March 31, 2009. The Company has adopted the new quantitative limits for Tier | capital calculation.

MCBI Statutory Trust I holds junior subordinated debentures the Company issued with a 30-year
maturity. The final rules provide that in the last five years before the junior subordinated debentures
mature, the associated capital securities will be excluded from Tier 1 capital and included in Tier 2 capital.
In addition, the capital securities during this five-year period would be amortized out of Tier 2 capital by
one-fifth each year and excluded from Tier 2 capital completely during the year prior to maturity of the
debentures.
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14. 401(k) Profit Sharing Plan

MetroBank has established a defined contributory profit sharing plan pursuant to Internal Revenue
Code Section 401(k) covering substantially all employees (the “MetroBank Plan”). The Plan provides for
pretax employee contributions of up to 100% of annual compensation with annual dollar limit of $20,500,
$15,000 and $14,000 for the years ended December 31, 2007, 2006 and 2005, respectively. The Company
matches each participant’s contributions to the Plan up to 5% of such participant’s salary. The Company
made contributions, before expenses, to the Plan of approximately $649,000, $475,000, and $443,200
during the years ended December 31, 2007, 2006, and 2005, respectively.

Metro United has also established a 401(k) plan (the “Metro United Plan™) that covers substantially all
of its employees. The Metro United Plan provides for pretax employee contributions of up to 15% of
annual compensation, and Metro United matches 50% of each participant’s contributions to the Metro
United Plan up to 6% of such participant’s annual compensation. Metro United made centributions, before
expenses, to the Metro United Plan of approximately $145,000, $27,000 and $6,500 during the years ended
December 31, 2007, 2006 and 2005, respectively.

15. Stock-Based Compeﬁsation

The Company issues stock options to employees under the Company’s 2007 Stock Awards and
Incentive Plan (2007 Plan™) and the Company’s 1998 Stock Incentive Plan (1998 Plan”). The Company
also has an employee stock purchase plan (“Purchase Plan”). The Company adopted the provisions of
Statement of Financial Accounting Standards No. 123R “Share-Based Payments,” (“SFAS No. 123R™) on
January 1, 2006 using the modified prospective transition method. Under this method, prior periods are not
restated. Under SFAS No. 123R, the Company values unvested stock options granted prior to its adoption
of SFAS 123R and expenses these amounts in the income statement over the stock option’s remaining
vesting period. In addition, the fair value of options granted subsequent to adoption of this statement are
expensed ratably over the vesting period.

Prior to January 1, 2006, the Company accounted for awards granted under those plans following the
recognition and measurement principles of Accounting Principles Board Opinion No. 25 “Accounting for
Stock Issued to Employees,” (“APB No. 257), and related interpretations. No compensation cost was
reflected in the income statement for stock options, as all options granted under those plans had an exercise
price equal to the market value of the underlying common stock on the date of the grant,

The Company estimates fair value of stock option awards as of grant date using the Black-Scholes
option valuation model. This model was developed for use in estimating the fair value of traded options
which have no vesting restrictions and are fully transferable. In addition, it requires the input of highly
subjective assumptions including the expected stock price volatility. Because the Company’s employee
stock options awards have characteristics significantly different from those of traded options, and because
changes in the subjective input assumptions can materially affect the fair value estimate, the existing model
does not necessarily provide a reliable single measure of the fair value of employee stock options. The
expected term of the options was derived using the “simplified” method as allowed under the provisions of
the Securities and Exchange Commission’s Staff Accounting Bulletin No. 107. The Company’s option
grants met the “plain vanilla” option definition and did not have sufficient historical option exercise data to
calculate an alternative expected term. Expected stock price volatility is based on historical volatility of the
Company’s stock that covers a period which corresponds to the expected life of the optiens, The risk-free
interest rate for the expected life of the options granted is based on the U.S. Treasury yield in effect as of
the grant date.

The adoption of this statement did not have a material effect on the Company’s financial statements
and, as such, no cumulative effect of change in accounting principle was recorded. For the years ended
December 31, 2007, 2006 and 2005, total stock-based compensation cost recognized in the Company’s
Consolidated Statements of Income was $1.1 million, $359,000, and $145,000, respectively. In 2005, the
Company rewarded the outstanding performance of certain employees by accelerating the vesting of
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certain stock options that were previously granted. There were 301,800 shares accelerated in 2005 which
represented approximately 64% of total outstanding unvested shares as of December 31, 2005.

As required under SFAS No. 123R, the pro forma net income and earnings per share for the years
December 31, 2005 have been presented below to reflect the impact had the Company been required to
recognize compensation cost based on the fair value at the grant date for stock options (in thousands,
except per share amounts):

Year Ended
December 31, 2005

Net income:

ASTEPOIIEd . . .. ... e $10,780

Pro FOIMA . .o o e e $10,538
Stock-based compensation cost, net of income taxes:

AS TEPOIEd . . . oottt it e $ 145

Proforma ... ... e $ 387
Basic earnings per common share:

ASTEPOTIEA . . . L . e e $ 1.00

Pro fOrma . .. e $ 097
Diluted earnings per common share:

AS EEPOTIEd . . oot e e e $ 099

PrOfOrMa . . . e $ 096

Stock Incentive Plans. The Company has two stock incentive plans in effect. Shares of stock may be
issued under both plans from unissued common stock or treasury stock,

The 1998 Plan authorizes the issuance of up to 1,050,000 shares of Common Stock under both “non
qualified” and “incentive” stock options and performance shares of Common Stock. Non-qualified options
and incentive stock options will be granted at no less than the fair market value of the Common Stock and
must be exercised within ten years unless the applicable award agreement specifies a shorter term.
Performance shares are certificates representing the right to acquire shares of Common Stock upon the
satisfaction of performance goals established by the Company. Holders of performance shares have all of
the voting, dividend and other rights of shareholders of the Company, subject to the terms of the award
agreement relating to such shares. If the performance goals are achieved, the performance shares will vest
and may be exchanged for shares of Common Stock. If the performance goals are not achieved, the
performance shares may be forfeited. No performance shares have been awarded under the 1998 Plan since
inception. As of December 31, 2007, there were 10,125 options available for future grant under the 1998
Plan.

The 2007 Plan authorizes the issuance of up to 350,000 shares of Common Stock, and provides for the
granting of incentive stock options, nonqualified stock options, stock appreciation rights, restricted stock
awards, performance awards, phantom stock awards or any combination of the foregoing. No more than
50,000 shares of stock may be subject to options or stock appreciation rights granted under the 2007 Plan
to any one individual during any |2 month period. No more than 20,000 shares of stock may be granted
under the 2007 Plan as a restricted stock award to any one individual during any 12 month period.
Restricted stock may be granted with or without payment except Lo the extent required by law and awards
are subject to performance or service restrictions as determined by the Compensation Committee. The
recipient of restricted stock is entitled to voting rights and dividends on the common stock prior to the
lapsing of the forfeiture restrictions with respect to such stock. As of December 31, 2007, there were
313,610 shares available for future grants under the 2007 Plan.

The Company classifies all share-based awards as equity instruments and recognizes the vesting of the
awards ratably over their respective terms, Compensation expense for each tranche of each award was
separately recognized as if it was a separate award with its own vesting date.
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Stock option awards granted on or prior to December 31, 2007 vest 30% in each of the two years
following the date of the grant and 40% in the third year following the date of the grant and have
contractual terms of up to ten years. For all options granted on or prior to December 31, 2006,
compensation expense is recognized on a straight-line basis, 30% in each of the two years following the
date of the grant and 40% in the third year following the date of the grant. For all options granted on or
after January 1, 2007, compensation expense is recognized on a graded-vesting basis from the grant date
until the vesting date of the respective option.

One third of restricted stock awards granted on or prior to December 31, 2007 vest in equal
increments in each of the three years following the date of the grant. Compensation expense is recognized
on a graded-vesting basis from the grant date until the vesting date of the respective award.

Stock Option Activity. The Company granted stock options to employees under both the 2007 Plan and
the 1998 Plan. There were 138,500, 241,500, and 307,875 options granted during 2007, 2006, and 2005,
respectively. All options are granted at a fixed exercise price. The fair value of stock awards was estimated
at the date of grant using the Black-Scholes option valuation model with the following weighted average
assumptions:

Assumptions 2007 2006 2005
Expected term (in years) ........... . ... . . ... 4.5-6.1 4.55 3.00
Expected stock price volatility ....... ... .. . ... . i, 2393% 2275% 2635%
Expected dividend yield ........ ... . ... ... .. i 080% 0.80% 1.00%
Risk-free inferest rate .. .. ... ..ottt i it 485% 4.94% 441%
Estimated weighted average grant-date fair value per option granted .... $ 6.17 § 491 § 395

A summary of activity for the Company’s stock options as of December 31, 2007 and the changes
during the year then ended is presented below:

Number of Weighted Average Aggregate Intrinsic
Options  Weighted Average Remaining Value
Qutstanding  Exercise Price Contractual Life (in thousands)

Outstanding options at December 31,

2000 ... 817,125 $14.08
Options granted . .................... 138,500 19.82
Options exercised . ................... (8,925 13.99
Options forfeited .. .................. (24,125) 17.64
Qutstanding options at December 31,
2007 .. 922,575 $14.85 5.56 $972,204
Exercisable options at December 31,
2007 L. 553,200 $12.49 496 $972,204

The total intrinsic value of options exercised during the years ended December 31, 2007, 2006, and
2005 was approximately $48,000, $623,000 and $234,000, respectively.

A summary of the status of the Company’s nonvested shares as of December 31, 2007, and changes
during the year then ended, is presented below:

Weighted

Average Grant
w Shares Date Fair Value
Nonvested at December 31,2000 . .. ..ottt i i e e e 350,775 $4.54
Granted ... e e 138,500 6.17
RT3 1= S P (99,225) 4.50
BOrfeited . . ... e e e (20,675) 4.98
Nonvested at December 31, 2007 .. ... .. .. . 369,375 5.14




As of December 31, 2007, compensation cost not yet recognized for unvested share-based awards was
approximately $1.1 million, which is expected to be recognized over a weighted average period of 1.5
years. The total fair value of shares vested during the years ended December 31, 2007, 2006, and 2005 was
$446,000, $109,000, and $1.1 million, respectively.

Restricted Stock Activity. The Company granted restricted stock to employees under the 2007 Plan.
Compensation expense for restricted stock is measured based upon the number of shares granted multiplied
by the difference of the stock price on the grant date less payment required, if any. Such expense is
recognized in the Company’s Consolidated Statement of Income as previously described.

The following 1able summarizes the Company’s restricted stock activity for 2007:

Weighted
Average Grant
Shares Date Fair Value

QOutstanding at December 31,2006 .. .......................... — $ —
Granted . ... 20,100 17.57
Vested ... e — —_
Forfeited ..... ... .. . . . . .. — —
Outstanding at December 31,2007 . ... ........................ 20,100 17.57

As of December 31, 2007, compensation cost not yet recognized for unvested share-based awards was
approximately $256,000, which is expected to be recognized over a weighted average period of 2.5 years.

Cash Flows and Tax Benefits. Prior to the adoption of SFAS No. 123R, the Company presented the
tax savings from tax deductions resulting from the exercise of stock options as an operating cash flow.
SFAS No. 123R requires the Company to reflect the tax savings resulting from tax deductions in excess of
expense reflected in its financial statements as a financing cash flow,

In November 2005, the FASB issued Staff Position No. FAS 123R-3, “Transition Election Related to
Accounting for the Tax Effects of the Share-Based Payment Awards.” The Company has adopted the
transition guidance for the additional paid-in-capital pool (“APIC pool”) in paragraph 81 of SFAS
No. 123R. The prescribed transition method is a detailed method to establish the beginning balance of the
APIC pool related to the tax effects of stock-based compensation, and to determine the subsequent impact
on the APIC pool and Consolidated Statement of Cash Flows of the tax effects of stock-based
compensation awards that are outstanding upon adoption of SFAS No. 123R. The total tax benefit derived
from the windfall associated with the exercise of non-qualified options was approximately $12,000 for the
year ended December 31, 2006. There was no tax benefit realized for the year ended December 31, 2007,

Stock Purchase Plan. The Purchase Plan authorizes the offer and sale of up to 300,000 shares of
Common Stock to employees of the Company and its subsidiaries. The Purchase Plan is implemented
through ten annual offerings. Each year the Board of Directors determines the number of shares that may
be offered under the Purchase Plan; provided that in any one year the offering may not exceed 30,000
shares plus any unsubscribed shares from prior years. In 2005, the Compensation Committee
recommended, and the Board of Directors approved, changes to the Purchase Plan to (1) include employees
of all of the Company’s subsidiaries, rather than employees of MetroBank only, (2) reduce the total value
of shares of Common Stock an employee is allowed to purchase in any calendar year from $25,000 to
$10,000, (3) allow the Board flexibility in determining the date of each offering, (4) increase the discount
on the price per share from 10% to 15%, and (5) modify the payroll deduction period to one year or less.

The offering price per share, subsequent to the changes authorized by the Board of Directors in 20035,
is an amount equal to 85% of the closing price of a share of Commen Stock on the business day
immediately prior to the commencement of such offering. In each offering, an employee may purchase a
number of whole shares of Common Stock with an aggregate value equal to 20% of the employee’s base
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salary, but not in excess of $10,000, divided by the offering price. Pursuant to the Purchase Plan, the
employee pays for the Common Stock either immediately or through a payroll deduction program over a
period of up to one year, at the employee’s option. The first annual offering under the Purchase Plan began
in the second quarter of 1999. As of December 31, 2006, 63,658 shares had been issued under the Purchase
Plan since inception. No new shares were offered in connection with the Purchase Pian in 2006 or 2007.
Information regarding share activity under the Purchase Plan for the year ended December 31, 2007 is as
follows:

Number of Subscribed
Shares Outstanding
Outstanding subscribed shares at December 31,2005 . ..... .. ... ... ..... ... 12,303
Subscribed shares issued . . ... ... ... ... L. {11,701}
Subscribed shares withdrawn fromplan .. ... . ... ... ... . Lo il (599)
Fractional shares adjustment .. . ... ... ... . it i 3)

Outstanding subscribed shares at December 31, 2006 and 2007 ....... ... ........ —

The adoption of SFAS No. 123R resulted in a charge to compensation expense under the Purchase
Plan that was not material.

16. Earnings Per Share

Basic eamnings per share (“EPS”) is computed by dividing net income available to common
shareholders by the weighted-average number of common shares outstanding during the period. Diluted
EPS is computed by dividing net income available to common sharcholders by the weighted-average
number of common shares and potentially dilutive common shares outstanding during the period. Stock
options and restricted stock can be dilutive common shares and are therefore considered in the eamings per
share calculation, if dilutive. Stock options and restricted stock that are antidilutive are excluded from the
earnings per share calculation. Stock options and restricted shares are antidilutive when the exercise price
is higher than the current market price of the Company’s common stock. As of December 31, 2007 and
2006 there were 58,000 and 36,000, respectively, of anmtidilutive common shares comprised of stock
options and restricted stock which were excluded from the diluted shares calculation. The number of
potentially dilutive common shares is determined using the treasury stock method. Earnings per share for
the years ended December 31, 2007, 2006 and 2005 are calculated below (in thousands, except per share
amounts):

Years Ended December 31,
2007 2006 2005
NELINCOME . ..ttt e e $12,175 $13,504 $10,780
Weighted average common sharesin basicEPS ...................... 10,935 10,906 10,812
Effect of dilutive securities .. ................ ... . ... . ... ... 175 206 147
Weighted average common and potentially dilutive common shares used in
diluted EPS .. ... L1100 1L112 10,959
Earnings per common share:
Basic ... e $ 111 $ 124 $ 100
Diluted . ... .. e $ 110 § 122 § 098

17, Off-Balance Sheet Activities

The Company is party to financial instruments with off-balance sheet risk in the normal course of
business to meel the financing needs of its customers. These financial instruments include various
guarantees, commitments to extend credit and standby letters of credit. Additionally, these instruments may
involve, to varying degrees, credit risk in excess of the amount recognized in the consolidated balance

90




sheets. The Company’s maximum exposure to credit loss under such arrangements is represented by the
contractual amount of those instruments. The Company applies the same credit policies and
collateralization guidelines in making commitments and conditional obligations as it does for on-balance
sheet instruments. Off-balance sheet financial instruments include commitments to extend credit and
guarantees under standby and other letters of credit. Unfunded loan commitments including unfunded lines
of credit at December 31, 2007 and 2006 were $315.4 million and $234.5 million, respectively.
Commitments under standby and commercial letters of credit at December 31, 2007 and 2006 were $22.1
million and $17.2 million, respectively. The Company conducts a portion of its operations utilizing leased
premises and equipment under operating leases.

The contractual amount of the Company’s financial instruments with off-balance sheet risk at
December 31, 2007 and 2006 is presented below (in thousands):

2007 2006
Unfunded loan commitments including unfunded lines of credit . .. ... $315,370  $234,501
Standby letters of credit ... ... ... . ... 9,290 7,597
Commercial letters of credit . ........ .. .. . . . 12,853 9,596
Operating J€ases . .. ... ... i e 9,754 9,718
Total financial instruments with off-balance sheetrisk ............. $347,267 $261,412

18. Fair Value of Financial Instruments

SFAS No. 107, Disclosures About Fair Value of Financial Instruments, requires disclosures of
estimated fair values for all financial instruments and the methods and assumptions used by management to
estimate the fair value for each type of financial instrument. SFAS No. 107 excludes certain financial
instruments and all non-financial instruments from its disclosure requirements. The fair value of a financial
instrument is the current amount that would be exchanged between willing parties other than in a forced
liquidation. Fair value is best determined based upon quoted market prices. However, in many instances,
there are no quoted market prices for the Company’s various financial instruments.

In cases where quoted market prices are not available, fair values are based on estimates using present
value or other valuation techniques. Those techniques are significantly affected by the assumptions used,
including the discount rate and estimates of future cash flows. Accordingly, the fair value estimates are not
necessarily indicative of the amounts that could be realized in a current exchange for the instrument. In
addition, certain long-term and other account relationships carry an intangible value that is not included in
the fair value estimates but may be a significant amount.
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The following table summarizes the carrying value and estimated fair values of financial instruments
for the years ended December 31, 2007 and 2006 (in thousands):

As of December 31,
2007 2006
Carrying or Carrying or
Contract Estimated Contract Estimated
Amount Fair Value Amount Fair Value
Financial Assets
Cash and cash equivalents ................. $ 46270 % 46270 $ 151,358 $ 151,358
Investment securities available-for-sale ...... 137,749 137,749 181,544 181,544
Otherinvestments .............covvvveen.. 6,886 6,886 4,931 4,931
Loans held-for-investment, net ............. 1,188,786 1,194,009 875,120 858,807
Accrued interestreceivable .. .............. 6,462 6,462 5,841 5,841
Financial Liabilities
Deposits ........ ... ... .. L.
Transaction acCOunts ... ............v. 545,833 545,245 458,761 458,761
Timedeposits .. ..................... 645,210 651,834 622,903 622,977
Total deposits . .................. 1,191,043 1,197,079 1,081,664 1,081,738
Otherborrowings . ........c..ovviieenn, 99,796 99,490 26,316 26,194
Junior subordinated debentures . ............ 36,083 37,772 36,083 37,119
Accrued interest payable .................. 1,727 1,727 1,822 1,822
Off-balance sheet financial instruments
Unfunded loan commitments, including
unfunded linesof credit ................. 315,370 — 234,501 —
Standby letters of credit ................... 9,290 — 7,597 —
Commercial letters of credit . .............. 12,853 — 9,596 —

The following methodologies and assumptions were used to estimate the fair value of the Company’s
financial instruments as disclosed in the table:

Assets for Which Fair Value Approximates Carrying Value

The fair values of certain financial assets and liabilities carried at cost, including cash and due from
banks, deposits with banks, federal funds sold, due from customers on acceptances and accrued interest
receivable, are considered to approximate their respective carrying values due to their short-term nature
and negligible credit losses.

Investment Securities

Fair values are based upon quoted market prices obtained from an independent pricing service.

Loans

The fair value of loans originated by the Banks is estimated by discounting the expected future cash
flows using a discount rate commensurate with the risks involved. The loan portfolio is segregated into
groups of loans with homogeneous characteristics and expected future cash flows and interest rates
reflecting appropriate credit risk are determined for each group. An estimate of future credit losses based
on historical experience is factored into the discounted cash flow calculation.

Liabilities for Which Fair Value Approximates Carrying Value

SFAS No. 107 requires that the fair value disclosed for transactional deposit liabilities with no stated
maturity (i.e., demand, savings, and money market deposits) be equal to the carrying value. SFAS No. 107
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does not allow for the recognition of the inherent funding value of these instruments. The fair value of
federal funds purchased, borrowed funds, acceptances outstanding, accounts payable and accrued liabilities
are considered to approximate their respective carrying values due to their short-term nature,

Time Deposits

Fair values for fixed-rate time deposits are estimated using a discounted cash flow calculation that
applies interest rates currently being offered on time deposits to a schedule of aggregated expected monthly
maturities on time deposits.

Other Borrowings

The carrying amounts of federal funds purchased, borrowings under repurchase agreements, and other
borrowings maturing within fourteen days approximate their fair values. Fair values of other borrowings
are estimated using discounted cash flow analyses based on the Company’s current incremental borrowing
rates for similar types of borrowing arrangements.

Junior Subordinated Debentures

The fair value of the junior subordinated debentures was estimated by discounting the cash flows
through maturity based on the prevailing market rate.

Commitments to Extend Credit and Letters of Credit

The fair value of such instruments is estimated using fees currently charged for similar arrangements
in the market. The estimated fair values of these instruments are not material as of the reporting dates.

19. Commitments and Contingencies
Litigation

The Company is involved in various litigation that arises in the normal course of business. In the
opinion of management, after consultations with its legal counsel, such litigation is not expected to have
material adverse effect of the Company’s consolidated financial position, result of operations or cash flows.

Leases

The Company leases certain branch premises and equipment under operating leases, which expire
between 2008 through 2017. The Company incurred rental expense of $2.1 million, $1.6 miliion, and $1.0
million, for the years ended December 31, 2007, 2006 and 2005, respectively, under these lease
agreements. Future minimum lease payments at December 31, 2007 due under these lease agreements are
as follows (in thousands):

Year Amount
2008 e e e e $2,071
2000 2,103
2000 2,052
720 1 1,262
7.0 789
Thereafter ... . e e et e e e 1,477

$9.,754
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20. Operating Segment Information

In October 2005, the Company acquired Metro United and continued its operation as a separate
subsidiary. Because the Company operates two community banks in distinct geographical areas, the
Company manages its operations and prepares management reports and other information with a primary
focus on these geographical areas. Since QOctober 2005, performance assessment and resource allocation
are based upon this geographical structure. The operating segment identified as “Other” includes the Parent
and eliminations of transactions between segments. The accounting policies of the individual operating
segments are the same as those of the Company as described in Note 1. Transactions between operating
segments are primarily conducted at fair value, resulting in profits that are eliminated for reporting
consolidated results of operations. Operating segments pay for centrally provided services based upon
estimated or actual usage of those services.

The following is a summary of selected operating segment information as of and for the years ended
December 31, 2007, 2006 and 2005 (in thousands):

As of and for the year ended December 31, 2007

Metro Consolidated
MetroBank United Other Company
INterest INCOME . .. . vttt it e i e anns $ 77567 $24665 3 66 $ 102,298
Interest @XPense . ... ... i e 30,724 12,629 2,039 45,392
Net Interest inCOMeE . .. ...ttt 46,843 12,036  (1,973) 56,906
Provision for loan losses .. .......... ..o, 1,705 1,440 — 3,145
Net interest income after provision for loan losses . . 45,138 10,596  (1,973) 53,761
NONINtErest INCOME . .. .ottt i e 9,196 477  (1,38%) 8,288
Noninterest €Xpense . .........uvrirenvnnrrnrenon, 32,254 9773 908 42,935
Income before income tax provision ............. 22,080 1,300 (4,266) 19,114
Provision for income taxes .. ........covuirnenann .. 7,736 395 (1,192) 6,939
NELINCOME .. o oottt $ 14344 $ 905 $(3.074) $§ 12,175
ASSELS it e e $1,083,536 3$376,218 $§ (48) $1,455,706
Netloans . ...t e 856,837 331,949 — 1,188,786
Goodwill ... — 21,827 — 21,827
DEposits ...t e 909,521 286,891 (5,369) 1,191,043
As of and for the year ended December 31, 2006
Metro Consolidated
MetroBank United Other Company

INterest INCOME . . . .. oottt ettt annns $ 70,840 $ 15771 § 67 § 86,678
Interest BXPEnse ... .ovuiinn i e 23,887 7,504 2,107 33,498
Net Inierest inCoOme . . .. .. ..ottt et innnnss 46,953 8,267 (2,040} 53,180
Provisionforloanlosses ........... ... ... ........ 451 161 — 612
Net interest income after provision for loan losses .. 46,502 8,106  (2,040) 52,568
NORIOETESt INCOME . o vttt v et e nee e anenn 7.724 310 (110) 7,924
NONINtErest EXPENSe . .o\ o v eeein e e e eeaaae e 33.059 5,895 513 39,467
Income before income tax provision ............. 21,167 2,521 (2,663) 21,025
Provision for inCOmMe 1axes ... ..o vven v nrneranenn- 7,373 1,061 913) 7,521
NetINCOME . ..ottt e e et $§ 13,794 S 1460 S$(1,7500 $ 13,504
ASSEES o e e $1.009996 $257,211 § 1,227 $1,268,434
Netloans . ..o i e e e e e 693,538 181,582 — 875,120
Goodwill ... . e — 21,827 — 21,827
DEPOSItS ...t e e 870,394 213,241 (1,971} 1,081,664




As of and for the year ended December 31, 2005

Metro Consolidated
MetroBank United Other Company

INErest iNCOMIE . ... .. ettt o e es $ 55784 % 3303 % 17 § 59,104
Interestexpense ...... .. .. ., . . . . 15,568 1.456 514 17,538

Netinterestincome ... .. ... ... nn. 40,216 1,847 (497) 41,566
Provision forloanlosses ............. ... ... ....... 1,874 62 —_ 1,936

Net interest income after provision for loan losses ... 38,342 1,785 (497) 39,630
NOMIMErest MCOME . . . ..ot e e e e e e 7.936 125 — 8,061
NonInterest BXPeNSE . . ...\ttt a e 30,550 1,150 152 31,852

Income before income tax provision .............. 15,728 760 (649) 15,839
Provision for incometaxes ...............c... ... 4,935 299 (175) 5,059

NetinCome . ...ttt $ 10793 3 461 $ 474 § 10,780
ASBEIS L i $914,748 $212,782 $ 674 §$1,128,204
Netloans . ... i e e 625,825 132,479 — 758,304
Goodwill ... . e — 21,607 — 21,607
Deposits ..o e e 793,451 171,587  (3,288) 961,750
21. Supplemental Statement of Cash Flow Information

Years Ended December 31,
2007 2006 2005
(In thousands)

Cash payments during the year for:

IMLEEESL o ot e et e $45487 $29,637 $17,259

Income taxes .. ... ... e 7,900 5,050 4,550
Noncash investing and financing activities:

Dividends declared notpaid .......... . ... ... ... . ... 432 437 437

Foreclosed assetsacquired . ........ ... ... ... . . ... 1,215 3,167 5,066

Transfer of loans receivable from loans held-for-sale .............. — —_ (1,899)
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22. Parent Company Financial Information

The condensed balance sheets, statements of income and statemenis of cash flow
Bancshares, Inc. (parent only) are presented below:

Condensed Balance Sheets
(In thousands, except share amounts)

s for MetroCorp

As of December 31,
2007 2006
Assets
Cash and due from subsidiary banks . .. ......... .. $ 3967 $ 2,059
Investment in subsIdiary LrUSL ... .. ..o ot i i e 1,083 1,083
Investment in bank subsidiaries .. ... ... e e 148,524 138,375
(13T 1= A 565 1,195
TOtAL ASSELE + v - v e e e e e e e e e e e e e e e e $154,139  $142.712
Liabilities and Shareholders’ Equity
Accrued interest payable ............ e 5 87 § 127
Junior subordinated debentures ... ... . e 36,083 36,083
O1her LEabilIEeS « . o . oottt ettt e re e e e 559 554
Total Habilities . .. oottt e i e e e 36,729 36,764

Shareholders’ equity:
Common stock, $1.00 par value, 50,000,000 shares authorized; 10.994,965 shares issued
and 10,825,837 and 10,946,135 shares outstanding at December 31, 2007 and 2006,

PESPECHIVEY . o e 10,995 10,995
Additional paid-in-capital . ........ ... .. e e 27,386 25,974
Retained SaminEsS . ..« oottt e 82,211 71,783
Other comprehensive loss .. ... .. oo e (786) (2,421
Treasury StOCK, ALCOSL . . ...ttt ittt e e it ee e e (2,396) (383)

Total shareholders” equUity ........ ... oo e 117410 105,948
Total liabilities and shareholders” equity . ... .. .. ... i i $154,139 $142,712
Condensed Statements of Income
(In thousands)

Years Ended December 31,

2007 2006 2005

Income
Interest income on dEPOSTLS . .. ...t e $ 5% 4% 2
Dividends received from subsidiary trust .. ... ... .. i e 61 63 15
Dividends received from bank subsidiaries ............ ... .. ... o 16,747 1,749 6,734
TOtAl IMCOMIE .« & ot et et ettt et e e e et et te e a e ia s 16,813 1,816 6,751
Expenses
Interest expense on junior subordinated debentures . ............. .. ..o oo 2,039 2,108 514
Stock-based COMpPENSation EXPENSE . ... . ..u s n e 1,050 359 145
OHRET @XPEINSES .o i vttt vve s e a e et e 1,235 257 —
TOMAl EXPEISES . . .o o ottt e e e 4324 2724 659
[ncome before taxes and equity in undistributed net income (loss) of subsidiaries ........ 12,489 (908} 6,092
Income tax Benefil . .. ..ottt e 1,192 913 175
Income before equity in undistributed net income of subsidiaries ..................... 13,681 5 6,267
(Distributions in excess of net income) equity in undistributed net income of

SUBSIAIATIES .+ . oo v et ettt et et et e e (1,506) 13,499 4,513
L= O 1Tt e 1= $12,175 $13,504 $10,780




Condensed Statements of Cash Flows
(In thousands)

Years Ended December 31,

2007 2006 2005
Cash flow from operating activities:
Net inCOmME . ... e e $12,175 $ 13,504 $ 10,780
Stock-based compensation €Xpense ...t ... 953 359 145
Distributions in excess of earnings (equity in undistributed earnings
af subsidiagies) .. ..... ... ... it e 1,506 (13499 (4.513)
Decrease (increase) inotherassets . ...............c.0.oon.... 630 (962) 3)
Decrease in other liabilities .............. ... ............... (30) (193) (68)
Net cash provided by (used in) operating activities ... ....... 15,234 (791) 6,341
Cash flow from investment activities:
Investment in bank subsidiaries ............. .. .............. (10,020) — (39,425)
Investment in subsidiary trust ... ...... ... ... .. ... ... ..o — — (1,083)
Net cash used in investing activities ., ., ... ............... {10,020) — {40,508)
Cash flow from financing activities:
Proceeds from issuance junior subordinated debentures ........ .. — — 36,083
Proceeds from issuance of commonstock ..................... — —_ 220
Re-issua\nce of treasury stock . ...... ... i 827 1,227 586
Repurchase of commonstock ..................... ... ...... (2,381) —_ —
Dividends .. ... .. e (1,752 (1,748 (L, 72D)
) Net cash provided by (used in) financing activities .......... (3.306) (517) 35,162
Net increase {decrease) in cash and cash equivalents ................ 1,908 (1,308) 995
Cash and cash equivalents at beginning of year . .................... 2,059 3,367 2,372
Cash and cash equivalents atendof year .......................... $ 3967 $ 2,059 3 3,367
Dividends declared butnotpaid ................ . ... ..., $ 432 § 437 § 437

23. Related Party Transactions

In the ordinary course of business, the Company enters into transactions with its and the Banks’
executive officers, directors and their affiliates. It is the Company’s policy that all transactions with these
parties are on the same terms, including interest rates and collateral requirements on loans, as those
prevailing at the same time for comparable transactions with unrelated parties. At December 31, 2007 and
2006, certain of these officers and directors and their affiliated companies were indebted to the Company in
the aggregate amount of approximately $158,000 and $827,000 respectively.

The following is an analysis of activity for the years ended December 31, 2007 and 2006 for such
amounts (in thousands):

2007 2006

Balance at January 1, ... ... .. e $827 3758

Newloans and advances . ......... .. ettt i, 150 827

RePaymMents . . .. ... e @) (758)
Other D e (B15) —

Balance at December 31, ... ... .0t $158 §827

) Other represents the elimination of indebtedness of directors and their affiliates who no longer served
on the Board of Directors at December 31, 2007,

In addition, as of December 31, 2007 and 2006, the Company held demand and other deposits for
related parties of approximately $4.4 million and $4.5 million, respectively.
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New Era Life Insurance Company (New Era) was the agency used by MetroBank for the insurance
coverage it provides to employees and their dependents. The Company, however, discontinued using New
Era in July, 2007. The insurance coverage consisted of medical and dental insurance. The Company’s
Chairman is a principal shareholder and the Chairman of the Board of New Era. MetroBank paid New Era
$1.1 million and $1.7 million for such insurance coverage for the years ended December 31, 2007 and
2006, respectively.

In addition to the insurance transactions, MetroBank had seven commercial real estate loan
participations with New Era as of December 31, 2007, and six as of December 31, 2006. These loans were
originated by and are being serviced by MetroBank, All seven loans are contractually current on their
payments. The following is an analysis of these loans as of December 31, 2007 and 2006 (in thousands):

2007 2006
Grossbalance ... .. ... . . e $ 57449 § 38,376
Less: participation portion soldtoNew Era . ........... ... .. (19,847y  (12,753)
Net balance outstanding .. .. ... ...ttt $37602 $ 25623

The loans have interest rates which float with the prime rate and mature between March 2008 and
February 2017. The percent of the participation portions sold to New Era varies from 16.00% to 50.00%.

Gaumnitz, Inc. owns the building in which the Company’s corporate headquarters and MetroBank's
Bellaire branch are located and has entered into lease agreements for these locations with the Company and
MetroBank. The Chairman of the Board and the controlling shareholder of Gaumnitz, Inc. was a director of
the Company, until his death on February 4, 2008. The lease agreements covering the different areas
comprising the Company’s headquarters have lease commencement dates ranging from June 2003 to
March 2006, at a total rent of $42,000 per month, and the expiration dates ranging from December 2010 to
May 2013. The lease agreement for MetroBank’s Bellaire branch commenced on December 29, 2003 at a
total rent of $11,000 per month and expires in December 2011. For these respective lease agreements, the
Company paid Gaumnitz, Inc. $640,000 and $630,000 during the years ended December 31, 2007 and
2006, respectively.
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METROCORP BANCSHARES, INC.

9600 Bellaire Boulevard, Suite 252
Houston, Texas 77036

NOTICE OF 2008 ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON FRIDAY, MAY 9, 2008

Shareholders of MetroCorp Bancshares, Inc.:

The 2008 Annual Meeting of Shareholders (the “Meeting™) of MetroCorp Bancshares, Inc. (the “Company™}
will be held at the Company’s principal executive offices at 9600 Bellaire Boulevard, Suite 252, Houston, Texas
77036, on Friday, May 9, 2008, beginning at 10:00 a.m., local time, for the following purposes:

1. To elect four directors of Class I and one director of Class II to serve until the Company’s 2011 and
2009 annual meeting of shareholders, respectively, and each until their successors are duly elected and
qualified or until their earlier resignation or removal;

2. To consider and act upon a proposal to ratify the appointment of PricewaterhouseCoopers LLP as the
independent registered public accounting firm of the Company for the year ending December 31, 2008,
and

3. To transact such other business as may properly come before the Meeting or any adjournment thereof.

The close of business on March 14, 2008 has been fixed as the record date for the determination of
shareholders entitled to notice of and to vote at the Meeting or any adjournments thereof. A list of shareholders
entitled to vote at the Meeting will be available for inspection by any shareholder at the offices of the Company
during ordinary business hours for a period of at least ten days prior to the Meeting.

You are cordially invited and urged to attend the Meeting. If you attend the Meeting, you may vote in
person, regardless of whether you have given your proxy.

By order of the Board of Directors,

///7/“

Don J. WANG
Chairman of the Board

Houston, Texas
April 7, 2008

YOUR VOTE IS IMPORTANT.

To ensure your representation at the Meeting, please complete, date, and sign the enclosed proxy and
return it in the accompanying envelope at your earliest convenience, regardless of whether you plan to
attend the Meeting. No additional postage is necessary if the proxy is mailed in the United States. The
proxy is revocable at any time before it is voted at the Meeting,




METROCORP BANCSHARES, INC.
9600 Bellaire Boulevard, Suite 252
Houston, Texas 77036

PROXY STATEMENT
FOR
2008 ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON FRIDAY, MAY 9, 2008

This Proxy Statement is being furnished in connection with the solicitation of proxies by the Board of
Directors of MetroCorp Bancshares, Inc. (the “Company™) for use at the 2008 Annual Meeting of Shareholders
of the Company to be held at the Company’s principal executive offices at 9600 Bellaire Boulevard, Suite 252,
Houston, Texas 77036, on Friday, May 9, 2008, beginning at 10:00 a.m., local time, and any adjournment thereof
(the “Meeting”) for the purposes set forth in this Proxy Statement and the accompanying Notice of 2008 Annual
Meeting of Shareholders (“Notice of Meeting™). This Proxy Statement, the Notice of Meeting and the enclosed
proxy will first be sent to shareholders on or about April 7, 2008.

SOLICITATION, REVOCABILITY AND VOTING OF PROXIES

Voting of Proxies

Shares of the Company’s common stock, $1.00 par value (“Common Stock™), represented at the Meeting by
an executed and unrevoked proxy in the form enclosed will be voted in accordance with the instructions
contained therein. If no instructions are given on an executed and returned form of proxy, the proxies intend to
vote the shares represented thereby in favor of each of the proposals to be presented to and voted upon by the
shareholders as set forth herein.

The Board of Directors knows of no other matters to be presented at the Meeting. If any other matter should
be presented at the Meeting upon which a vote may be properly taken, shares represented by an executed and
unrevoked proxy received by the Board of Directors may be voted with respect thereto in accordance with the
judgment of the proxies. The proxy also confers on the proxies the discretionary authority to vote with respect to
any matter presented at the Meeting for which advance notice was not received by the Company in accordance
with the Company’s Amended and Restated Bylaws.

Revocability of Proxies

Any proxy given by a record shareholder may be revoked by such shareholder at any time before it is
exercised by:

+ submitting to the Secretary of the Company a duly executed proxy bearing a later date;
» delivering to the Secretary of the Company a written notice of revocation; or
» attending the Meeting and voting in person.
All written notices of revocation and other communications with respect to revocation or proxies should be
sent to: MetroCorp Bancshares, Inc., 9600 Bellaire Boulevard, Suite 252, Houston, Texas 77036, Attention:

Corporate Secretary. Any shareholder who holds shares in street name with a bank or broker must contact that
bank or broker to revoke his or her proxy.

Solicitation of Proxies

This proxy solicitation is made by the Board of Directors of the Company and the cost of this solicitation of
proxies is being borne by the Company. Solicitations will be made only by the use of the mail, except that, if
deemed desirable, officers and regular employees of the Company may solicit proxies by telephone, telegraph or




personal calls, without being paid additional compensation for such services. The Company will reimburse
brokerage houses, custodians, nominees and fiduciaries for their reasonable expenses incurred in connection with
forwarding the proxy materials to the beneficial owners of the Company’s Common Stock.

Annual Report

The Company’s Annual Report to Shareholders, including consolidated financial statements, for the year
ended December 31, 2007, as filed with the Securities and Exchange Commission, accompanies but does not
constitute part of this Proxy Statement.

VOTING SHARES AND VOTING RIGHTS

Only holders of record of Common Stock at the close of business on March 14, 2008 (the “Record Date™)
are entitled to notice of and to vote at the Meeting and any adjournments or postponements thereof. As of
March 14, 2008, there were 10,846,011 shares of Common Stock outstanding, which is the only outstanding class
of voting securities of the Company. A majority of the outstanding shares of Common Stock must be represented
at the Meeting in person or by proxy in order to constitute a quorum for the transaction of business. Abstentions
and shares held of record by a broker or nominee that are voted on any matter are included in determining
whether a quorum exists. Each holder of Common Stock shall have one vote for each share of Common Stock
registered, on the Record Date, in such holder’s name on the books of the Company.

Directors will be elected by a plurality of the votes cast in person or by proxy at the Meeting. Accordingly,
the four Class I nominees and the one Class 1I nominee receiving the highest number of votes cast by the holders
of Common Stock will be elected. There will be no cumulative voting in the election of directors. A broker
non-vote or a withholding of authority to vote with respect to one or more nominees for director will not have the
effect of a vote against such nominee or nominees. A broker non-vote occurs when a broker or other nominee of
shares does not have discretionary authority to vote the shares and has not received voting instructions from its
customer with respect to a particular matter.

The affirmative vote of the holders of a majority of the outstanding shares of Common Stock represented at
the Meeting is required to ratify the appointment of the independent registered public accounting firm. Any
abstentions will have the effect of a vote against this matter. However, broker non-votes will be deemed shares
not present to vote on this matter and will not count as votes for or against this proposal and will not be included
in calculating the number of votes necessary for approval of this matter.

ITEM 1.
ELECTION OF DIRECTORS

Election Procedures; Term of Office

The Board of Directors has established the size of the Board of Directors at thirteen members; however, due
to the death of Tiong Ang, a Class III director, on February 4, 2008 the Board of Directors currently consists of
twelve directors. The Governance and Nominating Committee has commenced a search for a replacement to fill
the vacancy. In accordance with the Company’s Amended and Restated Bylaws, members of the Board of
Directors are divided into three classes, Class 1, Class 1I and Class III. The members of each class are elected for
a term of office to expire at the third succeeding annual meeting of shareholders following their election. The
term of office of the current Class 1 directors expires at the Meeting. The terms of the current Class 1T and Class
I directors expire at the annual meeting of shareholders in 2009 and 2010, respectively.
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The Governance and Nominating Committee has recommended to the Board of Directors and the Board of
Directors has approved the nomination of Helen Chen, Shirley Clayton, George M. Lee and David Tai to fill four
of the expiring Class 1 director positions. Each of these nominees currently serves as a Class I director. In
addition, the Governance and Nominating Committee has recommended to the Board of Directors, and the Board
of Directors has approved the nomination of Robert W. Hsueh, who currently serves as a Class 1 director and
whose term expires at the Meeting, as a Class 11 director. If elected at the Meeting, the four Class [ nominees will
serve until the annual meeting of shareholders in 201) and the one Class II nominee will serve until the annual
meeting of shareholders in 2009. Accordingly, if the four nominees for Class I director and one nominee for
Class II director are elected at the Meeting, the composition of the Board of Directors will be four Class I
directors, five Class H directors and three Class III directors.

The four Class I nominees and the one Class II nominee receiving the affirmative vote of the holders of a
plurality of the shares of Common Stock represented at the Meeting will be elected. Unless the authority to vote
for the election of directors is withheld as to one or more of the nominees, all shares of Common Stock
represented by proxy will be voted FOR the election of the nominees. If the authority to vote for the election of
directors is withheld as to one or more but not all of the nominees, all shares of Common Stock represented by
any such proxy will be voted FOR the election of the nominee or nominees, as the case may be, as to whom such
authority is not withheld.

If a nominee becomes unavailable to serve as a director for any reason before the election, the shares
represented by proxy will be voted for such other person, if any, as may be designated by the Board of Directors.
The Board of Directors has no reason to believe that any nominee will be unavailable to serve as a director. All
of the nominees have consented to being named herein and to serve if elected.

Any director vacancy occurring after the election may be filled only by a majority of the remaining
directors, even if less than a quorum of the Board of Directors. A director elected to fill a vacancy will be elected
for the unexpired portion of the term of his predecessor in office.

Neminees for Election

The following table sets forth the name, age and positions with the Company and its wholly owned
subsidiaries, MetroBank, N.A. (“MetroBank”) and Metro United Bank (“Metro United”), of each nominee for
election as a director of the Company:

Name Age Positions with the Company, MetroBank and Metro United

HelenChen .............. 60  Class I Director of the Company; Director of MetroBank

Shirley Clayton ........... 70  Class 1 Director of the Company; Director of MetroBank; Director of
Metro United

Robert W.Hsueh .......... 57 Class II Director Nominee, Class I Director of the Company; Director of
MetroBank

George M. Lee ........... 58 Class I Director, Executive Vice Chairman, President and Chief Executive

Officer of the Company; Director, Executive Vice Chairman and Chief
Executive Officer of MetroBank; Director and Chairman of the Board of
Metro United

DavidTai ............... 56 Class I Director and Executive Vice President of the Company; Director
of MetroBank; Director of Metro United

Helen F. Chen. Ms. Chen is a Class I director of the Company and was elected as a member of the Board of
Directors of MetroBank in 1989. She is the President of Metro Investment Group, [nc., an investment company
that holds shares of Common Stock of the Company as its principal asset. She has served as the President of the
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Houston Chinese Schools Association and served as Chairman of the Board of the Houston Northwest Chinese
School for many years. A member of various civic organizations in Houston, Ms. Chen focuses her efforts in the
Chinese community. Ms. Chen is the sister of Don J, Wang.

Shirley L. Clayton. Ms. Clayton was appointed as a Class [ director of the Company and a director of
MetroBank in April 2004 and serves as a member of the Company’s Audit Committee. She was appointed as a
director of Metro United in October 2005. She retired as the President and CEO of Abmaxis Inc., a subsidiary of
Merck & Co. From 2000 to 2003, she was the Chief Financial Officer of CBYON Inc., a surgical instrument
company. Prior to joining CBYON, she was a co-founder, President and Chief Financial Officer of Raven
Biotechnologies. She has been President, CEQ or CFO of several technology companies, including Protein
Design Labs and Genentech. From 1976 to 1981, she was with the Bank of America where she served in both
lending and operations, including Head of Corporate Banking in Mountain View, California and Assistant
Branch Manager. Ms. Clayton received a Masters of Business Administration degree from the Stanford Business
School and a Bachelor of Arts from Smith College.

Robert-W. Hsueh. Mr. Hsueh was appointed as a Class I director of the Company and a director of
MetroBank in June 2007. He has been practicing International and Immigration Law in the Dallas area for the
past 27 years and is currently the Managing Partner at the Law Offices of Robert Hsueh. Mr. Hsueh is currently
an Arbitrator to the China International Economic and Trade Arbitration Commission, a member of the Board of
Directors of the DFW International Airport, the Dallas Museum of Art, and the World Affairs Council of Greater
Dallas, a member of U.S. Senators John Cornyn’s and Kay Bailey Hutchison’s Federal Judiciary Evaluation
Committee, Chairman for the Dallas-China Partnership, the Hong Kong Association of Northern Texas, founding
Chairman of the Greater Dallas Asian American Chamber 0 Commerce. Formerly, Mr. Hsueh has served as a
Board member for the Texas Department of Economic Development Board and the State of Texas International
Trade commission. He received a Bachelor of Law from the Soochow University and a Doctor of Jurisprudence
degree from the Southern Methodist University School of Law.,

George M. Lee. Mr. Lee was named President and Chief Executive Officer of the Company and Chief
Executive Officer of MetroBank in July 2004 and Chairman of Metro United in October 2005. He has served as a
Class 1 director of the Company ard a director of MetroBank since March 1999 and was elected to serve as
Executive Vice Chairman of the Board of the Company in September 2003, Prior to that, Mr. Lee served as the
President and Chief Executive Officer of Erimos Pharmaceuticat (formerly BioCure Medical LLC), a joint
venture between a private investment group and Johns Hopkins University. Its mission is to develop and
commercialize a series of patented cancer drugs that have very low toxicity. From 1997 through 2000, Mr. Lee
was an investor and an active executive team member of Higher Dimensions Medical, a cutting edge high tech
company involved with the development and manufacturing of puncture-proof material. Prior to this, from 1987
t0 1997, he served as the Chief Operating Officer and President at different publicly-traded companies, including
Hanover Direct in New York and Fingerhut Companies in Minnesota. His areas of responsibility included
strategic planning and new business acquisitions. Mr. Lee received a Bachelor of Science in Econometrics from
the University of Wisconsin and a Masters of Business Administration from Minnesota State University.
Mr. George Lee is not related to Mr, John Lee,

David Tai. Mr. Tai is a Class I director of the Company, an organizing director of MetroBank and was
appointed as a member of the Board of Directors of Metro United in October 2005. Mr. Tai is the Executive Vice
President and Secretary of the Company and the President and Vice Chairman of the Board of MetroBank.
Mr. Tai is a leader in the Asian-American community through his active involvement in several organizations,
He has served as the President of the Taiwanese Chamber of Commerce of Greater Houston and is the Executive
Advisor of the Taiwanese Chamber of Commerce of North America, an organization that has members in 25
cities across the United States, Canada and Mexico. He is also active in the World Taiwanese Chamber of
Commerce and serves as its Executive Consular. In 1999, Mr. Tai was appointed as a director of the State Bar of
Texas Chief Disciplinary Council’s Houston Region Grievance Council. He received a Bachelor of Business
Administration degree from Fu-Jen Catholic University in Taiwan in 1974 and a Masters in Business
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Administration degree from Murray State University in 1977. He is also a 2004 graduate of the ABA Stonier
School of Banking at Georgetown University. Mr. Tai is a member of the Asian Realtors Association, the Asian
Chamber of Commerce and the United Way. He is a Counselor at the Taiwanese Cultural Center. Mr. Tai is the
President of the Fu-Jen Worldwide Alumni Association and the Director of the Fu-Jen University Foundation. He
also serves as the Chairman of the Chopin's Comer Foundation since 2006. Mr. Tai is the brother-in-law of
Mr. John Lee.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE ELECTION OF EACH OF
THE NOMINEES LISTED ABOVE FOR ELECTION TO THE BOARD OF DIRECTORS.




CONTINUING DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth certain information with respect to the Company’s Class II and Class III
directors, whose terms of office do not expire at the Meeting, and certain officers of the Company, MetroBank
and Metro United:

Positions with the Company,

Name ﬁ\E MetroBank and Metro United
Directors:
Krishnan Balasubramanian ................... 65  Class III Director of the Company;

Director of MetroBank
MayP.Chu............. .. ...l 60 Class II Director of the Company;

Director of MetroBank; Director of Metro United
JohnLlee ........... .. i 64  Class II Director of the Company;

Director of MetroBank
Edward A.Monto . ........ ..., 67 Class II Director of the Company;

Director of MetroBank
CharlesRoff .......... ... .. ..o i il 46  Class III Director of the Company;

Director of MetroBank
JoeTing ... i 55 Class III Director of the Company;

Director of MetroBank
DonWang ........... i, 63 Class II Director and Chairman of the Board of the

Company; Director and Chairman of MetroBank
Executive officers who are not also directors:

DavidChoi ........... ... ..t 50 Executive Vice President and Chief Financial Officer
of the Company and MetroBank

Mitchell W. Kitayama ....................... 51 Executive Vice President of the Company;
Chief Executive Officer and Vice Chairman of Metro
United

Terrance J. Tangen . ......................... 60  Chief Credit Officer and Executive Vice President of
MetroBank

Directors

Krishnan Balasubramanian. Mr. Balasubramanian was elected by the Board of Directors as a Class HI
director of the Company in November 2007 and elected to the Board of Directors of MetroBank in Fehruary
2008. Ms. Balasubramanian retired from Texas Instruments in 2006 after thirty-seven years of service. From
2001-2006, he was the President and Chairman of the Board of Texas Instruments, Japan, a position in which he
was responsible for executive management supervision regulator matters and technological operations. Prior to
2001, Mr. Balasubramanian held various senior positions at Texas Instruments. Mr. Balasubramanian holds a
Masters Degree in Electrical Engineering from the University of Rhode Island. He is currently involved in
various charitable organizations.

May P. Chu. Ms. Chu is a Class II director of the Company and an organizing director of MetroBank.
Ms. Chu serves on the Company’s Compensation Committee and is Chair of the Audit Committee. Additionally,
Ms. Chu was appointed as a director of Metro United in January 2007. She is the founder of Signet Consulting, a
bank management consulting firm specializing in regulatory issues and has served as its President for more than
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twenty years. She received a Bachelors of Arts degree in Physics from the University of California at Berkeley
and a Ph.DD. in Economics from Case Western Reserve University, Ms. Chu was employed at Texas Commerce
Bank and Texas Commerce Bancshares, Inc. for more than five years, first in the Economics Division and
subsequently in Mergers/Acquisitions.

John Lee. Mr. Lee is a Class 11 director of the Company and was an organizing director of MetroBank. He is
Executive Vice President of Alpha Seafood Enterprises, Inc. and serves as the Treasurer, Director and co-founder
of United Oriental Capital Corporation, a Specialized Small Business Investment Company. For six years,
Mr. Lee served as President and manager for numerous motels in the Houston area. Mr. Lee received a Bachelor
of Arts degree in Agricultural Economics from National Chung Hsing University. He is a member of the
Taiwanese Charaber of Commerce of North America. Mr. Lee is the brother-in-law of Mr. David Tai. Mr. Lee is
not related to Mr. George Lee.

Edward A. Monto. Mr. Monto was elected a Class II director of the Company in 2004 and has been a
director of MetroBank since 2001. Mr. Monto serves as Chair of the Compensation Committee and as a member
of the Governance and Nominating Committee as well as the Audit Committee. Mr. Monto is & private investor
and is President of the Board of Harris County Municipal Utility District #191. From 1997 to 2000, Mr. Monto
was President and Chief Operating Officer of Reliant Energy International and from 1970 to 1996 held senior
positions in marketing and business development of various oil and energy companies in the United States and
abroad. He has served on the Boards of various charitable, civic and educational institutions as well as serving as
Chairman of the Advisory Committee of the U.S. Export-Import Bank of the United States during 2002 and
2003. He received a Bachelor of Business Administration degree from the University of Miami.

Charles L. Roff. Mr. Roff was elected as a Class Il director of the Company in 2004 and has been a director
of MetroBank since 2001 and serves as a member of MetroBank’s Asset and Liability Committee and the
Governance and Nominating Committee. Mr. Roff is the Vice President of Roff Resources LLC, a private
investment firm and has served in that capacity since 1998. From 1995 to 1998, Mr. Roff was Vice Chairman and
Director of PetroUnited Terminals, Inc., a bulk liquid storage services company. Mr. Roff received his law
degree from the University of Texas School of Law in 1987 and while there, was the Scholarly Publications
Editor of the Texas International Law Journal. Mr. Roff also was awarded a Bachelor of Arts degree from
Wesleyan University in 1983, with high honors. He is actively involved in various charitable and civic
organizations.

Joe Ting. Mr. Ting is a Class III director of the Company and has served as a director of MetroBank since
1989. He was elected as Vice Chairman of MetroBank’s Board of Directors in 1999. Mr. Ting serves as a
member of the Company’s Compensation Committee and is the Chair of the Governance and Nominating
Committee. He has been the President of West Plaza Management, Inc., a real estate investment company, for
more than ten years, and serves on the Board of Directors of the Houston Convention Center Hotel Corporation.
Mr. Ting has extensive knowledge in the plastic manufacturing industry and real estate investing. He received a
Masters in Business Administration from the Florida Institute of Technology.

Don J. Wang. Mr. Wang is a Class II director of the Company and an organizing director of MetroBank.
Mr. Wang serves as Chairman of the Board of the Company and MetroBank. He has also served as Chairman of
the Board of New Era Life Insurance Company since 1989. He also serves as a Board member of the Greater
Houston Partnership since 1991 and served on the Supervisory Board of Directors of the World Trade Division
and serves on the Advisory Board of Directors of Greater Houston Convention and Visitors Bureau. Mr. Wang is
Chairman of the Board of the Chinese Senior Estate—HUD Senior Housing Project. He has served on the Boards
of Directors of Harris County Hospital District and served on the Advisory Board Committee of the Ex-Im Bank
of the U.S. in Washington, D.C. Mr. Wang has a history of community leadership in Houston. He has actively
participated in the promotion of Asian businesses and has played a principal role in relationship building between
the Asian and non- Asian communities in and around Houston. He held the position of President of the Chambers
of Commerce of North America from 1991 10 1992 and has served as a board member of the Houston Asian
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Chamber of Commerce. He has received many awards for his work in community relations. He received a
Bachelors of Science degree from National Chung Hsing University and a Masters in Science degree from Utah
State University. Mr. Wang is the brother of Ms. Helen F. Chen.

Executive Officers Who Are Not Also Directors

David C. Choi. Mr. Choi was named Executive Vice President and Chief Financial Officer of the Company
and the Bank in November 2004. Mr. Choi joined the Company with over 20 years experience in finance,
banking and manufacturing. Prior to joining the Company, Mr, Choi served as Vice President and Chief
Financial Officer of TECO-Westinghouse Motor Company in Round Rock, Texas, where he was responsible for
all financial and administrative operations since 2000. From 1988 to 1999, Mr. Choi held different positions at JP
Morgan Chase Bank in Houston. He was Senior Client Manager and Vice President of International Banking
since 1995, having previously served as Vice President and Trust Officer of Corporate Trust for Chase. Mr. Choi
holds a Bachelor of Science in Economics and Business Administration from the University of Wisconsin, and a
Master of Business Administration, with a concentration in Finance, from Michigan State University.

Miichell W. Kitayama. Mr. Kitayama was named Executive Vice President of the Company in July of 2005
and Chief Executive Officer of Metro United in October 2005. Mr. Kitayama has over 24 years of experience in
the financial services industry, serving as Treasurer at First American Bank, SSB, Bryan, Texas; CorEast Savings
Bank, Richmond, Virginia; Goldome Realty Credit Corp., Buffalo, New York and First Federal Savings & Loan,
Austin, Texas. From 1997 to 2005, Mr. Kitayama served as Senior Vice President and Treasurer with East West
Bank in San Marino, California. Mr. Kitayama received his Masters of Business Administration and his Bachelor
of Arts degrees from Baylor University.

Terrance J. Tangen. Mr. Tangen was named Executive Vice President and Chief Credit Officer of
MetroBank in October 2001. Mr. Tangen has over 30 years experience in bank lending and credit. Prior to
joining MetroBank, he served as a Senior Vice President and Credit Officer for Bank One. Mr. Tangen joined
Bank One in 1997 as a Credit Approval Officer responsible for reviewing and approving corporate, commercial
and energy loans. Prior to joining Bank One, Mr. Tangen served as Loan Supervisor for Wells Fargo Bank in
Houston responsible for commercial and energy credit approval. He began his career in Denver in 1974 as a
credit analyst. After 15 years as a lender, manager and Vice President of Credit Administration for two banks in
that market, he moved to First Interstate Bank in Houston as a Senior Vice President and Manager of Credit
Review. In 1992, he became the Senior Credit Officer for their south Texas market. He continued in that capacity
through that bank’s merger with Wells Fargo in 1996. Mr. Tangen earned his Bachelor degree from the
Minnesota State University — Moorhead and a Masters of Business Administration from the University of
Colorado. He is also a graduate of the Pacific Coast Banking School in Seattle. Mr. Tangen is a Past President
and member of the board of the Texas Chapter of RMA — The Risk Management Association.

Each executive officer of the Company is elected by the Board of Directors of the Company and holds
office until his or her successor is duly elected and qualified or until his or her earlier death, resignation or
removal.

DIRECTOR COMPENSATION

For 2007, directors of the Company did not receive a fee for attending Board of Directors meetings.
However, members of the committees of the Company's Board of Directors did receive a fee for meeting
attendance. The members of the Audit Committee, the Compensation Committee and the Governance and
Nominating Committee received a fee of $500 for each meeting atiended. The same fees are paid for meetings
attended by video or tele-conference. In addition, the Audit Commitiee Chair is paid a $10,000 annual retainer
and the Compensation Committee Chair and the Governance and Nominating Committee Chair are each paid a
$5,000 annual retainer in consideration of the work load experienced by the committee chairs due to greater
scrutiny being placed on corporate governance.




Each director of the Company also serves as a director of MetroBank. In 2007, the Board of Directors of
MetroBank held eight meetings. For 2007, non-employee directors of MetroBank received a fee of $1,000 for
each meeting of MetroBank’s Board of Directors attended and a fee of $500 for each MetroBank committee
meeting attended.

Shirley L. Clayton and May P. Chu also serve as non-employee directors of Metro United. In 2007, the
Board of Directors of Metro United held seven meetings. For 2007, non-employee directors of Metro United
received a fee of $1,000 for each meeting attended and a fee of $500 for each Loan Committee meeting of Metro
United attended. Additionally, the Chair of the Loan Committee is paid a $5,000 annual retainer and the Vice
Chair is paid a $2,500 annual retainer.

Any director of MetroBank or Metro United who lives out of town from where a Board of Directors meeting
is held receives reimbursement of his or her travel expenses to attend such meetings.

The foliowing table contains information concerning the compensation of the directors of the Company for
the fiscal year ended December 31, 2007. Although certain of the named executive officers of the Company are
also directors of the Company, MetroBank and/or Metro United, such officers do not receive a fee for their
service on such Board(s).

Director Compensation For The Fiscal Year Ended December 31, 2007

Fees Earned or Paid in

Name Cash Total
Krishnan Balasubramanian® . ..................... $ — 5 —
Tiong Lol Ang® .. .. e — —
Helen F.Chen ... .. vt ci e 8,000 3,000
TommyF.Chen® .. ... ... .. ... ... .. .. ... 29,000 29,000
May P.Chu® .. i 34,000 34,000
Shirley L. Clayton®® ... ....... ... ..o i, 50,500 50,500
Robert W.Hsueh .. ............. coiiiiviinnnan.. 3,000 3,000
JohnLee ... . i i e i e e, 8,000 8,000
Edward A. Monto® . . .. ... ... i 46,600 46,600
John Peterson, Jr.0 . .o oo 6,500 6,500
Chartes Roff ... .. . i 20,500 20,500
Joe Ting® .. . e 45,000 45,000
DonJ Wang® ... ... .. ... . i 110,000 110,000
Daniel B. Wright!!® . ... ... ... o 2,000 2,000

(1) Mr. Balasubramanian was elected to the Board of Directors effective November 27, 2007,
(2) Mr. Ang passed away on February 4, 2008.
(3) Mr. Chen resigned from the Board of Directors effective October 1, 2007.

{4) Includes a $10,000 retainer fee for service as Chair of the Audit Committee and $5,000 in fees for service as
a director of Metro United.

(5) Includes $35,500 in fees for service as a director of Mectro United.

(6) Includes a $5,000 retainer fee for service as Chair of the Compensation Committee.

(7) Mr. Peterson retired from the Board of Directors effective May 4, 2007.

(8) Includes a $5,000 retainer fee for service as Chair of the Governance and Nominating Committee.
(9) Represents Mr. Wang’s annual salary as Chairman of the Board of Directors.

(10) Mr, Wright resigned from the Board of Directors effective March 14, 2007,
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CORPORATE GOVERNANCE

Meetings of the Board of Directors

The Board of Directors of the Company held nine meetings during 2007, During 2007, ro incumbent director
attended less than 75% of the aggregate of the (1) total number of meetings of the Board of Directors held during
the pertod which he or she was a director and (2) total number of meetings held by committees on which such
director served held during the period which he or she served as a member of such committee. Additionally, the
Company encourages its directors to attend the Company’s annual meeting of shareholders. Eight members of the
Company’s Board of Directors attended the Company’s 2007 annual meeting of shareholders held on May 4, 2007.

Committees of the Board

The Company’s Board of Directors has three committees, the Audit Committee, the Compensation
Committee, and the Governance and Nominating Committee, each of which is described below:

Audit Committee. The primary purpose of the Audit Committee is to provide independent and objective
oversight with respect to the Company’s financial reports and other financial information provided to
sharcholders and others, the Company’s internal controls and the Company’s audit, accounting and financial
reporting processes generally. The Audit Committee reports to the Board of Directors concerning such matters,
appoints the independent registered public accounting firm for the Company, MetroBank and Metro United, and
reviews and approves the scope of the work of the independent registered public accounting firm. The Audit
Committee operates pursuant to a written charter, a copy of which is available in the corporate governance
section of the Investor Relations page of the Company’s web site at www.metrobank-na.com. During 2007, the
Audit Committee held fifteen meetings.

The Audit Committee is comprised of May P. Chu (Chair), Shirley L. Clayton and Edward A. Monto each
of whom the Board of Directors has determined to be an “independent director” of the Company as defined in the
listing standards of the NASDAQ Global Market and in Section 10A of the Securities Exchange Act of 1934, as
amended. The Board of Directors has also determined that Ms. Clayton has the requisite attributes of an “audit
committee financial expert” as defined by the rules and regulations of the Securities and Exchange Commission
and that such attributes were acquired through relevant education and experience, and that she is able to read and
understand fundamental financial statements and has substantial business experience and a level of experience
and knowledge necessary to meet the “financial sophistication” qualifications under the applicable NASDAQ
rules.

Compensation Committee. The Compensation Committee is responsible for making recommendations to the
Board of Directors with respect to the compensation of the Company’s executive officers and is responsible for
the establishment of policies dealing with various compensation and employee benefit matters. The
Compensation Committee also administers the Company’s equity incentive plans and makes recommendations to
the Board of Directors as to option and award grants to employees and directors of the Company, MetroBank and
Metro United under such plans, The Compensation Committce operates pursuant to a written charter, a copy of
which is available in the corporate governance section of the Investor Relations page of the Company’s web site
at www.metrobank-na.com.

The Compensation Committee is comprised of Edward A. Monto (Chair), May P. Chu and Joe Ting, each of
whom the Board has determined to be an “independent director” as defined by the listing standards of the
NASDAQ Global Market. The Compensation Commiittee held six meetings in 2007.

Governance and Nominating Committee. The Governance and Nominating Committee is responsible for
identifying and recommending to the Board of Directors individuals qualified to become members of the Board
of Directors and identifying directors to serve on the various committees of the Board of Directors. The
Governance and Nominating Comumittee is also responsible for shaping the Company’s corporate governance
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policies and practices, including recommending corporate governance guidelines applicable to the Board of
Directors and the Company and monitoring compliance with such guidelines. The Governance and Nominating
Committee operates pursuant to a written charter, a copy of which is available in the corporate governance
section of the Investor Relations page of the Company’s web site at www.metrobank-na.com.

The Governance and Nominating Committee is comprised of Joe Ting (Chair), Edward A. Monto and
Charles Roff, each of whom the Board has determined to be an “independent director” as defined by the listing
standards of the NASDAQ Global Market. During 2007, the Governance and Nominating Committee held eleven
meetings.

Director Independence

The Company’s Board of Directors is currently comprised of twelve directors. The Board of Directors has
determined that the following directors are “independent directors” as defined in the listing standards of the
NASDAQ Global Market: Krishnan Balasubramanian, May P, Chu, Shirley L. Clayton, Robert W. Hsueh,
Edward A. Monto, Charles L. Roff and Joe Ting.

The independent directors of the Company hold executive sessions from time to time at the conclusion of
regular meetings of the Board of Directors without the Chief Executive Officer or any other member of
management present. In 2007, the independent directors held two executive sessions.

Code of Ethics

The Board of Directors has adopted a Code of Ethics that applies to all directors, officers and employees of
the Company, MetroBank and Metro United, including the Company’s Chief Executive Officer and senior
financial officers. A copy of the Code of Ethics is available at no charge upon written request to: MetroCorp
Bancshares, Inc., 9600 Bellaire Boulevard, Suite 252, Houston, Texas 77036, Attention: Corporate Secretary.

Director Nominations Process
General

The Governance and Nominating Committee will consider nominees to serve as directors of the Company
and recommend such persons to the Board of Directors. The Governance and Nominating Committee will also
consider recommendations from shareholders for director candidates who appear to be qualified to serve on the
Company’s Board of Directors. The Governance and Nominating Committee may choose not to consider an
unsolicited recommendation if no vacancy exists on the Board of Directors and the Committee does not perceive
a need to increase the size of the board. In order to avoid the unnecessary use of the directors’ resources, the
Governance and Nominating Committee will consider only those director candidates recommended in
accordance with the procedures set forth below.

Criteria for Director Nominees

The Governance and Nominating Committee considers the following in selecting nominees: financial,
regulatory and business experience; familiarity with and participation in the local community; integrity, honesty
and reputation; dedication to the Company and its shareholders; and any other factors the Governance and
Nominating Committee deems relevant, including the size of the Board of Directors and regulatory disclosure
obligations. The Governance and Nominating Committee considered these same criteria when they
recommended the nominees for election at the Meeting.

In addition, prior to nominating an existing director for re-election to the Board of Directors, the
Governance and Nominating Committee and the Board of Directors will consider and review an existing
director’s board and committee meeting attendance and performance; length of board service; experience, skills
and contributions that the existing director brings to the board; and such director’s independence.
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Process for Identifying and Evaluating Director Nominees

Pursuant to its charter, the Governance and Nominating Commiltee is responsible for the process relating to
director nominations, including identifying, interviewing and selecting individuals who may be nominated for
election to the Board of Directors. The process that the Governance and Nominating Committee follows when
they identify and evaluate individuals to be nominated for election to the Board of Directors is as follows:

Identification. For purposes of identifying nominees for the Board of Directors, the Governance and
Nominating Committee relies on personal contacts of the members of the Board of Directors as well as their
knowledge of members of MetroBank and Metro United’s local communities. The Governance and Nominating
Committee will also consider director candidates recommended by shareholders in accordance with the policy
and procedures discussed below. The Governance and Nominating Committee has not previously used an
independent search firm in identifying nominees.

Evaluation. In evaluating potential nominees, the Governance and Nominating Committee will determine
whether the candidate is eligible and qualified for service on the Board of Directors by evaluating the candidate
under the selection criteria set forth above. In addition, for any new director nominee, the Governance and
Nominating Committee will conduct a check of the individual’s background and will interview the candidate.

Procedures to be Followed by Shareholders

The Governance and Nominating Committee will consider shareholder nominations for election as a
director at an annual meeting of shareholders if the shareholder complies with the prior notice and information
provisions contained in the Company’s Amended and Restated Bylaws. To be timely, a written notice of the
proposed nomination must be received by the Secretary of the Company not later than sixty (60) days prior to the
meeting at which the election of directors will occur. To submit a recommendation of a director candidate to the
Governance and Nominating Comimittee, a shareholder should submit the following information in writing,
addressed to the Chairman of the Governance and Nominating Committee, care of the Corporate Secretary, at the
Company’s main office:

* The name and address of the sharecholder making the nomination and the name and address of the
person recommended as a director nominee;

* A representation that the shareholder is a holder of record of the Company’s Common Stock entitled to
vote at the meeting and, if applicable, intends to appear in person or by proxy at the meeting to
nominate the person or persons specified in the notice;

* If applicable, description of all arrangements or understandings between the shareholder giving the
notice and the recommended nominee and any other person (naming such person) pursuant to which
the nomination is to be made by the shareholder;

* All information regarding a recommended nominee that is required to be disclosed in solicitations of
proxies for election of directors pursuant to Regulation [4A under the Securities Exchange Act of
1934, as amended; and

* The written consent of the recommended nominee to being named in the proxy statement as a nominee
and to serving as director of the Company if elected.

If the Governance and Nominating Committee receives a director nomination from a shareholder or group
of shareholders who (individually or in the aggregate) beneficially owned greater than 5% of the Company’s
outstanding Common Stock for at least one year as of the date of such recommendation, the Company, as
required by applicable securities law, will identify the nominee and the shareholder or group of shareholders
recommending such nominee and will disclose in its proxy statement whether the Governance and Nominating
Committee chose to nominate such nominee, as well as certain other information.
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Shareholder Communications with the Board of Directors

The Company encourages shareholder communications to the Board of Directors andfor individual
directors. Written communications may be made to the Board of Directors or to specific members of the Board of
Directors by delivering them to the intended addressee, care of the Corporate Secretary, MetroCorp Bancshares,
Inc., 9600 Bellaire Boulevard, Suite 252, Houston, Texas 77036. Comments or complaints relating to the
Company’s accounting, internal accounting controls or auditing matters will be referred to members of the Audit
Committee. Other concerns will generally be referred to the Governance and Nominating Committee.

EXECUTIVE COMPENSATION AND OTHER MATTERS

Compensation Discussion and Analysis
Overview of Compensation Program

The Compensation Committee of the Board of Directors is responsible for developing and making
recommendations to the Board of Directors with respect to the Company’s executive compensation policies.
Edward A. Monto, May P. Chu and Joe Ting, each of whom the Board of Directors has determined to be an
independent director, as defined in the NASDAQ Global Market listing standards, serve on the Compensation
Committee. This discussion and analysis describes the components of the Company’s compensation program for
its named executive officers and describes the basis on which the 2007 compensation determinations were made
by the Compensation Committee with respect to the named executive officers of the Company.

Role of Executives in Establishing Compensation

The Chief Executive Officer along with management reviews the performance of the named executive
officers (other than the Chief Executive Officer) of the Company and based on such review, the Chief Executive
Officer makes recommendations to the Compensation Committee regarding the compensation amounts payable
to such named executive officers of the Company. The Compensation Committee evatuates the performance of
the Chief Executive Officer in consultation with the non-management members of the Board of Directors in light
of the Company’s corporate goals and objectives and based on such evaluation, determines and approves the
Chief Executive Officer’s compensation level. The Chief Executive Officer is not involved with any aspect of
determining his own pay.

Compensation Commitiee Activity

In addition to its role with executive compensation matters, the Compensation Committee, pursuant to the
provisions of the Company’s stock awards and incentive plans, has authority to determine the employees and
directors of the Company, MetroBank and Metro United to whom stock options or other awards shall be granted,
the number of shares to be granted to each individual and certain terms of the option or award grant. The
Compensation Committee makes recommendations to the Board of Directors with respect to stock awards to be
granted to the employees and directors of the Company, MetroBank and Metro United (other than the Chief
Executive Officer). The Compensation Committee also has authority to interpret the plans, amend the plans and
to rescind rules and regulations relating to the plans.

The Compensation Committee has delegated to the Company’s management the administration of the
Purchase Plan (as defined below) in accordance with the guidelines approved by the Board of Directors.
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Compensation Philosophy

The compensation philosophy of the Company incorporates the basic principle that executive compensation
should be related directly to corporate performance and increases in sharcholder value, while ensuring that key
employees are motivated and retained. The following objectives guide the decision-making for the Compensation
Committee:

* The Company must provide a competitive total compensation package to attract and retain key
executives;

* The compensation packages and programs must be strategically aligned with the annual budget as well
as the Company's long-term business objectives; and

* The compensation packages must include a variable or performance component to ensure a link
between executive remuneration and the Company’s overall performance, thereby aligning executive
compensation with the interest of sharcholders.

Peer Groups

The Compensation Committee reviews the compensation of the Chief Executive Officer and the other
named executive officers relative to the compensation paid to similarly situated executives at banking
organizations that are considered to be peer banking organizations. The peer group was compiled by Chairman’s
Council, Inc., an independent firm engaged by the Compensation Committee, and includes eighteen (18) peer
group banking organizations with total assets ranging from $1.0 billion to $4.8 billion as of December 31, 2006.
The peer group was chosen because of each banking organizations’ relative size as measured by total assets. The
Compensation Committee believes that the peer group of banking organizations is representative of the sector in
which the Company operates.

The Compensation Committee believes that the compensation paid to similarly situated executives should
be a point of reference for measurement, but not the determinative factor for setting the compensation of the
Company’s named executive officers. Because the comparative compensation information is just one of the
criteria used in setting named executive officer compensation, the Compensation Committee has discretion in
determining the nature and extent of its use. Further, given the limitations associated with comparative pay
information for setting individual executive compensation, including the difficulty of assessing and comparing
wealth accumulation through equity gains and post employment amounts, the Compensation Committee may
elect to not use the comparative compensation information at all in the course of making compensation decisions.
During 2007, the Compensation Committee elected to use the comparative compensation information in a limited
manner in making compensation decisions related to the Chief Executive Officer’s compensation.

Setting Executive Compensation

In reviewing the 2007 compensation of each of the named executive officers, the Compensation Committee
reviewed all components of their respective compensation, including base salary, annual cash incentives, long-
term equity incentive compensation, accumulated realized and unrealized stock option gains, the dollar value to
the executive and cost to the Company of all perquisites and other personal benefits and the projected payout
obligations that may be owed in certain circumstances under existing employment and letter agreements.

Executive Compensation—Elements

The Company’s compensation programs for executive officers are primarily comprised of the following
components:

* abase salary;

* anon-equity cash incentive program;
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* along-term equity incentive program;
* acontributory savings 401(k) plan; and

* various perquisites and other personal benefits.

Baye Salary

Salaries provide the named executive officers with a base level of monthly income and help achieve the
objectives outlined above by attracting and retaining strong talent. Base salary levels for all named executive
officers were reviewed during 2007 and adjustments were approved by the Compensation Committee. For all
named executive officers, other than the Chief Executive Officer, the Compensation Committee considered the
recommendation of the Chief Executive Officer and management, tenure of service, scope of the position,
including current job responsibilities, the named executive officer’s individual performance and contribution to
the Company and such other factors as the Compensation Committee deemed appropriate. The base salary level
for the Chief Executive Officer is set forth in his employment agreement and is reviewed at least annually by the
Compensation Commitiee and may be adjusted upward in the discretion of the Compensation Committee.
Factors that the Compensation Committee considers in the review include the overall performance of the
Company, peer group compensation information, current job responsibilities, an evaluation of his individual
performance and such other factors as the Compensation Committee deemed appropriate. On the basis of the
Compensation Committee’s review, the named executive officers’ base salaries as of December 31, 2007 reflect
an average 1.65% increase over their collective base salaries as of December 31, 2006 and are considered by the
Compensation Committee to be competitive and in the median range of comparative salaries of other banking
organizations included in the Company’s peer group.

Non-Equity Cash Incentive Program

The annual compensation of the Company’s named executive officers consists primarily of a base salary and
an annual cash incentive. The annual cash incentive is designed to help achieve the objectives of the
compensation program by rewarding the executive officers for the attainment of profitable growth and stable
financial and operating conditions. Pursvant to the Company’s non-equity cash incentive program, Incentive By
Objective (the “IBO™), an executive officer of the Company is eligible to receive a certain percentage (which
varies by position within the Company) of his base salary as an annual cash incentive. The annual cash incentive
awarded to the Company’s named executive officers (excluding the Chief Executive Officer) may be an amount
up to 50% of their current base salaries. The size of the cash incentive award is dependent on a combination of
the Company’s performance and the officer’s individual performance in a particular year based upon certain
Company and individual performance targets. The weight given to Company performance targets and individual
performance targets varies by the officer’s position within the Company. The Company’s performance indicators
are established annually and contain a component for financial performance, customer retention and growth and
process improvement of the subsidiary banks as a applicable. With respect to the overall Company performance
target, each component is assigned a specified weight. For 2007, financial performance carried a 35% weight,
customer retention and growth carried a 35% weight and process improvement carried a 30% weight. [n addition
to an TRBO cash incentive award, the Compensation Committee may also award discretionary cash bonuses to the
named executive officers. Based upon 2007 performance with respect to customer retention and growth, the
named executive officers (other than the Chief Executive Officer) earned an annual cash incentive bonus for
2007, which averaged 25.92% of their aggregate base salaries. None of the named executive officers received a
discretionary cash bonus for 2007.

With respect to the cash incentive for the Chief Executive Officer, Mr. Lee has been provided with an
incentive compensation plan that allows him to earn up to 100% of his base salary as cash incentive
compensation based on certain predetermined performance measures set forth in his employment agreement.
Performance at expected or budgeted performance levels consistent with opportunities in the market place will
result in incentive compensation of 50% of his base salary, while the maximum incentive compensation will be
earned for superior performance results. The performance criteria may include, but not be limited to, earnings per
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share growth, asset growth, operating efficiency, return on equity, loan concentration, asset durability and overall
performance evaluation by the Board of Directors. In addition to any amounts payable to Mr. Lee pursuant to the
incentive compensation plan, the Compensation Committee may also grant Mr. Lee a discretionary cash bonus.
Based upon 2007 performance, Mr. Lee earned a cash incentive for 2007 equal to $142,500 or 50% of his base
salary and did not receive a discretionary cash bonus.

Long-Term Equity Incentive Awards

The Company maintains an equity compensation program for its executive officers, including the named
executive officers, and other key employees, in order to attract and retain key employees and enable those
persons to participate in the long-term success of the Company. The Compensation Committee believes that
these key employees will carry the main responsibility for increased growth, asset quality and profitability of the
Company into the future. Historically, stock options have been the Company’s primary form of long-term equity
incentive compensation. As of December 31, 2007, 922,575 options were outstanding under the Company’s 1998
Plan (as defined below) and 2007 Plan (as defined below), 498,375 of which were held by named executive
officers. In 2007, the Company began awarding shares of restricted stock to its key employees pursuant to its
2007 Plan. As of December 31, 2007, 20,100 shares of restricted stock have been granted, 7,000 shares of which
were granted to named executive officers.

Equity Incentive Plans

The Company maintains two equity incentive plans, the MetroCorp Bancshares, Inc. 2007 Stock Awards
and Incentive Plan (“2007 Plan”) and the MetroCorp Bancshares, Inc. 1998 Stock Incentive Plan (*1998 Plan™)
(collectively, the “Incentive Plans”). Shares of stock may be issued under both plans from unissued common
stock or treasury stock.

The 1998 Plan authorizes the issuance of up to 1,050,000 shares of Common Stock uader both “non
qualified” and “incentive™ stock options and performance shares of Common Stock. Non-qualified options and
incentive stock options will be granted at no less than the fair market value of the Common Stock and must be
exercised within ten years unless the applicable award agreement specifies a shorter term. Performance shares are
certificates representing the right to acquire shares of Common Stock upon the satisfaction of performance goals
established by the Company. Holders of performance shares have all of the voting, dividend and other rights of
shareholders of the Company, subject to the terms of the award agreement relating to such shares. If the
performance goals are achieved, the performance shares will vest and may be exchanged for shares of Common
Stock. If the performance goals are not achieved, the performance shares may be forfeited. As of December 31,
2007, there were 10,125 options available for future grant under the 1998 Plan. In 2007, the Company granted
options 10 acquire 122,210 shares of Common Stock pursuant to the 1998 Plan. No performance shares have been
awarded under the Incentive Plan since inception.

The 2007 Plan authorizes the issuance of up to 350,000 shares of Common Stock, and provides for the
granting of incentive stock options, nonqualified stock options, stock appreciation rights, restricted stock awards,
performance awards, phantom stock awards or any combination of the foregoing. Restricted stock may be
granted with or without payment except to the extent required by law and awards are subject to performance or
service restrictions as determined by the Compensation Committee. The recipient of restricted stock is entitled to
voting rights and dividends on the common stock prior to the lapsing of the forfeiture restrictions with respect to
such stock. As of December 31, 2007, there were 313,610 shares available for future grant under the 2007 Plan.
In 2007, the Company granted options to acquire 16,290 shares of Common Stock and 20,100 shares of restricted
stock pursuant to the 2007 Plan.

Purchase Plan

Although not an equity incentive plan, the Company also maintains the 1998 Employee Stock Purchase Plan
(“Purchase Plan”), which authorizes the offer and sale of up to 300,000 shares of Common Stock to employees of
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the Company and its subsidiaries {other than executive officers) at a pre-established discount from the market
price of the Common Stock. The Purchase Plan is implemented through ten annual offerings. Each year the
Board of Directors determines the number of shares to be offered under the Purchase Plan, if any. Pursuant to the
Purchase Plan, the offering price per share is an amount equal to 85% of the closing price of a share of Common
Stock on the business day immediately prior to the commencement of such offering. In each offering, each
employee may purchase a number of whole shares of Common Stock with an aggregate value equal to 20% of
the employee’s base salary, but not in excess of $10,000, divided by the offering price. The employee pays for
the Common Stock either immediately or through a payroll deduction program over a period of up to one year, at
the employee’s option. The first annual offering under the Purchase Plan began in the second quarter of 1999. As
of December 31, 2007, 63,658 shares have been issued under the Purchase Plan since inception. No shares have
been offered in connection with the Purchase Plan since 2006.

Contributory Savings 401(k) Plan

The Company provides for a 401(k) tax-deferred profit sharing plan for all employees, including the named
executive officers, pursuant to which the Company matches each participant’s contributions up to a maximum of
5% for MetroBank and 6% for Metro United of such employee’s annual compensation.

Perquisites and Other Personal Benefits

Perquisites and other personal benefits represent a small part of the Company’s executive compensation
program. The named executive officers are eligible to participate in the Company’s employee benefits plans,
which are generally available to all Company employees. The Compensation Committee reviews the perquisites
and other personal benefits provided to the named executive officers annually, and offer such benefits after
consideration of the business need. The primary perquisites provided by the Company in 2007 include a car
allowance, the payment of certain life insurance premiums and the payment of certain health and dental
insurance premiums.

Tax and Accounting Implications

Stock-Based Compensation. The Company accounts for stock-based compensation, including options
granted pursuant to the 1998 Plan and options and restricted stock awards granted pursuant to its 2007 Plan, in
accordance with the requirements of SFAS No. 123R, which the Company adopted effective Januvary 1, 2006.

Deductibility of Executive Compensation. Under Section 162(m) of the Internal Revenue Code, a limitation
was placed on tax deductions of any publicly-held corporation for individual compensation to certain executives
of such corporation exceeding $1,000,000 in any taxable year, unless the compensation is performance-based.
The Company has no individuals with non-performance based compensation paid in excess of the Internal
Revenue Code Section 162(m) tax deduction limit.

Nongualified Deferred Compensation. 1f an executive is entitled to nonqualified deferred compensation
benefits that are subject to Section 409A of the Internal Revenue Code, and such benefits do not comply with
Section 409A, then the benefits are taxable in the first year they are not subject to a substantial risk of forfeiture.
In such case, the recipient is subject to regular federal income tax, interest and an additional federal income tax
of 20% of the benefit includible in income,
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Summary Compensation Table

The following table provides certain summary information concerning compensation paid or accrued by the
Company to or on behalf of the Company’s Chief Executive Officer, Chief Financial Officer and the other three
most highly compensated executive officers of the Company or its subsidiary banks (determined as of the end of
the last fiscal year) (the “named executive officers™) for the last two fiscal years ended December 31, 2007:

Summary Compensation Table for the Last Two Fiscal Years Ended December 31, 2007

Non-Equit
Stock Option Inczztﬁgu?lin All Other
Name and Principal Position Year Salary Awards(h  Awards'® Compensation’ Compensation Total
George M. Llee........... 2007 $285000 $ — § 94436 $142,500 $31,985%  $553,921
President and Chief 2006 274,041 — 20,164 335,000 18,150% 647,355
Executive Officer of the
Company; Chief
Executive Officer of
MetroBank
David C.Choi ........... 2007 $177,028 § 7.505 $ 66,859 $ 60,702 $31,050)  $343,144
Chief Financial Officer 2006 169,375 — 7,310 101,250 16,106 294,041
and Executive Vice
President of the Company
and MetroBank
Mitchell W. Kitayama . . ... 2007 $1380,000 $16,418 $102,269 8 — $33,6341  $332,32]
Executive Vice President 2006 180,000 — 14,621 85,000 19,754 274,375
of the Company; Chief
Executive Officer of
Metro United
DavidTai ............... 2007 3204061 §$ 7,505 $ 53,166 $ 69,840 $33,533™  $368,105
Executive Vice President 2006 198,758 — 7,310 110,000 19,1260 335,194
and Secretary of the
Company, President of
MetroBank
Terrance J. Tangen ....... 2007 $178953 $ 7,505 $ 38,652 $ 61,290 $31,374®  $317,774
Chief Credit Officer and 2006 173,344 — 7,310 97,500 17,4028 295,556
Executive Vice President
of MetroBank

(1) Represents the dollar amount recognized for financial statement reporting purposes for the fiscal year ended
December 31, 2007 in accordance with Financial Accounting Standards Board Statement No. 123R for
restricted stock awards granted pursuant to the Company’s 2007 Plan and thus may include amounts from
awards granted in and prior to 2007. Assumptions used in the calculation of these amounts are included in
Note 15 to the Company’s consolidated financial statements for the fiscal year ended December 31, 2007
included in the Company’s Annual Report on Form 10-K filed with the Securities and Exchange
Commission on March 12, 2008. During 2007, cach of Messrs. Choi, Tai and Tangen were awarded
1,000 shares of restricted stock with a full grant value of $19,400 and Mr. Kitayama was awarded
4,000 shares of restricted stock with a full grant value of $67,880.
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(2)

3

4

&)

(6)

(7}

(8)

Represents the dollar amount recognized for financial statement reporting purposes for the fiscal year ended
December 31, 2007 in accordance with Financial Accounting Standards Board Statement No. 123R for
stock options granted pursuant to the Company’s 1998 Plan and 2007 Plan and thus may include amounts
from options granted in and prior to 2007 and 2006. Assumptions used in the calculation of these amounts
are included in Note 15 to the Company’s consolidated financial statements for the fiscal year ended
December 31, 2007 included in the Company’s Annual Report on Form 10-K filed with the Securities and
Exchange Commission on March 12, 2008. During 2007, each of Messrs. Lee, Choi, Kitayama, Tai and
Tangen were granted options to acquire 30,000, 5,000, 5,000, 9,000 and 5,000 shares of Common Stock,
respectively,

The amounts reported in this column reflect the cash payments earned in 2007 and 2006, respectively, by
the named executive officers under the Company’s annual cash incentive program, which is discussed in
more detail under the section captioned “Non-Equity Cash Incentive Program™ above,

The 2007 amount includes a car allowance of $6,000, 401(k) matching contributions of $14,550, payment of
medical/dental insurance premiums of $10,223 and payment of the premium on a life insurance policy for
the benefit of Mr. Lee of $1,212. The 2006 amount includes a car allowance of $6,000, 401(k) matching
contribution of $11,192 and payment of the premium on a life insurance policy for the benefit of Mr. Lee of
$9s8.

The 2007 amount includes a car allowance of $6,000, 401(k) matching contribution of $13.465, payment of
medical/dental insurance premigms of $11,193 and payment of the premium on a life insurance policy for
the benefit of Mr. Choi of $350. The 2006 amount includes a car allowance of $6,000, 401(k) matching
contribution of $9,888 and payment of the premium on a life insurance policy for the benefit of Mr. Choi of
$218.

The 2007 amount includes a car allowance of $9,000, 401(k) matching contribution of $5,250, payment of
medical/dental insurance premiums of $18.826 and payment of the premium on a life insurance policy for
the benefit of Mr. Kitayama of $397. The 2006 amount includes a car allowance of $9,000, 401(k) matching
contribution of $225, payment of the premium on a life insurance policy for the benefit of Mr. Kitayama of
$864, and payment of the premium for health insurance for Mr. Kitayama's dependents of $9,665.

The 2007 amount includes a car allowance of $6,000, 401(k) matching contribution of $15,505, payment of
medical/dental insurance premiums of $11,193 and payment of the premium on a life insurance policy for
the benefit of Mr. Tai of $794. The 2006 amount includes a car allowance of $6,000, 401(k) matching
contribution of $12,490 and payment of the premium on a life insurance policy for the benefit of Mr. Tai of
$636.

The 2007 amount includes a car allowance of $6,000, 401(k) matching contribution of $13,474, payment of
medical/dental insurance premiums of $11,193 and payment of the premium on a life insurance policy for
the benefit of Mr. Tangen of $665. The 2006 amount includes a car allowance of $6,000, 401(k) matching
contribution of $10,873 and payment of the premium on a life insurance policy for the benefit of
Mr. Tangen of $529,




Grants of Plan-Based Awards

The following table contains information concerning each grant of an award made to each named executive
officer under any plan during the fiscal year ended December 31, 2007:

Grants of Plan-Based Awards Table for the Fiscal Year Ended December 31, 2007

All other
option All other Grant
awards; stock Exercise  date fair

number of  awards: or base value of

Estimated future payments undes securities number of priceof stock and

non-equity incentive plan awards'®

Grant  underlying sharesof  option option '
Name Target Maximum Date options® stock awards awards
GeorgeM. Lee ..., ...... $142,500 $285,000 07/20/07 30,000 — $19.90 $177,108
DavidC.Choi........... 60,703 89,269 01/25/07 5,000 — 19.80 31,250
05/25/07 —_ §,000 — 19,400
Mitchell W. Kitayama .. .. — 90,000 01/25/07 5,000 — 19.80 31,250
08/06/07 — 4,000 — 67,880
DavidTai. .............. 69,840 102,706 01/25/07 9,000 — 19.80 56,250
05/25/07 —_ 1,000 —_ 19,400
Terrance J. Tangen .. ..... 61,290 90,133 01/25/07 5,000 — 15.80 31,250
05/25/07 — 1,000 — 19,400

(1) The amounts set forth in these columns reflect the annual cash incentive compensation amounts that
potentially could have been earned during 2007 under the Company’s cash incentive program based upon
the achievement of certain performance goals in accordance with the incentive program and Mr. Lee’s
Employment Agreement. The amounts of annval cash incentive compensation earned in 2007 have been
determined and were paid in January 2008. The amounts paid are included in the “Non-Equity Incentive
Compensation” column of the Summary Compensation table.

{2) The amounts set forth in this column reflect the actual amount of stock options graated to the named
executive officers pursuant to the 1998 Plan and 2007 Plan. These options vest over a three-year-period
beginning on the first anniversary of the grant date at a rate of 30%, 30% and 40% per year and expire
between 7 to 10 years from the grant date.
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Outstanding Equity Awards

The following table contains information concerning the unexercised options and other equity incentive plan
awards for each named exccutive officer as of the December 31, 2007:

Outstanding Equity Awards for the Fiscal Year Ended December 31, 2007

Option Awards Stock Awards
Number  Market
of Value of
Shares Shares
of of
Stock Stock
Number of Securities
That That
Underlygngt:il;gxemlsed Option Option Have Have
P Exercise Expiration Not Not
Name Exercisable Unexerclsable Price Date Vested Vestedt)
GeorgeM.Lee .................... 150,000 — $10.0067 07/21/2014 — 5 —
24,375 — 14.0333 01/27/2012

18,000 12,000 15.0000 07/21/2012
9.000 21,000 21.0867 07/20/2013
— 13,710 19.9000 07/19/2014
—_ 16,290 19.9000 07/19/2017

DavidC.Choi ..................... 15,000 — 12,7200 11/02/2011 1,000 13,000
9,000 6,000 13.2000 06/09/2012
4,500 3,000 16.0267 08/09/2012
2,250 3,250 17.7067 04/02/2013
—_ 5,000 19.8000 0172472017
Mitchell W, Kitayama .............. 22,500 15,000 142333 07/13/2012 4000 52,000

4,500 10,500 177067 04/02/2013
— 5,000 19.8000 01/24/2017

DavidTai ........................ 15,000 — 11.1867 09/09/2011 1,000 13,000
4,500 3,000 16.0267 08/09/2012
2,250 5,250 177067 04/02/2013
— 9,000 19.3000 01/24/2017

Terrance Tangen .. ................. 52,500 — 7.5000 1072272011 1,000 13,000
7.500 — 8.7333 06/19/2010
7,500 — 11.1867 09/09/2011

4,500 3,000 16.0267 08/09/2012
2,250 5,250 17.7067 04/02/2013
—_ 5,000 19.8000 01/24/2017

(1) Calculated by multiplying the closing price of the Company's Common Stock on the NASDAQ Global
Market on December 31, 2007 of $13.00 per share by the number of shares of restricted stock granted to
such named executive officer.

Potential Payments Upon Termination or Change-In-Control

The Company considers the establishment and maintenance of a sound and vital management team to be
essential to protecting and enhancing its best interests and those of its shareholders. In this regard, the Company
recognizes that the possibility of a change in control may exist and that such possibility, and the uncertainty and
questions which it may raise among the named executive officers, may result in the departure or distraction of the
named executive officers to the Company’s detriment and that of its shareholders. Accordingly, the Company’s
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Board of Directors has taken steps to reinforce and encourage the continued attention and dedication of the
Company’s named executive officers to their assigned duties without distraction in the face of the potentially
disturbing circumstances arising from the possibility of a change in control. More specifically, the Company
entered into an employment agreement with each of George M. Lee and Mitchell W. Kitayama on January 26,
2007 and July 15, 2005, respectively, and MetroBank entered into letter agreements with each of David Tai,
David Choi and Terry Tangen on February 14, 2005.

Termination With a Change in Control

The table below reflects the amount of compensation payable to each of our named executive officers in the
event such executive's employment with the Company is terminated by the Company or its successors without
cause or by the named executive officer for good reason following a change in control. Upon a change in control,
all outstanding stock options and stock awards granted to each of the named executive officers pursuant to the
Company’s stock incentive plans will immediately become vested and exercisable or satisfiable, as applicable.
The amounts shown below assume that the termination occurred on December 31, 2007, and assumes a price per
share of the Company’s Common Stock equal to $13.00 based on a closing price of the Common Stock on the
NASDAQ Global Market on December 31, 2007. These amounts are estimates of the amounts which would have
been paid out to the named executive officer upon termination as of that date under the specified circumstances.
The actual amouats to be paid out can only be determined at the time of such executive officer’s separation from
the Company.

Acceleration and Total

Salary and  Continuation of Equity Termination
Name Bonus Awards™® Benefits
George M. Lee . ... .. i $1,305,37000 $448,995 $1,754,365
David C.Chol ... ... it 267,804 4,200 272,004
Mitchell W. Kitayama ............ .. ..ot 270,000 —_ 270,000
David Tal. ... ...t ittt e e 308,106 27,200 353,306
Terry L. Tangen ... i i i 270,396 334,353 604,749

(1) Reflects an amount equal to three times such executive’s annual base salary and the amount of incentive
compensation awarded to such executive officer as of December 31, 2007 In addition, the amount includes
the premiums on medical and life insurance the Company is required to pay to Mr. Lee for two years
following termination.

(2) Reflects an amount equal to eighteen (18) months of such executive’s base monthly salary as of
December 31, 2007,

(3) Reflects an amount equal to eighteen (18) months of such executive’s base monthly salary plus the amount
of all compensation and benefits earned and unpaid as of December 31, 2007. These payments are subject to
a limitation that the total amount of all payments to the named executive officer that would constitute a
“parachute payment” (as defined in Section 280G(b)(2) of the Internal Revenue Code) shall be reduced so
that no portion of such payments to such executive would be subject to the excise tax imposed by Section
4999 of the Internal Revenue Code.

(4) Reflects the value of any unexercised options and options accelerated upon a change in control equal o the
spread between the exercise price and the market price of the underlying shares as of December 31, 2007.

Change in Control Provisions in Employment and Letter Agreements

On January 26, 2007, the Company entered into an employment agreement with George M. Lee, the
President and Chief Executive Officer of the Company, Chief Executive Officer of MetroBank and Chairman of
the Board of Directors of Metro United and the prior employment agreement between the Company and Mr. Lee
was terminated. The employment agreement is for a term of five years provides for a minimum annual salary of
$285,000 subject to annual review and adjustments at the discretion of the Company’s Board of Directors. The
employment agreement also provides for reimbursement of certain business expenses, participation in employee
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benefit plans and a monthly automobile allowance of $500. The employment agreement also provides that
Mr. Lee will be granted options to acquire 15,000 to 30,000 shares of Common Stock annually based on
Company and individual performance. In addition, Mr. Lee can earn a bonus in an amount up to 100% of his
base salary based on performance of the Company.

In the event of a change of control (as defined in the employment agreement) and the involuntary
termination of Mr. Lee, Mr. Lee will be entitled to receive (1) his base salary for the remainder, if any, of the
calendar month in which such termination is effective and for thirty-six (36) consecutive calendar months
thereafter and (2) an amount equal to three times his bonus for the previous fiscal year. In addition, the Company
would be required to pay the premiums on medical and life insurance for Mr. Lee for two years following
termination.

Cn July 15, 2005, the Company entered into an employment agreement with Mitchell W, Kitayama,
Executive Vice President of the Company and Chief Executive Officer of Metro United. The employment
agreement is for a term of three years and may be extended prior to the second anniversary of the agreement and
each year thereafter upon the written agreement of the parties. Pursuant to the employment agreement,
Mr. Kitayama’s base annual salary is $180,000, subject to annual review and adjustments at the discretion of the
Company’s Board of Directors, and he will be eligible to receive annual performance bonuses up to 50% of his
base pay under the Company’s bonus program applicable (o the Company’s other executive vice presidents,

The employment agreement provides that if Mr. Kitayama terminates his employment for good reason (as
defined in the employment agreement) within one year following a change in control (as defined in the
employment agreement), he will be entitled to receive from the Company (1) a lump sum payment representing
all compensation and benefits earned by him and unpaid as of the date of termination and (2) a lump sum
payment equal to the greater of (a) eighteen (18} months base salary at the highest rate earned at any time during
the twelve (12) months immediately preceding the termination or (b) the remainder of the base salary due to
Mr. Kitayama from the date of termination through the term of the employment agreement.

MetroBank has entered into letter agreements with Messrs. Tai, Choi and Tangen, each a named executive
officer. The respective letter agreements provide that in the event of involuntary termination or a decrease in
employment status as a result of a change of contrel of MetroBank each respective officer will be paid an amount
equal to eighteen (18) months current salary, less applicable statutory deductions. Additionally, the agreement
provides that all unvested stock options shall fully vest and become exercisable.

Change in Control Provisions in Equity Plans and Agreements

Under the Company’s Incentive Plans, in the event of a change in control {as defined in the Incentive Plans),
all options and stock awards will immediately become vested and exercisable or satisfiable, as applicable. In the
event of a change in control, the Compensation Commitiee may direct that one of the following occurs:
(1) determine a date after which all unexercised options shall terminate, (2) cancel the options of selected awards
in exchange for an amount of cash per share equal to the excess, if any, of the change of control value of the
shares subject to the options over the exercise price for such shares, (3) adjust the outstanding options as the
Compensation Committee deems necessary or (4) convert all outstanding options into options to acquire shares
of the successor entity with the same terms as the options immediately prior to the merger or consolidation.

Termination Without a Change in Control
Termination Provisions in Employment Agreements

If Mr. Lee’s employment is terminated by the Company for cause or if Mr. Lee voluntarily resigns, Mr. Lee
will be entitled to receive all accrued and unpaid base salary through the date of termination. Mr. Lee will not be
entitled to receive any bonus for the fiscal year in which the termination occurs or any subsequent fiscal year.

If Mr. Lee’s employment is terminated by the Company as a result of death, Mr. Lee’s estate will be entitled
to receive all accrued and unpaid base salary through the end of the month in which his death occurred and a
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prorated portion of his bonus for that fiscal year, if any. If Mr. Lee’s employment is terminated by the Company
as a result of disability, Mr. Lee will be entitled to receive all accrued and unpaid base salary through the end of
the calendar month in which the termination is effective and for the succeeding three months, or until disability
insurance benefits commence under the disability insurance furnished by the Company, if sooner.

If Mr. Kitayama is terminated without cause, he will be entitled to receive from the Company the greater of
(1) a lump sum payment equal to eighteen (18) months base salary at the highest rate earned at any time during
the twelve (12) months immediately preceding the termination or (2) continuation of his base salary (or a lump
sum payment at employer’s options) from the date of termination through the term of the employment
agreement.

Further, if Mr. Kitayama is terminated for cause or as a result of disability or death, Mr. Kitayama, or his
legal representatives in the case of death, will be entitled to receive from the Company a lump sum payment
representing all compensation and benefits earned by Mr. Kitayama and unpaid as of the date of termination.

Termination Provisions in Equity Plans and Agreements

Each option granted under the Incentive Plans that is exercisable as of the date of termination may be
exercised within three months of termination provided that the employee was not terminated for cause (as
defined in the Incentive Plans). If an employee is terminated for cause, then all options (whether or not
exercisable) shall terminate upon the date of termination. Upon the death or disability of an employee, all options
granted under the Incentive Plans (whether or not exercisable) may be exercised within one year from the date of
death or determination of disability.

Compensation Committee Interlocks and Insider Participation

During 2007, no executive officer of the Company served as (1) a member of a compensation committee {or
other board committee performing equivalent functions or, in the absence of any such committee, the entire
board of directors) of another entity, one of whose executive officers served on the Company’s Compensation
Committee, (2) a director of another entity, one of whose executive officers served on the Company’s
Compensation Committee or (3) a member of the compensation committee (or other board committee performing
equivalent functions or, in the absence of any such committee, the entire board of directors) of another entity, one
of whose executive officers served as director of the Company. In addition, none of the members of the
Compensation Commitiee (a) was an officer or employee of the Company or any of its subsidiarics in 2007,
(b) was formerly an officer or employee of the Company or any of its subsidiaries or (¢) had any relationship
requiring disclosure under “Certain Relationships and Related Transactions.”

BOARD COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION

Notwithstanding anything to the contrary set forth in any of the Company’s previous or future filings under
the Securities Act of 1933 or the Securities Exchange Act of 1934 that might incorporate this Proxy Statement or
future filings with the Securities and Exchange Commission, in whole or in part, the following report of the
Compensation Committee shall not be deemed to be incorporated by reference into any such filing.

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis with
management and, based on such review, has recommended to the Board of Directors that the Compensation
Discussion and Analysis be included in this Proxy Statement.

The Compensation Committee

Edward A. Monto, Chair
May P. Chu
Joe Ting
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AUDIT COMMITTEE REPORT

Notwithstanding anything to the contrary set forth in any of the Company's previous or future filings under
the Securities Act of 1933 or the Securities Exchange Act of 1934 that might incorporate this Proxy Statement or
Suture filings with the Securities and Exchange Commission, in whole or in part, the following report shall not be
deemed to be incorporated by reference into any such filing.

In accordance with its written charter adopted by the Company’s Board of Directors, the Company’s Audit
Committee assists the Board in fuifilling its responsibility for oversight of the quality and integrity of the
accounting, auditing and financial reporting practices of the Company. The Audit Committee is comprised of
May P. Chu, Shirley L. Clayton and Edward A, Monto, each of whom the Board of Directors has determined is
an independent director of the Company as defined in the applicable rules of the Nasdaq Stock Market, Inc. and
in Section 10A of the Securities Exchange Act of 1934, The Board of Directors has also determined that Shirley
L. Clayton is an “audit committee financial expert” as defined in the rules and regulations of the Securities and
Exchange Commission.

In discharging its oversight responsibility as to the audit process, the Audit Committee obtained from the
independent registered public accounting firm a formal written statement describing all relationships between the
firm and the Company that might bear on the independent registered public accounting firm’s independence
consistent with Independence Standards Board Standard No. 1, “Independence Discussions with Audit
Committees,” discussed with the independent registered public accounting firm any relationships that may
impact its objectivity and independence, and satisfied itself as to the firm’s independence. The Audit Committee
also discussed with management, the internal auditors and the independent registered public accounting firm the
quality and adequacy of the Company’s internal controls. The Audit Committee reviewed with both the
independent registered public accounting firm and the internal auditors their andit plans, audit scope and
identification of audit risks,

The Audit Committee discussed and reviewed with the independent registered public accounting firm all
communications required by generally accepted auditing standards, including those described in Statement on
Auditing Standards No. 61 “Communication with Audit Committees,” as amended.

The Audit Committee reviewed the audited consolidated financial statements of the Company as of and for
the year ended December 31, 2007, with management and the independent registered public accounting firm.
Management has the responsibility for the preparation of the Company’s financial statements and the
independent registered public accounting firm has the responsibility for the audit of those statements in
accordance with the standards of the Public Company Accounting Oversight Board.

Based on the above-mentioned review and discussions with management and the independent registered
public accounting firm, the Audit Committee recommended to the Board that the Company’s audited financial
statements be included in its Annual Report on Form 10-K for the year ended December 31, 2007, for filing with
the Securities and Exchange Commission. The Audit Committee also reappointed the independent registered
public accounting firm and the Board concurred in such reappointment.

The Audit Committee
May P. Chu, Chair

Shirley L. Clayton
Edward A. Monto
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FEES AND SERVICES

The following table sets forth the fees billed to the Company for the fiscal years ended December 31, 2007
and 2006 by PricewaterhouseCoopers LLP:

2007 2006
Auditfees(l) | e $635,120 $730,314
Audit-related fees . ... . . . e e — —
B 17T 38 (= =< NS _ —
AlLother fees .. .o oo i e e e, — —
Total .. et $635,120 $730,314

(1) Consists of fees billed for professional services rendered in connection with the integrated audit and
quarterly reviews of the Company’s consolidated financial statements.

Audit Committee Pre-Approval Policy

The Audit Committee shall pre-approve alt auditing services and permissible non-audit services (including
the fees and terms thereof) to be provided to the Company by the independent registered public accounting firm.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Don J. Wang, the Company’s Chairman of the Board, is a principal shareholder and Chairman of the Board
of New Era Life Insurance Company (“New Era™). New Era was the agency used by the Company for the
insurance coverage the Company provides to employees of the Company, MetroBank and their dependents. The
coverage consists of medical and dental insurance. The Company however, discontinued using New Era in July
of 2007. The Company paid New Era approximately $1.1 million for such insurance coverage during 2007.

In addition to the insurance transactions, MetroBank had seven commercial real estate loan participations
with New Era as of December 31, 2007. These loans were originated and are being serviced by MetroBank. All
seven loans were contractually current on their payments as of December 31, 2007. The following is an analysis
of these loans as of December 31, 2007 and 2006 (in thousands):

2007 2006
Gross balance .. ..ottt e e $57449 $ 38,376
Less: participation portion sold toNew Era ................ (19.847)  (12,753)
Netbalance outstanding .. ..., $37,602 $ 25623

The loans have interest rates that float with the prime rate and mature March 2008 and February 2017. The
percent of the participation portion sold to New Era varied from 16.00% to 50.00%.

Tiong Loi Ang, the Chairman of the Board and the controlling shareholder of Gaumnitz, Inc. was a director
of the Company until his death on February 4, 2008. Gaumnitz, Inc. owns the building in which the Company’s
corporate headquarters and MetroBank's Bellaire branch are located and has entered into lease agreements for
these locations with the Company and MetroBank. The lease agreements covering the different areas comprising
the Company’s headquarters have lease commitment dates ranging from June 2003 to March 2006, at a total rent
of $42,000 per month and expiration dates ranging from December 2010 to May 2013. The lease agreement
covering MetroBank’s Bellaire branch commenced on December 29, 2003 at a total rent of $11,000 per month
and will expire in December 2011, For these respective lease agreements, the Company paid Gaumnitz, Inc.
$640,000 and $630,000 during the years ended December 31, 2007 and 2006, respectively.
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Many of the directors and executive officers of the Company, MetroBank and Metro United and principal
shareholders of the Company (i.e., those who own 10% or more of the Common Stock) and their associates,
which include corporations, partnerships and other organizations in which they are officers or partners or in
which they and their immediate families have at least a 5% interest, are customers of MetroBank or Metro
United. During 2007, MetroBank and Metro United made loans in the ordinary course of business to directors
and executive officers of the Company, MetroBank and Metro United and principal shareholders of the Company
and their associates, all of which were on substantially the same terms, including interest rates and collateral, as
those prevailing at the time for comparable transactions with persons unaffiliated with the Company, MetroBank
or Metro United and did not involve more than the normal risk of collectibility or present other unfavorable
features. Loans to directors and executive officers of the Company, MetroBank and Metro United and principal
shareholders of the Company are subject to limitations contained in the Federal Reserve Act, the principal effect
of which is to require that extensions of credit by MetroBank or Metro United 1o executive officers, directors and
principal shareholders satisfy the foregoing standards. On December 31, 2007, all of such loans outstanding
aggregated $158,000. MetroBank and Metro United expect to have such transactions or transactions on a similar
basis with their respective directors and executive officers and the directors, executive officers and principal
shareholders of the Company and their associates in the future.
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BENEFICIAL OWNERSHIP OF COMMON STOCK BY
MANAGEMENT OF THE COMPANY AND PRINCIPAL SHAREHOLDERS

The following table sets forth certain information regarding the beneficial ownership of the Company’s

Common Stock as of March 14, 2008 by (1) each director and named executive officer of the Company, (2) each
person who is known by the Company to own beneficially 5% or more of the Common Stock and (3) all directors
and named executive officers as a group. Unless otherwise indicated, based on information furnished by such
shareholders, management believes that each person has sole voting and dispositive power over the shares
indicated as owned by such person and the address of each shareholder is the same as the address of the

Company.

Number Percentage

Name of Shares  Beneficially Owned™

Principal Shareholders Not Listed Below
Morgan Stanley ... ... e 595,795 5.49%
Metro Investment Group, Inc. ........... .. 737,336 6.80
Fentham Corporation . ...... ... ... it 750,623 6.92
LeslieLooi Meng . ......oueerin i i i 629,8574) 5.81

Directors and Named Executive Officers
Krishnan Balsubramanian ............... .. ... . i, 100 *
Helen F. Chen . ... ... i e i 848,778@ 7.83
David Choi ... ..o i e e 35,5000 *

May P.Chu ... e e 139,896 1.29
Shirley L. Clayton ......... ... i iiiiiiiia e, 9,550 *
RobertHsueh ...... ... ... i i e 1,000 *
Mitchell Kitayama .......... ..ot 38,5008 *
George ML LEE ...\t s 217,929 1.97
John et .. o e e 228,79700 2.11
Edward A. MONLO ... ..ot 30,000 *
Charles L. RoOff .. ... . . i i e 7,037 *
David Tal . ...c. i it e i e e 421,0160D 387
Terrance J. Tangen .............civiiivii s e 79,7500 *
Joe Ting e e 120,1450% 1.11
Don L. Wang .. ..ot e e 979,58004 9.02

Directors and named executive officers as a group (15 persons) .............. 3,157,578U% 28.10

*  Indicates ownership that does not exceed 1.0%.

(1) The percentage of shares beneficially owned was calculated based on 10,846,011 shares of Common Stock
outstanding as of March 14, 2008. The percentage assumes the exercise by the shareholder or group named
in each row of all options for the purchase of Common Stock held by such shareholder or group and
exercisable within 60 days.

(2) The information regarding beneficial ownership is included in reliance on a Schedule 13G filed with the
Securities and Exchange Commission on February 14, 2008 by Morgan Stanley. Morgan Stanley, a parent
holding company of FrontPoint Partners LLC, as an investment advisor, may be deemed to have the
beneficial ownership of the shares reflected in the table as of December 31, 2007. Morgan Stanley reported
that it had sole voting and dispositive power with respect to the 595,795 shares reflected in the table.

(3) Metro Investment Group, Inc.’s address is 16607 Southern Oaks Drive, Houston, Texas 77069. Director
Helen F. Chen is the controlling shareholder and President of Metro Investment Group, Inc. and has voting
and investment control of the shares.

(4) Fentham Corporation’s address is 8 Peirce Road, Singapore 248527,

(5) Leslie Looi Meng’s address is 327 River Valley Road #16-02, Casuarina Yong An Park, Singapore

238-359.
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(6} Includes 737,336 shares held of record by Metro Investment Group, Inc. of which Ms. Chen is the President
and controlling sharecholder and has voting and investment control of the shares.

(7} Consists of 34,500 shares that may be acquired within 60 days upon the exercise of stock options granted
under the Incentive Plans.

(8) Consists of 33,000 shares that may be acquired within 60 days upon the exercise of stock options granted
under the Incentive Plans.

(9) Includes 6,271 shares held of record by Mr. Lee’s spouse and 201,375 shares that may be acquired within 60
days upon the exercise of stock options granted under the Incentive Plans.

(10) Includes 19,968 held of record by each of Mr. Lee’s daughter and son and 43,061 shares held of record by
Mr. Lee’s sister.

(11) Consists of 26,700 shares that may be acquired within 60 days upon the exercise of stock options granted
under the Incentive Plans.

(12) Includes 78,000 shares that may be acquired within 60 days upon the exercise of stock options granted
under the Incentive Plans.

(13) Includes 12,495 shares held of record by each of Mr. Ting’s three children.

(14) Includes 644,812 shares held of record by two trusts, 19,986 shares held of record by Mr. Wang’s spouse,
29,326 shares held of record by a non-profit corporation over which Mr. Wang has voting and investment
control, 100,000 shares held of record by Thomas Wu over which Mr. Wang has shared investment power
and 18,750 shares that may be acquired within 60 days upon the exercise of stock options granted under the
Incentive Plans.

(15) Includes 392,325 shares which may be acquired within 60 days pursuant to the exercise of stock options
granted under the Incentive Plans.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16{a) of the Securitics Exchange Act of 1934, as amended (the “Exchange Act™), requires the
Company’s directors and officers and persons who own more than 10% of a registered class of the Company's
equity securities, Lo file reports of ownership and reports of changes in ownership of such with the Securities and
Exchange Commission (the “SEC"). Officers, directors and greater than 10% shareholders are required by SEC
regulation to furnish the Company with copies of all Section 16(a) forms they file,

To the Company’s knowledge, based solely on the Company’s review of the copies of such reports
furnished to it and representations from certain reporting persons that they have complied with the relevant filing
requirements, during the year ended December 31, 2007, all Section 16(a) reporting requirements applicable to
the Company’s officers, directors and greater than 10% sharcholders were complied with, except that Herbert
Baker, David Choi, Michell Phung and Terrance Tangen did not timely file a Form 4 to report the grant of stock
options. These transactions have been reported to the SEC.
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ITEM 2.
PROPOSAL TO RATIFY APPOINTMENT OF
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee has appointed PricewaterhouseCoopers LLP as the independent registered public
accounting firm of the Company for the year ending December 31, 2008. At the Meeting, the shareholders will
be asked to consider and act upon a proposal to ratify the appointment of PricewaterhouseCoopers LLP. The
ratification of such appointment will require the affirmative vote of the holders of a majority of the outstanding
shares of Common Stock entitled to vote and present in person or represented by proxy at the Meeting.
PricewaterhouseCoopers LLP has served as the Company’s independent registered public accounting firm since
2003. Representatives of PricewaterhouseCoopers LLP are expected to be present at the Meeting, will be given
an opportunity to make a statement (if they desire to do so) and will be available to respond to appropriate
questions.

Shareholder ratification of the selection of PricewaterhouseCoopers LLP as the Company’s independent
registered public accounting firm for the 2008 fiscal year is not required by the Company’s organizational
documents, state law or otherwise. However, the Board of Directors is submitting the selection of
PricewaterhouseCoopers LLP to the Company’s shareholders for ratification as a matter of good corporate
practice. If the shareholders fail to ratify the appointment, the Audit Committee may, but is not obligated to,
reconsider its selection of PricewaterhouseCoopers LLP as the Company’s independent registered public
accounting firm,

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE PROPOSAL TO RATIFY
THE APPOINTMENT OF PRICEWATERHOUSECOOPERS LLP.

DATE FOR SUBMISSION OF SHAREHOLDER PROPOSALS
FOR 2009 ANNUAL MEETING

In order for shareholder proposals submitted pursuant to Rule 14a-8 of the Exchange Act to be presented at
the Company’s 2009 Annual Meeting of Sharcholders and included in the Company’s proxy statement and form
of proxy relating to such meeting, such proposals must be submitted to the Secretary of the Company at the
Company’s principal executive offices not later than December 8, 2008. Shareholder proposals should be
submitted to the Secretary of the Company at 9600 Bellaire Boulevard, Suite 252, Houston, Texas 77036.

In addition, the Company’s Amended and Restated Bylaws provide that only such business which is
properly brought before a shareholder meeting will be conducted. For business to be properly brought before a
meeting or nominations of persons for election to the Board of Directors to be properly made at a meeting by a
shareholder, notice must be received by the Secretary of the Company at the Company’s offices not later than the
close of business on the 60th day prior to the meeting. Such notice to the Company must also provide certain
information set forth in the Amended and Restated Bylaws. A copy of the Amended and Restated Bylaws may be
obtained upon written request to the Secretary of the Company.

ANNUAL REPORT ON FORM 10-K
A copy of the Annual Report on Form 10-K for the year ended December 31, 2007, as filed with the

Securities and Exchange Commission, is available without charge to any shareholder upon written request to
Corporate Secretary, MetroCorp Bancshares, Inc., 9600 Bellaire Boulevard, Suite 252, Houston, Texas 77036.
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OTHER MATTERS

The Board of Directors does not intend to bring any other matter before the Meeting and does not know of
other matters to be presented for action at the Meeting. However, if any other matter does properly come before
the Meeting, or any adjournment thereof, the proxies will be voted in accordance with the discretion of the
person or persons voting the proxies.

You are cordially invited to attend the Meeting. Regardless of whether you plan to attend the Meeting, you
are urged to complete, date, sign and return the enclosed proxy in the accompanying envelope at your earliest

convenience.

By order of the Board of Directors,

///f

Don J. WANG
Chairman of the Board
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CORPORATE HEADQUARTERS
METROCORP BANCSHARES, INC.
9600 Bellaire Boulerard, Sutte 252
Houston, Texas 77036

Phone 713.776.3876

e metrobank-na.com

STOCK SYMBOL AND EXCHANGE
MCBI: NASDAQGS

STOCK TRANSFER AGENT
AMERICAN STOCK TRANSFER &
TRUST COMPANY

59 Maiden Lane

New York, New York 10038
Fhone 212.936.5100

CORPORATE COUNSEL
BRACEWELL & GIULIANI LLP
Houslon, Texas

INDEPENDENT ACCOUNTANTS
PRICEWATERHOUSECOOPERS LLP
Houwston, Texas

ANNUAL MEETING OF SHAREHOLDERS

The annsal meeting of sharcholders will
be beld at 10:00 am CST, on May 9.
2008, at the corporate offices.

Form 10-K

Copies of the Company’s Form

10-K as filed with the Securities and
Exchange Commission, can be viewed
and printed from the Company’s Web site
or from EDGAR, at wiei.sec.gov

INvEsTOR RELATIONS

GEORGE M. LEE,

Chief Executive Officer

MetroCory Bancshares, fric.

9600 Bellaire Boulevard, Suite 252
Houston, Texas 77036

Phone: 713.776.3876
fnvestor-relations@melrobank-na.com

Memeer FDIC

SHAREHOLDER INFORMATION

METROBANK BRANCH LOCATIONS
HOUSTON

BELIAIRE

9600 Belluire Boulerard, Suite 101
Houston, Tevas 77036
713.776.3876

BOONE

10623 Bellaire Blvd,, Suite 100
Housion, Texas 77072
713.272.5688

DULLES

4639 Highway 6 af Dulles
Sugar Land, Tevas 77478
281.276.8100

EAST

6730 Capitol at Wayside
Houston, Texas 77011
713.924.4500

HARWIN

10000 Harwin Drive
Hoteston, Tevas 77036
713.414.3688

LONGPQINT

1460 Blalock at Longpoint
Houston, Texas 77055
713.272.5651

MILAM

2808 Milam, Suile A
Houston, Texas 77006
713.630.3200

SUGAR LAND

15144 Southwest Freeuay
Supar Land, Texas 77478
281.365.7766

VETERANS MEMORIAL

13480 Veterans Memorial Drive
Houston, Texas 77014
281.586.2828

DALLAS

HARRY HINES

2527 Royal Lane, Suste 155
Dallas, Texas 75229
972.488.5610

PLANO

3941 W Park Blud., Suite 601
Plano, Texas 75075
972.300.8880

RICHARDSON

275 West Campbell Road, Suite 111
Richardson, Texas 75080
972.889.6688

ELECTRONIC BANKING

TELEBANKING

Toll-free  888.414.3535
Houston  713.414.3555
Dallas  972.889.6666

ONLINE BANKING
bitp:thuene metrobank-na.cont

CUSTOMER SERVICE
Tollfree  888.414.3556

MEmRO UNITED BaNK
BrancH LOCATIONS

SAN DIEGO

7320 Clairemont Mesa Boulevard
San Diego, California 92111
858.496.3800

LOS ANGELES
1101 West Valley Boulevard
Albambra, California 91803
626.943.1138

IRVINE

15345 Cudver Dr.

Irvine, California 92604
949.653.1919

CITY OF INDUSTRY

17870 Castleton Street, Sutte 100
City of Industry, GA 91748
626.435.1500

SAN FRANCISCO

2000 Van Ness Ave., Suile 100
San Francisco, CA 94109
£15.202.1300

SAN MATEO

43 E. 3rd Ave.

San Mateo, CA 94401
650.344.2613




METROCCORP BANCSHARES, INC.

9600 BELLAIRE BOULEVARD
Surte 252

HousTton, TExaAs 77036
WWW.METROBANK-NA,COM




