











During the Great Depression, bank
failures were frequent. Sotoreassure
everyone, some of our important
clients came out and met people as
they entered the Bank, including the
head of Standard Oil, the Richmond
City attorney, and the publisher of
the Richmond paper. Then Standard
Oil made a big deposit and ran an ad
in the paper: “We put our money in
The Mechanics Bank—that's how
much faith we have in them.” That
put any fears to rest. “If Standard Oil
can trust the Bank,” people thought,
“so can we!”

To quell the fear that was causing
runs on the banks during the Great
Depression,  Franklin  Roosevelt
declared an unprecedented “national
bank holiday” in March 1933, during
his first week as President. Banks
would close their doors for four days.
We obviously wanted to comply
with the law, but also wanted to be
available for our clients in a time of
need. So E.M. Downer stayed in his
office during that time, keeping his
shade partially open and an eye out
his window. When a client knocked
on the door, he'd quickly let him in
and take care of his banking needs
personally. This was a unique level of
trust on the part of the Bank, but it is
also an example of the unique level
of trust we received from our clients
in return.

A Year of Challenges.
An Era of Opportunities.

In retrospect, 2008 proved more challenging for the economy than even the most
pessimistic experts had predicted. Individuals and institutions alike were caught by surprise,
not only by the severity of the disruption, but also by its speed. Financial structures that
seemed bedrock-solid only months before suddenly found themselves teetering on flimsy
foundations. Mechanics Bank, however, has continued to be recognized for our safety
and soundness, just as we were in earlier times of economic stress.

Our version of “Safety and Soundness.”

“Safety and Soundness” is more than a description of our financial behavior to reassure
clients in a time of stress. It is a statement of the very foundation of our business model.

It means we put the protection of our clients’ money first among our priorities. This is what
started us as a bank in the first place, even back to 1905 when E.M. Downer wanted to
make it easier for local railroad workers in Pinole to cash their paychecks. He saw this as a
service to his neighbors and the local community. And with that service, he recognized the
trust those workers were putting in him.

That sense of responsibility has guided Mechanics Bank to this very day. It has led us over
the years to make decisions that were right for our clients, their families, their businesses,
and the communities we all share.

Of course, making such decisions has at times left the Bank open to the criticism of being
too conservative, of not taking advantage of profit-making opportunities that might have
enhanced the Bank's financial standing, regardless of the benefit to our clients.

Our sensible, prudent, disciplined business philosophy is why we never entered the
subprime mortgage arena, and why we have limited our residential real estate lending
activities to meeting the needs of existing clients with strong relationships.

Our business, in fact, reflects our communities. And our communities have always
been filled with citizens who work hard for their money, plan for the protection of their
families, and feel a sense of responsibility to their friends and neighbors.

What it means and why it matters today.

The banks that are at risk today are the banks that took risks yesterday. We, on the other
hand, have always seen risk as something to be avoided rather than courted. Despite the
potential of higher returns, the exposure to higher losses just wasn't worth it. It wasn't just
imprudent; we felt it was wrong.

Business to some people is strictly about numbers, profits and losses. To Mechanics Bank,
business is about people. And we never conduct our business without recognizing that our
decisions ultimately have an effect on our clients, our employees, and our shareholders.

This sense of responsibility is why we've always maintained greater than required capital
levels, so we could absorb the inevitable ebbs and flows of business cycles without straining
our financial structure. That's why we've always maintained high levels of liquidity, so we
could respond to short-term needs without jeopardizing long-term stability. That's why
we've been scrupulous in building a loan portfolio that is high quality and well performing,
so we don't have to expose our balance sheet to unanticipated economic strains. And
that's why we are well positioned to emerge from this current crisis even stronger and
better positioned for the future.

And why it matters tomorrow.

As a bank, we benefit from the perspective of our history and heritage. We are proud of
our past because the values our founders established over a century ago are the values that
have carried us through to today, still strong, still profitable, and still providing valuable
services to our clients and our communities.

Mechanics Bank has a remarkable record, especially for a community bank that has stayed
so “close to home" for more than a century.

And that record is all the more remarkable not just for our successes, but also for the
challenges we faced—and overcame.

As an institution that has been locally owned and locally operated all these years, we
have seen it all—world wars, recessions, economic upheavals. While painful at times,
this experience gives us perspective. And that perspective reassures us that whatever
turmoil our country and our region face today, we will get through it—because we have
gotten through it before.

Business is cyclical, as are economies. The challenge—and opportunity—for Mechanics
Bank has always been to conduct our business in such a way that we can weather the
storms so we can be here to enjoy the sunshine. Our focus is long-term. We are comfortable
with slow, steady growth, because we know that is how you build the strongest, most
stable foundation.

Our tagline—"Commitment that lasts generations"—isn't just a marketing slogan. It is a
statement of the very core value of our company. It is how we see our place in relation
to our clients, our employees, our communities, and our shareholders. We've made a
“commitment” to protect all our stakeholders by making wise, reasoned decisions. And
we know it will “last generations” because it is the same commitment we made yesterday,
and will be the same one we make tomorrow.

When World War Il ended, thousands
of soldiers were returning home to
face uncertain futures. We wanted
to thank them for their service and
get them started on their new lives.
So we sold Preferred Stock in the
Bank, which allowed us to offer
home loans and other loans to our
returning veterans. It was the only
time in our history we sold Preferred
Stock. But we didn't hesitate then
because we knew it was the right
thing to do for them and for our
community.

Today we talk about being our clients’
trusted financial partners, but trust has
been the basis of our business since
our founding. A client recently recalled
the story of his grandfather starting a
business and needing to buy a truck. He
talked to his banker, E.M. Downer, and
Mechanics Bank gave him the loan on a
handshake. That kind of trust built on a
personal relationship is what still sets us
apart as a bank to this day. We still seal
deals with a handshake, face-to-face,
eye-to-eye. And just as Mechanics Bank’s
door was open to our clients during the
Great Depression, our door is open to our
clients and communities today.



Mechanics Bank
Consolidated Balance Sheets

As of December 31, 2008 and December 31, 2007

Mechanics Bank
Consolidated Statements of Income

For the Years Ended December 31, 2008 and December 31, 2007

2008 2007 2008 2007
INTEREST AND FEE INCOME ASSETS
Interest and fees on loans and leases 115,847,170 $ 129,526,432 Cash and due from banks $ 223,729,236 $ 60,705,301
Interest on trading securities 4,600,801 9,127,753 Federal funds sold - 73,000,000
Interest on securities available-for-sale . Cash and cash equivalents 223,729,236 133,705,301
U.S. Treasury and government agency securities 13,575,708 10,317,891
Obligations of state and political subdivisions 11,449,169 10,966,876 Trading securities (including pledged collateral
Other 163,585 97,296 of $36,466,000 in 2008 and $113,782,000 in 2007) 50,254,200 162,863,871
Interest on federal funds sold 1,607,885 3,008,503 Securities available-for-sale (including pledged collateral
. . - - of $202,456,000 in 2008 and $131,353,000 in 2007) 630,049,767 466,633,882
Total interest and fee income 147,244,318 163,044,751
Loans and leases 1,887,216,392 1,855,579,868
INTEREST EXPE_NSE Less — Allowance for credit losses on loans and leases (28,882,253) (27,650,674)
Interest on deposits 34,888,752 51,065,199 _—— —_—
Interest on borrowed funds 7,213,355 7,966,875 Net loans 1,858,334,139 1,827,929,194
Total interest expense 42,102,107 59,032,074 Bank premises and equipment, net of accumulated
. . depreciation and amortization of $45,613,723
Net interest income loieall 104012677 in 2008 and $43,117,035 in 2007 21,872,098 22,456,336
Provision for credit losses on loans and leases 24,425,282 2,459,479 Bank owned life insurance 35,554,509 34,254,509
Net interest income after provision for credit losses 80,716,929 101,553,198 Interest receivable and other assets 49,889,542 47,504,695
NONINTEREST INCOME TOTAL ASSETS $2,869,683,491 $2,695,347,788
Service charges on d(.apgsit accounts 8,956,562 7,799,256 LIABILITIES AND SHAREHOLDERS' EQUITY
Trust fees and commissions 6,910,349 6,835,757 Noninterest-bearing demand deposits $ 557,953,325 § 566,477,051
Net trading acclount prOfItS. . ) 680,366 3,530,298 Interest-bearing transaction accounts 847,472,682 775,490,266
Net (losses) gains on securities available-for-sale (807,626) 388,012 Savings and time deposits 809,928,464 772,811,951
Other 8,303,950 8,026,914 —— —
. . - - Total deposits 2,215,354,471 2,114,779,268
Total noninterest income 24,043,601 26,580,237
Securities sold under agreements to repurchase 129,412,258 131,246,544
NON,INTEREST EXPENSE ) Demand notes issued to the U.S. Treasury 1,550,114 4,672,755
Salaries and employee benefits 56,888,908 54,403,256 Other borrowings 150,000,000 120,000,000
Occgpancy CHA 2 EP 7,832,561 Interest payable and other liabilities 83,188,723 46,499,960
Equipment , _ TR 6,600,050 Dividends payable 1,647,300 3,585,300
Recovery of credit losses on unfunded lending commitments (672,205) (659,479) —_— —_—
Other 21,408,845 18,941,060 TOTAL LIABILITIES 2,581,152,866 2,420,783,827
Total noninterest expense 92,767,633 87,117,448 SHAREHOLDERS' EQUITY
. ) - - Common stock, $50 par value
Income before provision for income tax expense 11,992,897 41,015,987 Authorized — 50,000 shares
(BENEFIT) PROVISION FOR INCOME TAXES (1,024,325) 12,007,673 Issued and outstanding — 19,380 shares 969,000 969,000
Additional paid in capital 13,250,000 13,250,000
Retained earnings 271,199,218 264,977,389
NET INCOME 13,017,222 $ 29,008,314 Accumulated other comprehensive income (loss), net of tax 3,112,407 (4,632,428)
TOTAL SHAREHOLDERS' EQUITY 288,530,625 274,563,961
EARNINGS PER SHARE - Basic and Diluted 671.68 $ 1,496.82 TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 2,869,683,491 $2,695,347,788
AVERAGE COMMON SHARES OUTSTANDING - Basic and Diluted 19,380 19,380

8 See notes to consolidated financial statements.
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Mechanics Bank
Consolidated Statements of Cash Flows

For the Years Ended December 31, 2008 and December 31, 2007

Mechanics Bank
Consolidated Statements of Changes

in Shareholders’ Equity

For the Years Ended December 31, 2008 and December 31, 2007

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 13,017,222 $ 29,008,314
ACCUMULATED Adjustments to reconcile net income to net cash
ADDITIONAL OTHER TOTAL provided by operating activities:
COMMON PAID IN RETAINED COMPREHENSIVE SHAREHOLDERS"  COMPREHENSIVE Depreciation and amortization 4,502,168 4,559,493
SHARES STOCK CAPITAL EARNINGS  INCOME (LOSS), NET EQUITY INCOME Increase in cash surrender value of bank owned life insurance (1,300,000) (1,300,000)
Provision for credit losses on loans and leases 24,425,282 2,459,479
Balance, December 31, 2006 19,380 $969,000 $ 13,250,000 $245,733,152 $ (6,490,900) $253,461,252 Recovery for credit losses on unfunded lending commitments (672,205) (659,479)
) o Benefit for deferred taxes (3,581,366) (1,571,291)
Adjustment to initially apply FASB Net (gain) loss on sales of premises and equipment (533,386) 130,452
Statement No. 159, net of tax (1,818,277) 1.818.277 Net (gain) loss on securities transactions (732,740) (3,918,310)
Net income 29,008,314 29,008,314 $ 29,008,314 Loss recognized on securities impairment 860,000 -
Other comprehensive income (loss), net of tax: Stock ldividends received on FHLB stock (587,600) (618,100)
Changes in:
Net unrealized income (loss) on Interest payable and other liabilities 43,220,554 (2,076,752)
securities available-for-sale, Interest receivable and other assets (6,301,355) 1,269,235
gﬁgizie:]lt?:?tgcamn adjustment (156,452) Net cash provided by operating activities $ 72,316,574 $ 27,283,041
) ) ) CASH FLOWS FROM INVESTING ACTIVITIES
Defined benefit pension plan: : iy
Change in retirement obligation, Trading securities
net of tax effect 196 647 Purchases (233,554,869) (82,500,000)
_ Sales 134,358,362 10,000,000
Total other comprehensive income 40,195 40,195 40,195 Maturities/calls/paydowns 212,500,000 230,000,000
Comprehensive income $ 29,048,509 Securities available-for-sale:
- Purchases (214,819,281) (110,494,999)
Cash dividends ($410.00 per share) _ (7,945,800) (7,945,800 Sales i 68,678,102
Maturities/calls/paydowns 57,451,118 41,457,487
Balance, December 31, 2007 19,380 $260,000 $13250,000 $264,977,389 §__[4,632428) $274,563,961 Proceeds from redemption of FHLB stock 3,144,100 -
Adjustment to initially apply FASB Net increase in loans and leases (55,957,133) (118,323,014)
EITF 06-4, net of tax (206,193) (206,193) Recoveries of loans charged-off 1,126,906 766,676
Net income 13,017,222 13,017,222 $ 13,017,222 Proceeds from salgs of premise§ and equipment 1,382,852 272,587
Purchases of premises and equipment (5,015,770) (5,646,217)
Other comprehensive income, net of tax: . . . . .
Net cash (used in) provided by investing activities (99,383,715) 34,210,622
Net unrealized income on
securities available-for-sale, CASH FLOWS FROM fINANC!NG ACTIVITIES
net of reclassification adjustment Net increase (d.ecrease). |.n deposits 100,575,203 (150,509,598)
and tax effects 3,836,804 Net (decrease) !n secur|t'|es sold under aglreements to repurchase (1,834,286) (1,629,349)
Net (decrease) increase in demand notes issued to U.S. Treasury (3,122,641) 1,974,042
Defined benefit pension plan: Proceeds from other borrowings 150,000,000 240,000,000
Change in retirement obligation, Repayment of other borrowings (120,000,000) (170,000,000)
net of tax effect 3,908,031 Cash dividends paid (8,527,200) (7,752,000)
Total other comprehensive income 7,744,835 7,744,835 7,744,835 Net cash provided by (used in) financing activities 117,091,076 (87,916,905)
Comprehensive income $ 20,762,057 Net increase (decrease) in cash and cash equivalents 90,023,935 (26,423,242)
Cash dividends ($340.00 per share) (16,589,200) (6,589,200) Cash and cash equivalents at beginning of year 133,705,301 160,128,543
Balance, December 31, 2008 19,380 $969,000 $ 13,250,000 $271,199,218 § 3,112,407  $288,530,625 Cash and cash equivalents at end of year $ 223,729,236 $ 133,705,301
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Interest paid $ 44,050,955 $ 59,881,672
Income taxes paid 7,700,000 13,750,000
Unrealized trading securities gains 3,501,322
Non-cash transfer from securities available-for-sale to trading securities 316,853,326

10 See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Note 1. Summary of Significant Accounting Policies

Mechanics Bank and subsidiaries (the Bank) is headquartered in Richmond, California. At December 31, 2008, the Bank
operated 34 offices in Contra Costa, Alameda, San Francisco, Marin, Napa, Placer, Sacramento and El Dorado counties. The
Bank's primary source of revenue is derived from providing loans, leases and related banking services to customers, who are
predominantly individuals and businesses. The Bank has two wholly owned subsidiaries, the MacDonald Auxiliary Corporation
and The Mechanics Bank Community Development Corporation. The business purposes of the subsidiaries are lending and
community development activities and holding deeds of trust securing loans made by the Bank and its subsidiaries.

The consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the
United States of America and reporting practices applicable to the banking industry. The consolidated financial statements
include the accounts of the Bank and its two wholly owned subsidiaries. All inter-company accounts and transactions have been
eliminated. Significant accounting policies of the Bank are as follows:

Use of Estimates in the Financial Statements — The preparation of financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the
reporting period. These estimates and assumptions are based upon information available as of the date of the consolidated
financial statements. Actual results could differ from those estimates. The allowance for loan losses and fair values of securities
and other financial instruments are particularly subject to change.

Securities — Securities are accounted for according to their intended purpose and holding period. Securities are categorized as
either held to maturity, available-for-sale, or trading. Securities classified as held to maturity are reported at cost, adjusted for
amortization of premium and accretion of discount. Securities classified as available-for-sale are reported at fair value with the
change in unrealized gains and losses reported net of tax as a separate component of accumulated other comprehensive income
(loss) in shareholders” equity. Securities acquired for trading purposes are carried at fair value with unrealized gains and losses
recorded in non interest income as part of net trading account profits. Interest income on trading securities is reported as interest
on trading securities on the consolidated statements of income. Other securities such as Federal Home Loan Bank Stock are carried
at cost. Purchase premiums and discounts are recognized in interest income using the effective yield method over the terms of the
securities. Securities, other than trading securities, are evaluated for impairment whenever there is a decline in market value below
amortized cost. If the devaluation of a security is determined to be other-than-temporary, then the Bank permanently adjusts the
carrying cost of the security to the lower impaired value and recognizes a security loss in its net income equal to the amount of the
devaluation. In estimating other-than-temporary losses, management considers: (1) the length of time and extent that fair values
has been less than cost, (2) the financial condition and near term prospects of the issuer, and (3) the Company's ability and intent
to hold the security for a period sufficient to allow for any anticipated recovery in fair value. Realized gains and losses on the sale
of securities are recorded on the trade date and are determined using the specific identification method.

Loans and Leases — Loans and leases consist of customer obligations for outstanding balances of loans, letters of credit and
finance leases. Loans are reported at the principal amount outstanding. Finance leases are reported at the principal amount
outstanding, less applicable unearned interest. Loan and lease origination fees, commitment fees and certain direct loan and
lease origination costs are deferred and the net amount is recognized in interest income over the life of the loan and lease
using the effective yield method. Loans and leases are placed on a non-accrual status whenever the collectibility of principal
and interest is uncertain or when they become 90 days or more past due, unless the loans and leases are well secured and

in the process of collection. At the time a loan and lease is placed on non-accrual status, interest accrued but not collected is
reversed against interest income of the current period. Interest on non-accrual loans and leases is recognized only to the extent
that cash is received and when the future collection of principal is probable. Loans and leases are returned to accrual status
when all the principal and interest amounts contractually due are brought current and future payments are reasonably assured.
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Allowances for Credit Losses — The allowance for credit losses on loans and leases is maintained at a level considered
adequate to provide for probable credit losses inherent in the loan and lease portfolio including losses on impaired loans and
leases described below. An allowance for off-balance-sheet credit losses is also maintained for unfunded lending commitments,
which is included in other liabilities. The Bank makes continuous credit reviews of the loan and lease portfolio and unfunded
lending commitments and considers current economic conditions, historical credit loss experience, and other factors in
determining the adequacy of the allowance balances. The allowances for credit losses are based on estimates, and ultimate
losses may vary from current estimates. As additions to or reversals of the allowances for credit losses become necessary, they
are reported in net income in the time periods they become known. Loan losses are charged against the allowance when
management believes the uncollectibility of a loan balance is confirmed.

A loan and lease is impaired when it is probable the Bank will be unable to collect all amounts due according to the
contractual terms of the loan and lease agreement. Commercial and commercial real estate loans are individually evaluated

for impairment. Large groups of smaller balance homogeneous loans such as consumer and residential real estate loans are
collectively evaluated for impairment, and accordingly, they are not separately identified for impairment disclosures. Impaired
loans and leases are measured on the present value of expected future cash flows discounted at the loan’s original effective
interest rate. As a practical expedient, impairment may be measured based on the loan’s and leases’ observable market price or
the fair value of the collateral if the loan and lease is collateral dependent. When the measure of the impaired loan and lease
is less than the recorded investment in the loan and lease, the impairment is recorded through an allocation of a portion of the
allowance for credit losses.

The allowance for credit losses consists of specific and general components. The specific component relates to loans that are
individually classified as impaired or loans otherwise classified as substandard or doubtful. The general component covers
non-impaired and non-classified loans and is based on historical loss experience adjusted for qualitative factors. Allocations

of the allowance for credit losses may be made for specific loans, but the entire allowance is available for any loan that, in
management’s judgment, should be charged-off. The Bank is subject to periodic examinations by its federal and state regulatory
examiners, and may be required by such regulators to recognize additions to the allowance for credit losses based on their
assessment of credit information available to them at the time of their examinations. The process of assessing the adequacy of
the allowance for credit losses is necessarily subjective. Further, and particularly in times of economic downturns, it is reasonably
possible that future credit losses may exceed historical loss levels and may also exceed management's current estimates of
incurred credit losses inherent within the loan portfolio. As such, there can be no assurance that future loan charge-offs will not
exceed management's current estimate of what constitutes a reasonable allowance for credit losses.

Bank Premises and Equipment — Land is carried at cost. Buildings and equipment are stated at cost less accumulated
depreciation. Estimated useful lives of buildings and equipment are from 15 to 40 years and from 3 to 20 years, respectively.
Depreciation is computed either on a straight-line or an accelerated basis. Leasehold improvements are included in buildings
and fixtures and are amortized over the shorter of the original lease term or their economic useful lives. As of December 31,
2008 the Bank held $2,411,157 of land, $12,708,371 of buildings and $6,752,570 of furnishings, fixtures and equipment,
net of accumulated depreciation. As of December 31, 2007 the Bank held $2,446,561 of land, $12,635,848 of buildings and
$7,373,927 of furnishings, fixtures and equipment, net of accumulated depreciation.

Federal Home Loan Bank (FHLB) Stock — The Bank is a member of the FHLB system. The Bank is required to own

a certain amount of FHLB of San Francisco stock based on the level of borrowings and other factors, and may invest in
additional amounts. FHLB of San Francisco stock is carried at cost and included within interest receivable and other assets on
the consolidated balance sheets. FHLB stock is classified as a restricted security and is periodically evaluated for impairment
based on ultimate recovery of par value. Both cash and stock dividends are reported as income and are included with other
noninterest income on the consolidated statements of income.
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Impairment of Long-Lived Assets — The Bank reviews its long-lived assets for impairment whenever events or changes
indicate that the carrying amount of an asset may not be recoverable. If such assets are considered to be impaired, the
impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of
the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.

Loss Contingencies — Loss contingencies, including claims and legal actions arising in the ordinary course of business, are
recorded as liabilities when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated.
Management does not believe there now are such matters that will have a material effect on the financial statements.

Income Taxes — The Bank's accounting for income taxes is based on an asset and liability approach. The Bank recognizes the
amount of taxes payable or refundable for the current year and recognizes deferred tax liabilities and assets for the future tax
consequences for transactions that have been recognized in the Bank’s consolidated financial statements or tax returns. The
measurement of tax assets and liabilities is based on enacted tax laws and rates. A valuation allowance, if needed, will reduce
deferred tax assets to the amount expected to be realized. The Bank recognizes interest and penalties related to income tax
matters in income tax expense.

The Bank adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48"), on January 1, 2007. A
tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be sustained under an
audit, based upon the technical merits of the position, with a tax examination being presumed to occur. The amount recognized
is the largest amount of tax benefit that is greater than 50% likely of being realized on examination. For tax positions not
meeting the “more likely than not” test, no tax benefit is recorded. There was no cumulative effect of a change in accounting
principle or adjustment to the liability for unrecognized tax benefit as a result of the adoption of FIN 48 on January 1, 2007.

Statement of Cash Flows — Cash and cash equivalents include cash and due from banks and federal funds sold with original
maturities less than ninety days. Net cash flows are reported for customer loan and deposit transactions and for short-term
borrowings with an original maturity of 90 days or less. Activity occurring in trading securities is presented with investing
activities based on management's intent to primarily hold them for investment purposes.

Reclassifications — Certain amounts previously reported in the 2007 financial statements have been reclassified to conform
to the 2008 presentation. These reclassifications do not affect previously reported net income or shareholders' equity.

Recently Issued Accounting Pronouncements — In September 2006, the FASB Emerging Issues Task Force (EITF) finalized
Issue No. 06-4, Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements. This issue requires that a liability be recorded during the service period when a split-dollar life
insurance agreement continues after participants’ employment or retirement. The required accrued liability will be based on
either the post-employment benefit cost for the continuing life insurance or based on the future death benefit depending on the
contractual terms of the underlying agreement. This issue was effective for fiscal years beginning after December 15, 2007. The
Bank recorded an adjustment to retained earnings totaling $206,193, net of tax benefits of $149,619.
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Note 2. Securities

The amortized cost and fair value of investments in debt and equity securities and the gross unrealized gains and gross
unrealized losses on such securities as of December 31, 2008 and 2007, are as follows:

GROSS GROSS

AMORTIZED UNREALIZED UNREALIZED ESTIMATED
2008 COST GAINS LOSSES FAIR VALUE
Trading Securities
U.S. government agency securities $ 50,254,200
Total trading securities $ 50,254,200
Securities Available-for-Sale
Obligations of states and political subdivisions § 260,141,926 $ 2,417,221 $ (5,865,060) § 256,694,087
Mortgage-backed securities 359,829,563 13,526,565 (10,448) 373,345,680
Equity securities - 10,000 - 10,000
Total securities available-for-sale $ 619,971,489 $ 15,953,786 $ (5,875,508) $630,049,767
Total investment securities $ 680,303,967
2007
Trading Securities
U.S. government agency securities $ 162,863,871
Total trading securities $162,863,871
Securities Available-for-Sale
Obligations of states and political subdivisions § 253,733,466 $ 3,071,841 $  (1,351,470) $ 255,453,837
Mortgage-backed securities 208,582,569 1,959,883 (34,407) 210,508,045
Equity securities 860,000 - (188,000) 672,000
Total securities available-for-sale $ 463,176,035 $ 5,031,724 $ (1,573,877) $ 466,633,882
Total investment securities $ 629,497,753

In addition to the reported fair values of the investment securities reflected above, the Bank is entitled to receive accrued
interest and dividends from its securities. Included in interest receivable and other assets on the consolidated balance sheets
as of December 31, 2008 and 2007 was $5,238,253 and $5,211,248, respectively, of interest and dividends receivable from
the Bank’s investment securities. As of December 31, 2008 and 2007 accrued interest receivable from trading securities was
$579,875 and $1,173,112, respectively. Accrued interest receivable from securities available-for-sale totaled $4,658,378 and
$4,038,136 at December 31, 2008 and 2007, respectively.
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Concurrent with the adoption of SFAS 157, effective January 1, 2007 the Bank also adopted SFAS 159, “The Fair Value Option for
Financial Assets and Liabilities”. SFAS 159 allowed the Bank the irrevocable option to elect fair value for certain financial assets
and liabilities on a contract-by-contract basis and to reflect the accumulated adjustment, net of tax, from early adoption of SFAS
159 as a change in accounting principle by reducing or increasing the beginning balance of retained earnings as of January 1,
2007. With its adoption of SFAS 159, the Bank made the irrevocable election to apply fair value accounting to all of the U.S.
Government Agency securities that were held in the securities portfolio as of December 31, 2006. In so doing, the Bank reclassified
this entire segment of its securities portfolio from the available-for-sale category into the trading category, as prescribed by SFAS
159. The gross unrealized gains of $12,523 and the gross unrealized losses of $3,149,974 pertaining to the U.S. Government
Agency securities segment of the portfolio at December 31, 2006 were aggregated and then applied as an adjustment, net of

tax of §$1,319,174, to the January 1, 2007 opening balance of retained earnings. As depicted in the Statement of Changes in
Shareholders’ Equity, the aggregate net unrealized loss which totaled $3,137,451 on a pre-tax basis translated into a $1,818,277
reduction or charge against the January 1, 2007 opening balance of retained earnings on a net of tax basis.

The following table summarizes the transition impact from the change in accounting from adopting the fair value option for
certain financial instruments on January 1, 2007. Amounts shown represent the carrying value of the affected instruments
before and after the changes in accounting resulting from the adoption of SFAS 159:

ENDING ADJUSTMENT OPENING

Impact of Adopting and Electing the BALANCE SHEET TO RETAINED BALANCE SHEET
Fair Value Option under SFAS 159 December 31, 2006 EARNINGS January 1, 2007
Trading securities $ - $  (3,137,451) $ 316,853,326
Securities available-for-sale 782,662,592 - 465,809,266

Total securities $ 782,662,592 - $ 782,662,592
Cumulative-effect adjustment (pre-tax) - (3,137,451) -
Tax impact - 1,319,174
Cumulative effect adjustment (net of tax),

Decrease to retained earnings and increase

to accumulated other comprehensive income (loss) $ (1,818,277)

Management of the Bank was selective and exercised some discretion when electing the Fair Value Option. Only the segment
of the securities portfolio containing U.S. Government Agency securities was designated for reclassification under the Fair
Value Option. This segment of the securities portfolio is typically of shorter duration and has been routinely relied upon by
Management as a primary source of Bank liquidity. The election was made to transfer these particular securities from available-
for-sale into the trading category primarily for reasons of better liquidity structuring of the Bank's securities portfolio within the
consolidated balance sheet and also to improve the financial transparency of future changes in the fair value of this particular
segment of the securities portfolio in the Bank's consolidated income statement. During 2007, these securities were carried in
the trading category along with additional new purchases of both U.S. Treasury and other U.S. Government Agency securities.
On a going forward basis, Management currently plans to carry future purchases of U.S. Government Agency securities as
trading securities and will evaluate other types of new investment securities to determine if they should also be classified as
trading securities and carried at fair value. In accordance with applicable accounting standards of SFAS 115, "Accounting for
Certain Investments in Debt and Equity Securities”, both the realized gains and also the change in net unrealized gains and
losses from such Trading securities have been recognized in the Consolidated Statements of Income as net trading account
profits and (losses). As reflected in the Consolidated Statements of Income during 2008 and 2007, the Bank recognized
$127,260 of pre-tax net losses and $3,918,310 of pre-tax net gains from all categories of investment securities, compared

to $680,366 and $3,530,298 of pre-tax net gains recognized on trading securities during 2008 and 2007. Most of the 2007
investment securities pre-tax net gains were derived from trading account activities, which generated $3,530,298 of the pre-
tax net gains, including realized gains of $28,976 from one sale transaction and changes in net unrealized gains (losses) of
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$3,501,322. Included in the 2007 pre-tax net trading gains mentioned above was $3,319,765 of pre-tax net gains which were
derived from the discrete U.S. Government Agency securities that were transferred from the available-for-sale category into the
trading classification on January 1, 2007, pursuant to Management electing the SFAS 159 fair value option. Upon the adoption
of SFAS 159, Management anticipated that the initial net loss reclassified to beginning retained earnings of $3,137,451,

or $1,818,277 net of taxes, would be recognized into future net income as these short term trading securities approached
their scheduled maturity dates. Management did not elect the Fair Value Option to transfer certain other types of securities
investments into the trading category, such as mortgage backed securities, municipal bonds or equities, because these
particular classes of financial instruments were generally viewed by Management to be longer term, higher yielding income or
tax advantaged investments, possessing longer durations and illiquid investment attributes which did not meet Management's
discriminating investment criteria and/or risk tolerance for active trading classification.

As of December 31, 2008 the Bank held one equity security in the available-for-sale category with an unrealized loss that was
determined to be other-than-temporary during 2008. Accordingly, the Bank adjusted the carrying value of this particular equity
security to its lower impaired value of $0 and recognized a loss on securities available-for-sale of $860,000 in 2008.

Also, during 2008, the Bank sold seven securities from the trading portfolio that resulted in $780,704 of realized trading
account gains. Miscellaneous gains from bond calls and redemptions resulted in $52,374 of realized gains. During 2007, the
Bank sold three securities available-for-sale that resulted in $69,292 of realized gains and one security that resulted in $3,534
of realized losses. None of these sales were from the initial trading securities reclassification from the adoption of SFAS 159.
During 2007, miscellaneous gains from bond calls and redemptions resulted in $48,384 of realized gains. The Bank also
realized a $273,870 investment gain during 2007 upon the sale of stock it had obtained from a merchant banking relationship
in previous years.

As of December 31, 2008 and 2007 the Bank held impaired securities with gross fair value of $124,686,936 and
$103,598,832 in the available-for-sale category which had gross unrealized losses of $5,875,508 and $1,573,877 as of
December 31, 2008 and 2007, respectively. These unrealized losses have not been charged to net income and are considered
to be temporary impairments of value. The Bank continuously reviews the individual securities held in the portfolio for any
impairment of values which may be other-than-temporary. All of the impairment appearing in the securities portfolio valuations
is considered to be temporary, other than the $860,000 other-than-temporary impairment charge on one equity security during
2008. The measured impairment in the securities values is primarily attributable to changes in short term interest rates, market
shifts of the Treasury yield curve and other variable market and economic conditions. The measured impairment in securities
values did not result from any significant or persistent deterioration in the underlying credit quality of any of the investments.
The securities portfolio consists primarily of debt securities with noncontingent contractual cash flows. Full realization of the
principal balance is expected upon final maturity. Management has the intent and ability to hold the securities until recovery
of the carrying value, which could be at the final stated maturity. The following tables shows the impaired securities’ gross fair
values and gross unrealized losses, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized loss position, at December 31, 2008 and 2007:

SECURITY VALUES IMPAIRED FOR

LESS THAN 12 MONTHS 12 MONTHS OR MORE TOTAL
2008 Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Description of Impaired Securities

Obligations of states and political subdivisions $ 51,588,428 $§ (2,164,993) $ 72,508,209 $ (3,700,067) $ 124,096,637 $  (5,865,060)
Mortgage-backed securities 359,848 (5,641) 230,451 (4,807) 590,299 (10,448)

Total temporarily impaired securities $ 51,948,276 $ (2,170,634) $72,738,660 $ (3,704,874) $124,686,936 $ (5.875,508)
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SECURITY VALUES IMPAIRED FOR

LESS THAN 12 MONTHS 12 MONTHS OR MORE TOTAL
2007 Fair Fair Unrealized Fair Unrealized
Value Value Losses Value Losses

Description of Impaired Securities

Obligations of states and political subdivisions $ 54,142,996
Mortgage-backed securities 19,913,069
Equity securities 672,000

$ 28,550,467 $

320,300

(471,843) '§ 82,693,463 $ (1,351,470)
(818) 20,233,369 (34,407)
672,000 (188,000)

Total temporarily impaired securities $ 74,728,065 $ (1,101,216) $28,870,767 $

(472,661) $103,598,832 $ (1,573,877)

Securities with a gross carrying value of $332,238,000 and $322,414,000 at December 31, 2008 and 2007, respectively,
were pledged to secure the Bank’s obligations for securities sold under agreements to repurchase and to collateralize certain
public and trust deposits as required by law. To meet these various collateral requirements, the Bank was obliged to pledge
only $238,922,000 and $245,135,000 of securities at December 31, 2008 and 2007, respectively. There were surplus pledged
securities totaling $93,316,000 and $77,279,000 at December 31, 2008 and 2007, respectively, which the Bank was entitled

to withdraw from pledge status.

Contractual maturities of securities as of December 31, 2008 are as follows:

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Subtotal

Mortgage-backed securities
Equity securities

Total investment securities

Note 3. Loans and Leases

The loan and lease portfolio at December 31, 2008 and 2007 consisted of the following:

Commercial

Real estate, primarily commercial
Installment

Lease financing

Total loans and leases before allowance for credit losses
Allowance for credit losses on loans and leases

Net loans and leases
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AMORTIZED
CcosT

$ 1,882,864
57,236,428
42,253,092

208,769,542

310,141,926
359,829,563

S 669,971,489

2008

$ 308,574,072
1,238,492,544
316,253,616

23,896,160

1,887,216,392

(28,882,253)

ESTIMATED
FAIR VALUE

$ 1,907,052
57,495,927
43,177,641

204,367,667

306,948,287

373,345,680
10,000

S 680,303,967

2007

$ 239,673,173
1,179,015,518
410,560,148
26,331,029

1,855,579,868
(27,650,674)

$ 1,827,929,194

Notes to Consolidated Financial Statements

Note 4. Allowances for Credit Losses

Changes in the allowances for credit losses for the years 2008 and 2007 were:

2008 2007
Allowance for credit losses on loans and leases at the beginning of the year $ 27,650,674 $ 26,584,334
Provision for credit losses on loans and leases 24,425,282 2,459,479
Recoveries on loans and leases previously charged off 1,126,906 766,676
Loans and leases charged off during the year (24,320,609) (2,159,815)
Allowance for credit losses on loans and leases at the end of the year $ 28,882,253 $ 27,650,674
Allowance for credit losses on unfunded lending commitments
at the beginning of the year $ 1,722,093 $ 2,381,572
Recovery of credit losses on unfunded lending commitments (672,205) (659,479)
Allowance for credit losses on unfunded lending commitments
at the end of the year $ 1,049,888 $ 1,722,093
Total allowances for credit losses on loans, leases
and unfunded lending commitments $ 29,932,141 $ 29,372,767

The allowance for credit losses on loans and leases is reflected in total assets as an offset to the loan and lease portfolio. The
allowance for credit losses on unfunded lending commitments is reflected in total liabilities in the other liabilities caption.

As of December 31, 2008 and 2007 the Bank held $44,268,000 and $196,000, respectively, of its loans and leases on non-
accrual status and $3,840,000 and $0, respectively, of loans that were past due 90 days or more and still accruing interest.
The Bank’s recorded investments in impaired loans and leases, which includes loans and leases held on non-accrual status

and other specific loans and leases which are not expected to perform in accordance with their contractual terms, were
$91,863,000 and $36,764,000 as of December 31, 2008 and 2007, respectively. Valuation allowances pertaining to these
impaired loans and leases totaled $18,068,000 and $3,437,000, as of December 31, 2008 and 2007, respectively. These
valuation allowances are included in the allowance for credit losses on loans and leases shown above. The average recorded
investments in impaired loans and leases for the years 2008 and 2007 were approximately $64,314,000 and $19,722,000,
respectively. The Bank recognized interest income (received in cash) on impaired loans and leases of approximately $4,862,000
and $3,205,000 for the years ended December 31, 2008 and 2007, respectively.

Note 5. Bank Owned Life Insurance

The Bank has purchased life insurance policies on certain key officers and directors in connection with its supplemental
executive retirement plans and other employee fringe benefit plans. Investments in Bank owned life insurance policies are
reported at the cash surrender value of the policies totaling $35,554,509 and $34,254,509 at December 31, 2008 and 2007.
This carrying value includes both the Bank's original premiums invested in the life insurance policies and the accumulated
accretion of policy income since the inception of the policies. Income recognized on these life insurance policies is reported

in other noninterest income. For the years ended December 31, 2008 and 2007, the Bank recognized policy income totaling
$1,300,000 and $1,300,000, respectively, related to increases in cash surrender value of the policies. The Bank intends to hold
these insurance policies for the remaining lives of the insureds and it expects to recover these values from the death benefits
payable by the insurance companies that issued the policies.
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Note 6. Other Assets

The Bank has purchased stock in the Federal Home Loan Bank of San Francisco (FHLB) to qualify for membership benefits

and financial services. Pursuant to the FHLB Guide to the Credit Program, the FHLB also requires the Bank to purchase
additional FHLB stock investments, which partially collateralize its borrowings from the FHLB. The fair value of the stock is not
determinable, as the stock is restricted in terms of its marketability. The Bank owns FHLB stock with a cost of $9,598,400 as of
December 31, 2008 and $12,154,900 as of December 31, 2007. Dividends accruing on this stock investment are reported in
other noninterest income. For the years ended December 31, 2008 and 2007, the Bank recognized $427,724 and $622,149,
respectively, of income from its investments in FHLB stock. The FHLB of San Francisco has suspended dividends beginning with
the fourth quarter of 2008 to preserve capital and they have ceased redemptions of outstanding stock until further notice.

Note 7. Income Taxes

The components of the provision for income taxes for the years ended December 31, 2008 and 2007 are as follows:

2008 FEDERAL STATE TOTAL
Taxes currently payable $ 1,138,675 $ 1,418,000 $ 2,556,675
Deferred taxes (2,698,000) (883,000) (3,581,000)
Total tax provision $ (1,559,325) $ 535,000 $  (1,024,325)
2007 FEDERAL STATE TOTAL
Taxes currently payable $ 9,244,673 $ 4,335,000 $ 13,579,673
Deferred taxes (1,331,000) (241,000) (1,572,000)
Total tax provision $ 7,913,673 $ 4,094,000 $ 12,007,673

The provision for income taxes for the years ended December 31, 2008 and 2007 differs from the amounts that would be
computed by applying the statutory federal income tax rate of 35%. The Bank'’s effective tax rate and the statutory federal
income tax rate are reconciled as follows:

2008 2007

Federal statutory income tax rate 35.0% 35.0%
State income taxes, net of federal tax benefit 2.9 6.5
Tax exempt income (30.6) (8.3)
Cash value increase of life insurance (3.8) (1.1)
New Markets Tax Credit (12.8) (3.2)
Other 0.8 0.4

Effective tax rate 8.5)% 29.3%

Net deferred taxes are reported in other assets and other liabilities in the consolidated balance sheets as a result of temporary
differences between the carrying amounts of assets and liabilities in the consolidated financial statements and their related tax bases.

The Bank’s net deferred tax asset included the following components at December 31, 2008 and 2007:

2008 2007
Deferred tax assets:

Credit losses $ 12,585,000 $ 12,350,000
Deferred compensation 2,852,000 2,122,000
State taxes 495,000 1,466,000
Unrealized loss on pension benefits (SFAS 158) 1,976,000 4,806,000
Federal General Business Credit Carryover 27,000 -
Federal Alternative Minimum Tax Credit 1,189,000 -
Other 2,845,000 2,047,000
Total deferred tax assets $ 21,969,000 $ 22,791,000
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2008 2007
Deferred tax liabilities:

Income on leased assets $  (4,722,000) $ (5,047,000)
Pension contributions (299,000) (1,135,000)
Unrealized gain on securities (SFAS 115) (4,238,000) (1,454,000)
Other (4,262,000) (4,668,000)
Total deferred tax liability $ (13,521,000) $ (12,304,000)
Net deferred tax asset $ 8,448,000 $ 10,487,000

Management believes it is more likely than not that it will realize the deferred tax assets in future periods; therefore, no
valuation allowance has been provided against its deferred tax assets.

During 2008 and 2007 the Bank recognized $1,530,000 and $1,300,000 of New Markets Tax Credit (NMTC) that resulted from
the Bank's cash contributions totaling $26 million for Qualified Equity Investments (QEI’s) into The Mechanics Bank Community
Development Corporation (TMBCDC), a wholly owned subsidiary of the Bank. Of the $26,000,000 total QEI, $3,000,000

was contributed in 2007 and $23,000,000 was contributed in 2005. This subsidiary was created with the special purpose of
originating Qualified Low Income Community Investments (QLICI's) in certain designated low-income communities. The Bank
started making QEl's into the TMBCDC subsidiary during 2005 pursuant to a $26 million allocation award of NMTC that was
granted in late 2004 by the Community Development Financial Institution (CDFI) fund, established by the U.S. Department

of Treasury to administer the NMTC program. In connection with a formal Allocation Agreement that the Bank and TMBCDC
executed with the CDFI, the Bank committed to contribute fully $26 million of QEl's into TMBCDC, for which the Bank is
entitled to take up to $10,140,000 or 39% of federal income tax credits over seven years. The 39% cumulative tax credits

are accrued at the rate of 5% per annum for the first three years and 6% per annum for the last four years of the seven-year
period commencing upon each QEl. The federal income tax credits are refundable if the Bank and TMBCDC do not conform to
all of the terms and requirements of the Allocation Agreement, or if TMBCDC does not originate and hold the stipulated QLICI's
for the requisite seven year period. The Bank recognizes the NMTC for financial reporting purposes in the same year that the
tax credits are taken on its federal tax return. Management believes it is more likely than not that the Bank and TMBCDC will
be able to continue to meet the requirements established to fully earn the New Markets Tax Credits.

The Bank has not recorded any tax contingencies under FIN 48. The Bank does not expect to record any unrecognized tax
benefits under FIN 48 in the next twelve months. The Bank and its subsidiaries are subject to U.S. federal income tax as well as
income tax of the State of California. The Bank is no longer subject to examination by federal taxing authorities for tax years
2004 and prior and by California taxing authorities for tax years 2003 and prior.

The Bank has not accrued any potential interest or penalties as of December 31, 2008 and December 31, 2007 for uncertainties
related to income taxes.

Note 8. Retirement Benefit and Profit Sharing Plans

The Bank has a qualified retirement plan covering substantially all of its employees (Retirement Plan). The Retirement Plan is a
noncontributory defined benefit retirement plan, which generally provides for the payment of a monthly pension to employee
participants upon their reaching normal retirement at age 65. The Retirement Plan also allows for the payment of joint and
survivor pension benefits and early retirement benefits at substantially reduced amounts. The pension benefit of the Retirement
Plan vests after 5 years of accredited employee service. The pension benefit amount is determined according to a percentage
formula, which considers an employee’s total number of years of accredited service at the time of their eventual retirement, and
also the average annual compensation paid to the employee during a five-year period, as defined in the plan. This Retirement
Plan has been established under a qualified pension trust. The Bank uses a December 31 measurement date.
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The Bank has also implemented a non-qualified defined benefit retirement plan (Supplemental Plan) that supplements the
benefits provided under the qualified Retirement Plan. The Supplemental Plan provides additional retirement and death benefits
to a discrete group of key executive employees and their designated beneficiaries. The Supplemental Plan is an unfunded
obligation of the Bank.

During 2007, the benefits of certain employees participating in the Supplemental Plan were settled. At the end of 2008,
participation and benefits in both the Retirement Plan and Supplemental Plan were frozen. As a result of the curtailment

of expected future benefit accruals, that portion of the cost of benefits that was allocated to prior employment and not yet
recognized in earnings was expensed in the current year. In accordance with Financial Accounting Standards, both settlements
and curtailments of benefits were reported for fiscal years ending 2007 and 2008.

In September 2006, the Financial Accounting Standards Board adopted Statement of Financial Accounting Standards No.
158 "Employers Accounting for Defined Benefit Pension and Other Postretirement Plans” (SFAS 158). This new accounting
pronouncement added a requirement that employers recognize in their consolidated financial statements the funded status
of each postretirement plan, measured as the difference between the fair value of plan assets and the projected benefit
obligation, and to recognize changes in the funded status in the year in which the changes occur through comprehensive
income beginning in 2007. Additionally, defined benefit plan assets and obligations are to be measured as of the date of the
employer's fiscal year-end starting in 2008. The Bank adopted this new accounting standard effective December 31, 2006.

The following table reflects the funded status, net periodic benefit cost and other information about the Retirement Plan and
the Supplemental Plan as of December 31, 2008 and 2007.

RETIREMENT PLAN SUPPLEMENTAL PLAN
2008 2007 2008 2007
Change in Benefit Obligation
Projected Benefit Obligation (PBO) at Beginning of Year $ 47,575,380 $ 43,402,480 $ 7157394 $ 7269744
Service Cost 2,349,290 1,990,234 217,165 222,361
Interest Cost 2,703,075 2,460,562 409,311 395,452
Benefits Paid (1,413,860) (1,237,021) (382,409) (382,409)
Actuarial (Gain) Loss (8,605,904) 959,125 483,378 (258,386)
Curtailments (6,048,815) - (369,872) -
Settlements - - (35,823) (89,368)
Projected Benefit Obligation (PBO) at End of Year = $ 36,559,166  $ 47,575,380 $ 7479144 § 7157,394
Change in Plan Assets
Fair Value of Plan Assets at Beginning of Year $ 41,402,123 § 39,143,416 $ - $
Actual Return on Plan Assets (6,202,846) 3,495,728 - -
Employer Contribution - - 382,409 382,409
Benefits Paid (1,413,860) (1,237,021) (382,409) (382,409)
Fair Value of Plan Assets at End of Year $ 33,785,417 $ 41,402,123 $ - S -
Funded Status at End of Year $ (2,773,749) $ (6,173,257) $ (7,479,144) $ (7,157,394)
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RETIREMENT PLAN SUPPLEMENTAL PLAN
2008 2007 2008 2007

Amounts Recognized in Consolidated Balance Sheet

Current Assets $ - 3 - $ - 3

Noncurrent Assets - - - -
(382,409) (382,409)

Current Liabilities - -
Noncurrent Liabilities (2,773,749) (6,173,257) (7,096,735) (6,774,985)
Total Amounts Recognized $ (2,773,749) $ (6,173,257) $ (7.479,144) $ (7.157,394)
Amounts Recognized in
Accumulated Other Comprehensive (Income) Loss
Net Accumulated Loss (Gain) $ 3,485,815 § 8,983,934 $ 1,146,605 § 378,444
Prior Service Cost (Credit) - (110,612) - 2,190,283
Total Amounts Recognized $ 3,485815 $ 8,873,322 $ 1,146,605 $ 2,568,727
Accumulated Benefit Obligation
(ABO) at End of Year $ 36,559,166 $ 39,449,111 $ 7479144 $ 6,662,321
Net Periodic Benefit Cost
Service Cost $ 2,349,290 § 1,990,234 $ 217,165 § 222,361
Interest Cost 2,703,075 2,460,562 409,311 395,452
Expected Return on Plan Assets (3,258,390) (3,081,506) - -
Amortization of Prior Service Costs (24,580) (24,581) 346,843 336,149
Recognized Net Actuarial Loss 304,636 310,947 - -
Curtailment of Future Service (86,032) - 1,147,493 -
Settlement of Obligations - - (30,354) (86,320)
Total Net Periodic Benefit Cost $ 1,987,999 $ 1,655,656 $ 2,090,458 $ 867,642
Other Changes in Plan Assets and Benefit
Obligations Recognized in Other
Comprehensive (Income) Loss
Net Loss (Gain) $ (5,498,119) § 233,956 $ 768,161 $ (208,302
Prior Service Cost (Credit) 86,032 - (1,843,440) (53,132)
Amortization of Prior Service Cost 24,580 24,581 (346,843) (336,149)
Total Recognized in Other
Comprehensive (Income) Loss $ (5,387,507) $ 258,537 $ (1,422,122) $ (597,583)
Assumptions Used in Determining Net
Periodic Benefit Costs:
Beginning of Year Assumptions for Net Periodic Benefit Cost:
Discount Rate 5.75% 5.75% 5.75% 5.75%
Rate of Increase in Future Compensation Levels
Net Periodic Benefit Cost 4.00% 4.00% 4.00% 4.00%
Expected Return on Plan Assets 8.00% 8.00% = -
Year End Assumptions for Reconciliation of Funded Status:
Discount Rate 7.00% 5.75% 7.00% 5.75%
Rate of Increase in Future Compensation Levels 4.00% 4.00% 4.00% 4.00%
Expected Return on Plan Assets 8.00% 8.00% = -

A mortality assumption from 1994 Group Annuity Mortality (1994 GAM) table was used for the 2007 net periodic benefit cost.
The applicable mortality of Revenue code §430(h) was used for the calculation of the 2008 net periodic benefit cost and for the
year end financial disclosures for both years 2008 and 2007.
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The deferred prior services cost for the Retirement Plan and for the Supplemental Plan were fully expensed during 2008 as part
of the curtailment. No deferred net actuarial losses are expected to be amortized for the Retirement Plan during 2009; however,
$58,000 of the deferred accumulated net actuarial loss related to the Supplemental Plan is expected to be amortized in net
periodic benefit cost during 2009. There will be no service cost for either plan in 2009.

The assets of the Retirement Plan are carried in a separate qualified pension trust which is not recorded in the consolidated
balance sheets of the Bank.

The Bank's current funding policy is to contribute annually to the qualified Retirement Plan the minimum funding requirements
prescribed by ERISA. In accordance with its funding policies, the Bank made no contribution to the Retirement Plan during 2008
or 2007, as no contribution was required. Currently, the Bank estimates the contribution amount for 2009 will be $0.

The long-term rate of return on Retirement Plan assets is estimated based on the historic returns that the trust assets earned in
the last twenty years.

The following table summarizes the composition of the Retirement Plan trust assets as of December 31, 2008 and 2007:

2008 2007

Plan assets
Debt securities 3% 17%
Equity securities 42% 67%
Money market instruments and other 55% 16%
Total 100% 100%

The investment policy of the Retirement Plan is to continuously allocate Plan assets in a prudent, diversified and flexible manner
among various asset classes to achieve an acceptable long term total rate of return in line with broader financial market
experience while taking into consideration return opportunities and potential risks presented by the overall economy and
financial markets.

The Bank contributed $382,409 to the Supplemental Executive Retirement Plan in 2008 and 2007 to cover the specific benefit
payments due in those years. Currently the Bank estimates the contribution amount for 2009 will be $436,837 based upon
expected payments and mortality.

The following pension benefits are expected to be paid in future years based upon the credited years of employee service
earned through December 31, 2008 and the actuarially determined life expectancies of participants and beneficiaries:

RETIREMENT SUPPLEMENTAL

YEARS PLAN PLAN TOTAL

2009 $ 1,721,231 $ 436,837 $ 2,158,068

2010 1,829,755 461,166 2,290,921

2011 2,129,537 479,162 2,608,699

2012 2,215,709 533,154 2,748,863

2013 2,387,986 533,154 2,921,140

2014 t0 2018 13,304,865 3,223,944 16,528,809

The Bank also sponsors a profit sharing plan covering substantially all of its employees (Profit Sharing Plan). The Profit Sharing
Plan is a qualified defined contribution plan that contains a cash or deferred arrangement (CODA) authorized under section
401(k) of the Internal Revenue Code. The Bank may make profit sharing contributions to this plan at the discretion of the
Board of Directors of the Bank. The Board may terminate the plan at any time. The employee participants also have the option
of contributing directly to their individual participant accounts a percentage of their pretax wage compensation through
salary deductions. In addition to its profit sharing contributions (if any), the Bank also provides a company match of individual
employee contributions up to 4.00% of individual employee participant pay. The Bank made no discretionary profit sharing
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contributions to the plan for fiscal years 2008 or 2007. However, the Bank did accrue benefit costs attributable to the company
matching contribution, totaling $1,221,452 in 2008 and $1,200,000 in 2007, which are included in other liabilities on the
consolidated balance sheets as of December 31, 2008 and 2007.

The Bank has established a supplemental income and retirement plan for a key director (DSRP) of the Bank. In addition to

the payment of specified fees for service on the Board of Directors, this DSRP provides for the payment of an annual pension
benefit to the director beginning in 2007 upon his normal retirement from the Board of Directors after reaching 72 years of
age. The DSRP also provides for the payment of a death benefit to the director's designated beneficiary. Pursuant to Accounting
Principles Board Opinion No. 12 (APB 12) accounting rules, the Bank is including in other liabilities on its consolidated balance
sheets the discounted present value of the DSRP benefit obligation in the amount of $371,411 as of December 31, 2008 and
$377,538 as of December 31, 2007. Expense recognized for the DSRP was $23,873 for 2008 and 2007.

Note 9. Related Party Transactions

The Bank, in the ordinary course of business, has loan and deposit transactions with directors, officers and shareholders. At
December 31, 2008 and 2007, respectively, there were approximately $12,452,782 and $2,057,266 in loans outstanding to
directors, officers and their related interests. During 2008 and 2007, respectively, new loans to these related parties amounted
to $17,011,221 and $1,703,603 and repayments and reclassifications were $6,615,705 and $2,407,255 in 2008 and 2007.
Reclassifications include loans to former related parties and refinanced loans to current related parties.

Note 10. Commitments

The Bank leases certain premises. The total annual rental expense included in occupancy expense was $3,636,741 in 2008
and $3,168,321 in 2007. At December 31, 2008, the approximate minimum future lease payments under noncancellable lease
agreements were:

2009 $ 3,768,089
2010 3,504,834
2011 3,205,099
2012 3,036,135
2013 2,348,609
Thereafter 2,559,068

$ 18,421,834

The Bank makes commitments to extend credit in the normal course of business to meet the financial needs of its customers.
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require
payment of a fee. Since many of the commitments are expected to expire without being drawn upon, the total commitment
amount does not necessarily represent future cash requirements.

The Bank’s exposure to credit loss is the contract amount of the commitment in the event of nonperformance by the borrower.
The Bank uses the same credit policies in making commitments as it does for on-balance-sheet instruments and evaluates each
customer's creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank, is
based on management’s credit evaluation of the borrower. Collateral held varies but may include accounts receivable, inventory,
property, plant and equipment, and real property.
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The Bank also issues standby letters of credit, which are unconditional commitments to guarantee the performance of a
customer to a third party. These guarantees are primarily issued to support construction bonds, private borrowing arrangements,
and similar transactions. Most of these guarantees are short-term commitments expiring in 2009 and are not expected to

be drawn on. The credit risk involved in issuing standby letters of credit is essentially the same as that involved in extending
loan facilities to customers. The Bank holds collateral as deemed necessary, as described above. The contract amounts of
commitments not reflected on the consolidated balance sheets at December 31, 2008 and 2007 were as follows:

2008 2007
Loan commitments $ 558,752,896 $ 644,090,095
Standby letters of credit $ 18,072,761 $ 21,108,103

Note 11. Contingencies

The Bank is occasionally named as a defendant in or threatened with claims and legal actions arising in the ordinary course of
business. In the opinion of management, after consultation with legal counsel, the ultimate disposition of these matters is not
expected to have a material adverse effect on the Bank's consolidated financial position or results of operations.

Note 12. Significant Concentrations of Credit Risk

The Bank grants consumer, commercial and residential mortgage loans to customers principally in the eastern and northern
counties of the greater San Francisco Bay Area and the Sacramento Valley. Although the Bank has a diversified loan portfolio,
substantial portions of its loans are real estate related.

Note 13. Deposits

The aggregate amount of jumbo certificates of deposit, each with a minimum denomination of $100,000, was approximately
$382,394,186 and $363,283,754 at December 31, 2008 and 2007, respectively. At December 31, 2008, the scheduled
maturities of time certificates of deposit, were as follows:

2009 $ 598,131,751
2010 30,621,262
2011 18,391,738
2012 9,504,716
2013 11,767,111
Thereafter 4,164,845

§ 672,581,423

The Bank accepts public deposits from various state, city and municipal agencies. Public deposits totaling $96,585,589 and
$95,550,766 are included in demand deposits, interest bearing transaction accounts, savings accounts and time certificates of
deposit as presented in the consolidated balance sheets at December 31, 2008 and 2007, respectively. As required by law, the
Bank pledges marketable securities as collateral for its public deposits in quantities of not less than 110% of the Bank's deposit
obligations for these public funds.

The Bank accepts deposits from its Investment Management and Trust Department for the benefit of certain trust customers.
In accordance with state trust regulations, the Bank is required to secure any trust deposits that are in excess of the $100,000
FDIC insurance limits by pledging marketable securities equal to those excess deposit balances. As of December 31, 2008 and
2007, the Bank held trust deposits of $1,186,383 and $3,509,972, respectively, that were in excess of $100,000 and which
required securities collateralization.
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Note 14. Securities Sold Under Agreements to Repurchase

Securities sold under agreements to repurchase (REPO) generally mature within one business day from the transaction date

and are recorded at the amount of cash received in connection with the transaction. The Bank grants its customers a security
interest in marketable securities, which are pledged as collateral in an amount equal to the Bank's obligations. The Bank's
obligations for REPO transactions totaled $129,412,258 and $131,246,544 as of December 31, 2008 and 2007, respectively.
Interest rates paid on REPO transactions ranged from 0.25% to 0.75% as of December 31, 2008 and from 1.50% to 3.50% as
of December 31, 2007, depending upon the tier size of individual customer account balances.

Note 15. Demand Notes Issued to the U.S. Treasury

The Bank is an approved depository of the U.S. Treasury for accepting customer remittances of tax payments and overnight
loans of government funds under the Treasury Tax and Loan program (TT&L). The Bank is required to secure all funds owed to
the government by pledging marketable securities as collateral in an amount equal to the Bank’s obligations. Bank obligations,
which are evidenced by Demand Notes issued to the U.S. Treasury, bear interest at a rate approximately equal to the overnight
federal funds rate. As of December 31, 2008 and 2007, the Bank was obligated to pay on demand of the U.S. Treasury its TT&L
balances totaling $1,550,114 and $4,672,755, respectively. Interest rates paid on TT&L balances were approximately 0.25% as
of December 31, 2008 and 4.25% as of December 31, 2007.

Note 16. Other Borrowings

Included in other borrowings are advances from the Federal Home Loan Bank of San Francisco (FHLB) totaling $150,000,000
and $120,000,000 as of December 31, 2008 and 2007, respectively. The FHLB advances bear fixed rates of interest ranging
from 0.27% to 4.99%. Interest is payable on a monthly or quarterly basis. FHLB advances totaling $110,000,000 are due

and payable at stated maturities in 2009, $30,000,000 in 2010 and $10,000,000 in 2012. These borrowings are secured

by an investment in FHLB stock and certain real estate mortgage loans, which have been specifically pledged to the FHLB
pursuant to their collateral requirements. The Bank was required to hold a minimum investment in FHLB stock of $7,979,100
and $10,713,700 and to pledge $272,727,000 and $200,000,000 of its real estate mortgage loans to the FHLB as collateral
as of December 31, 2008 and 2007, respectively. As of December 31, 2008, there is approximately $672 million of additional
financing available to the Bank under the terms and conditions of the FHLB credit program, contingent upon the Bank pledging
sufficient eligible collateral.

In the ordinary course of business, the Bank has established additional lines of credit with the Federal Reserve Bank of San
Francisco. The credit facility offered has certain restrictions on the availability of credit and requires posting of collateral before
funds will be advanced. The Bank has occasionally borrowed funds under the credit facility.

Note 17. Comprehensive Income

For the Bank, comprehensive income includes net income reported on the consolidated statements of income, changes in the
fair value of securities available-for-sale and changes in the defined benefit pension liability obligation, reported as components
of shareholders' equity.
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The components of other comprehensive income (loss) for the years ended December 31, 2008 and 2007 are as follows:

2008 2007

Net unrealized gain on securities available-for-sale arising during the

year, net of tax expense of $2,444,052 in 2008 and $61,819 in 2007 $ 3,368,753 $ 85,209
Reclassification adjustment for other-than-temporary losses on securities

available-for-sale included in net income during the year, net of

tax benefit of (§361,596) in 2008 498,404
Reclassification adjustment for net realized gain on securities

available-for-sale included in net income during the year, net of

tax expense of $22,021 in 2008 and $175,327 in 2007 (30,353) (241,661)
Change in defined benefit pension liability obligation, net of tax

expense of $2,829,953 in 2008 and $142,399 in 2007 3,908,031 196,647

Total other comprehensive income $ 7,744,835 $ 40,195

Note 18. Shareholders’ Equity, Earnings Per Share and Dividend Limitations

Basic earnings per share are computed by dividing net income by weighted average shares outstanding. There were 19,380
shares outstanding for the years 2008 and 2007. As reflected in the Consolidated Statements of Income, the Bank's basic
earnings per share was computed to be $671.68 and $1,496.82 for the years ended 2008 and 2007, respectively. Diluted
earnings per share are computed by dividing net income by the weighted average shares outstanding including the dilutive
effects of potential common shares (e.g. stock options). The Bank has no potentially dilutive common shares. Therefore, diluted
earnings per share are equal to basic earnings per share for the years ended 2008 and 2007.

The Federal Deposit Insurance Corporation and the State of California Department of Financial Institutions regulate the Bank.
California banking laws limit cash dividends to the lesser of retained earnings or net income for the last three years, net of any
distributions made to shareholders during such period. At December 31, 2008, an aggregate of approximately $44,499,000 of
retained earnings was available for the payment of future dividends or distributions under this restriction.

Note 19. Regulatory Matters

The Bank is 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 Bank's consolidated financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of the Bank's assets, liabilities, and certain off-balance-sheet items as calculated under regulatory
accounting practices. The Bank's capital amounts and classification are also subject to qualitative judgments by the regulators
about components, risk weightings, and other factors.

Quantitative measures established by regulations to ensure capital adequacy require the Bank to maintain minimum amounts
and ratios (set forth in the table below) of total capital and Tier | capital to risk-weighted assets, and of Tier | capital to average
assets. As of December 31, 2008 and 2007, management believes that the Bank met all capital adequacy requirements to
which it is subject.

As of December 31, 2008, the most recent notification from the Federal Deposit Insurance Corporation categorized the Bank
as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, the Bank
must maintain minimum total risk-based, Tier | risk-based, and Tier | leverage ratios as set forth in the following table. There are
no conditions or events since that notification that management believes have changed the Bank’s category.
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REQUIRED TO BE

REQUIRED WELL CAPITALIZED UNDER
FOR CAPITAL PROMPT CORRECTIVE
ACTUAL ADEQUACY PURPOSES ACTION PROVISIONS
AMOUNT RATIO AMOUNT RATIO AMOUNT RATIO

As of December 31, 2008:
Total Capital (to Risk Weighted Assets) $ 312,183,000 14.6% $ 171,008,480 >  8.0% $ 213,760,600 > 10.0%
Tier | Capital (to Risk Weighted Assets) $ 285,418,000 13.4% $ 85,504,240 > 4.0% $ 128,256,360 > 6.0%
Tier | Capital (to Average Assets) $ 285,418,000 10.5% $ 109,064,200 > 4.0% $ 136,330,250 > 5.0%

As of December 31, 2007:

Total Capital (to Risk Weighted Assets) $ 305,591,000 14.4% $ 169,907,920 > 8.0% $ 212,384,900 > 10.0%
Tier | Capital (to Risk Weighted Assets) $ 279,008,000 13.1% $ 84,953,960 > 4.0% $ 127,430,940 > 6.0%
Tier | Capital (to Average Assets) $ 279,008,000 10.5% $ 105,893,640 > 4.0% $ 132,367,050 >  5.0%

Note 20. Fair Value

Effective January 1, 2007, the Bank adopted SFAS 157 “Fair Value Measurements” and SFAS 159 “The Fair Value Option for
Financial Assets and Liabilities”. SFAS 157 establishes the framework for measuring fair value and enhances disclosure about fair
value measurements.

SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price)
in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date. SFAS 157 also establishes a fair value hierarchy which requires an entity to maximize the use of observable
inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure fair value:

Level 1 — Quoted prices in active markets for identical assets or liabilities that the reporting entity has the ability to access at the
measurement date.

Level 2 — Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly. Level 2 inputs
may include quoted prices for similar assets or liabilities in active markets or quoted prices for identical or similar assets or
liabilities that are not active. Level 2 inputs may also include inputs other than quoted prices that are observable for the asset or
liability and inputs that are derived principally or corroborated by observable market data by correlation or other means.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the
asset or liability. Unobservable inputs shall reflect the best information available and the reporting entity's own assumptions about
the assumptions that market participants would use in pricing the asset or liability.

The Bank utilizes fair value accounting for certain securities investments, specifically for those securities that are either held for
trading or which are available-for-sale. The fair value of trading securities and available-for-sale securities are determined either

by obtaining quoted prices on nationally recognized securities exchanges (level 1) or utilizing matrix pricing (level 2), which is

a mathematical technique widely used in the industry to value debt securities without relying exclusively on quoted prices for

the specific securities. Under these circumstances, the Bank may rely on the securities’ relationship to other benchmark quoted
securities (level 2). Securities that have been designated as held-to-maturity (if any) may still be carried at their historical cost basis.
The Bank owned no securities in the held-to-maturity category at any time over the past two years. Accordingly, all of the Bank’s
securities investments have been carried on the Bank's consolidated balance sheets at either fair value or estimated fair value for
both of the years ended December 31, 2008 and 2007.
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The Bank measures on a non-recurring basis the fair value of those loans, which are deemed impaired. The fair value of impaired
loans with specific allocations of the allowance for loan losses is generally based on recent real estate appraisals. These appraisals
may utilize a single valuation approach or a combination of approaches including comparable sales and the income approach.
Adjustments are routinely made in the appraisal process by the appraisers to adjust for differences between the comparable sales
and income data available. Such adjustments result in a level 3 classification of the inputs for determining fair value.

Assets Measured on a Recurring Basis

Assets measured at fair value on a recurring basis, including securities for which the Bank has elected the fair value option, are
summarized below as of December 31, 2008 and 2007, respectively:

FAIR VALUE MEASUREMENTS USING

2008
LEVEL 1 LEVEL 2 LEVEL 3 TOTAL

Assets:
Trading securities $ - $ 50,254,200 $ - $ 50,254,200
Securities available-for-sale - 630,049,767 - 630,049,767
Total assets $ - $ 680,303,967 $ - $ 680,303,967

FAIR VALUE MEASUREMENTS USING

2007
LEVEL 1 LEVEL 2 LEVEL 3 TOTAL

Assets:
Trading securities $ - $ 162,863,871 $ - $ 162,863,871
Securities available-for-sale - 466,633,882 - 466,633,882
Total assets $ - $ 629,497,753 $ - $ 629,497,753

As of December 31, 2008 and 2007 all of the fair values attributable to the Bank's trading account securities and available-
for-sale debt and equity securities were derived from Level 2 inputs. The Bank utilizes an independent third party portfolio
accounting system that provides a securities pricing service that determines fair values for each of the Bank's security
investments that is primarily based upon quoted prices for the same or similar securities and may utilize matrix pricing and
differential yield and cash flow analysis applicable to the stated maturity or earlier call dates of specific debt instruments.

Assets Measured on a Non-Recurring Basis

Assets measured at fair value on a non-recurring basis are summarized below as of December 31, 2008:

FAIR VALUE MEASUREMENTS AT DECEMBER 31, 2008 USING

QUOTED PRICES IN SIGNIFICANT OTHER SIGNIFICANT

ACTIVE MARKETS OBSERVABLE UNOBSERVABLE

FOR IDENTICAL ASSETS INPUTS INPUTS

LEVEL 1 LEVEL 2 LEVEL 3

Impaired loans with specific loss allocations $ - $ - $ 73,795,151

The following represents impairment charges recognized during the period:

Impaired loans with specific allowance allocations of the allowance for loan losses, which are measured for impairment using
the fair value of the collateral for collateral dependent loans, had a carrying value of $91,863,000, with a valuation allowance
of $18,068,000 at December 31, 2008, resulting in an additional provision for loan losses of $14,631,000 for the year ended
December 31, 2008.
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Following is a summary of the estimated fair value and carrying value of the Bank’s financial instruments as of December
31,2008 and 2007 and the methods and assumptions used to evaluate them:

2008 2007
Estimated Carrying Estimated Carrying
Fair Value Value Fair Value Value
Assets:
Cash and due from banks $ 223,729,236 $ 223,729,236 $ 60,705,301 $ 60,705,301
Federal funds sold - - 73,000,000 73,000,000
Securities 680,303,967 680,303,967 629,497,753 629,497,753
Loans, net 1,917,232,535 1,858,334,139 1,815,157,286 1,827,929,194
Liabilities:
Deposits:
Noninterest-bearing demand deposits $ (557,953,325) $ (557,953,325) $ (566,477,051) $ (566,477,051)
Interest-bearing transaction accounts (847,472,682) (847,472,682) (775,490,266) (775,490,266)
Savings and time deposits (812,919,920) (809,928,464) (774,059,548) (772,811,951)
Total deposits (2,218,345,927)  (2,215,354,471) (2,116,026,865)  (2,114,779,268)
Securities sold under agreements to repurchase (129,412,258) (129,412,258) (131,246,544) (131,246,544)
Demand notes issued to the U.S. Treasury (1,550,114) (1,550,114) (4,672,755) (4,672,755)
Other borrowings (153,371,068) (150,000,000) (121,259,465) (120,000,000)

Cash and Due from Banks and Federal Funds Sold — For these short-term instruments, the carrying value is a reasonable
approximation of fair value.

Securities — Fair value of securities is determined by reference to quoted market prices, if available. Fair value of securities was
determined pursuant to the SFAS 157 “Fair Value Measurements” hierarchy, utilizing either Level 1, 2 or 3 valuation inputs. See
Note 2. Securities for more detailed explanation of relevant valuation inputs. Level 2 inputs were utilized to determine fair value
of all securities investments disclosed above.

Loans, Net — The fair value of loans with fixed rates of interest and remaining maturities of one year or more has been
estimated by discounting future cash flows of existing loans using the current rates at which similar loans would be made

to borrowers with similar credit ratings and for the same remaining maturities. For loans with adjustable rates (which are in
most cases tied to the Bank’s prime rate) and loans with remaining maturities of one year or less, the carrying values are a
reasonable estimate of the fair value. The Bank’s allowance for credit losses is a reasonable estimate of the valuation allowance
needed to adjust computed fair values for credit quality of certain loans in the portfolio.

Deposits — The fair value of fixed rate certificates of deposit has been estimated by discounting all future cash flows of certificates
using the current rate at which similar certificates are being offered to depositors for the same average life of the portfolio. All
other deposits are either noninterest-bearing or are tied to competitive money market deposit rates and are assumed to be due or
able to be repriced on demand. For these deposits, the carrying amount is a reasonable estimate of fair value.

Securities Sold Under Agreements to Repurchase and Demand Notes Issued to the U.S. Treasury — Securities sold
under agreements to repurchase and demand notes issued to the U.S. Treasury are either due on demand or within a few days,
therefore, carrying amounts are a reasonable estimate of fair value.
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Other Borrowings — The fair value of other borrowings with fixed rates of interest and remaining maturities of one year or
more has been estimated by discounting the future cash flows of existing debt obligations using current market rates of interest
offered by creditors for comparable debt issues having the same remaining maturities.

Commitments to Extend Credit and Standby and Trade Letters of Credit — The fair value of these commitments is not
a significant amount and is not disclosed.

Note 21. Segment Reporting

The Bank is principally engaged in community banking activities through its retail and corporate banking offices. In addition to
its community banking activities, the Bank provides investment management and trust services, investment brokerage services,
mortgage brokerage services and escrow services. These activities are monitored and reported by Bank management as separate
operating segments. The banking offices have been aggregated into a single reportable segment, “Community Banking."

The other operating segments do not meet the prescribed materiality criteria for separate segment reporting and have been
aggregated as “All Other” in the following table.

The Bank’s community banking segment accepts deposits from and provides loans, leases and lines of credit to local businesses
and individuals. This segment also derives revenues from investing surplus deposit funds into money market investments and
securities.

The accounting policies of the Bank's segment reporting are generally the same as those described in Note 1 except that
interest on certain tax exempt securities is reported on a fully taxable equivalent basis and income tax expense is not allocated
to segments. The adjustments also reflect the reclassification of certain loan fee and other income amounts between income
statement classifications.

Summarized financial information for the years ended December 31, 2008 and 2007 for the Bank's reportable segments is
shown in the following table.

COMMUNITY ALL

(DOLLARS IN 000°S) BANKING OTHER TOTAL
SEGMENT SEGMENTS ADJUSTMENTS BANK

2008
Net interest income $ 104,701 $ 47 $ 24§ 105,142
Provision for credit losses (23,752) (1) (672) (24,425)
Noninterest income 20,979 9,441 (6,376) 24,044
Noninterest expense (83,819) (9,621) 672 (92,768)
Income before provision for income taxes $ 18,109 $ 236 $ (6,352) $ 11,993
Total assets at December 31, 2008 $ 2,866,858 $ 2,825 $ - $ 2,869,683

2007
Net interest income $ 101,950 $ 609 $ 1,453 $ 104,012
Provision for credit losses (1,800) 0 (659) (2,459)
Noninterest income 23,894 10,036 (7,350) 26,580
Noninterest expense (78,177) (9,599) 659 (87,17)
Income before provision for income taxes $ 45,867 $ 1,046 $ (5,897) $ 41,016
Total assets at December 31, 2007 $ 2,692,335 $ 3,013 $ - $ 2,695,348

32 Mechanics Bank 2008 Annual Report

Independent Auditor’s Statement

Board of Directors
Mechanics Bank
Richmond, California

We have audited the accompanying consolidated balance sheets of Mechanics Bank as of December 31, 2008 and 2007 and
the related consolidated statements of income, changes in shareholders’ equity and cash flows for the years then ended. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Mechanics Bank as of December 31, 2008 and 2007 and the results of its operations and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the United States of America.

We also have examined in accordance with attestation standards over financial reporting, Mechanics Bank's internal control
over financial reporting as of December 31, 2008, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 20, 2009
expressed an unqualified opinion.

(rowe Howndh /o p

Crowe Horwath LLP
South Bend, Indiana
February 20, 2009
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