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Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 21E
of the Securities Exchange Act of 1934, as amended. Such statements are based on the current beliefs of the
Company’s Management as well as assumptions made by and information currently available to Management.
All statements other than statements of historical fact included in this Annual Report, including without
limitation, statements under “Risk Factors,” “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” and “Business” regarding the Company’s financial position, business strategy and plans
and objectives of Management for future operations, are forward-looking statements. When used in this Annual
Report, the words “anticipate,” “believe,” “estimate,” “expect” and “intend” and words or phrases of similar
meaning, as they relate to the Company or the Company’s Management, are intended to identify forward-looking
statements. Although Management believes that the expectations reflected in such forward-looking statements
are reasonable, it can give no assurance that such expectations will prove to have been correct. Important factors
that could cause actual results to differ materially from Management’s expectations (“‘cautionary statements”)
include fluctuations in interest rates, inflation, government regulations, economic conditions, customer
disintermediation and competitive product and pricing pressures in the geographic and business areas in which
the Company conducts its operations, and are disclosed under “Risk Factors” and elsewhere in this Annual
Report. Based upon changing conditions, if any one or more of these risks or uncertainties materialize, or if any
underlying assumptions prove incorrect, actual results may vary materially from those described herein as
anticipated, believed, estimated, expected or intended. The Company does not intend to update these forward-
looking statements.

&

PARTI

ITEM 1. BUSINESS
GENERAL
Center Financial Corporation

Center Financial Corporation (“Center Financial” or the “Company”) is a California corporation registered
as a bank holding company under the Bank Holding Company Act of 1956, as amended (the “BHC Act”), and is
headquartered in Los Angeles, California. Center Financial was incorporated in April 2000 and acquired all of
the outstanding shares of Center Bank (formerly California Center Bank) in October 2002. Center Financial’s
principal subsidiary is Center Bank (“the Bank”). Center Financial exists primarily for the purpose of holding the
stock of the Bank and of such other subsidiaries as it may acquire or establish. Currently, the Company’s only.
other direct subsidiary is Center Capital Trust I, a Delaware statutory business trust that was formed in December
2003 solely to facilitate the issuance of capital trust pass-through securities. (See Note 11 to the Financial
Statements in Item 8 herein.)

The Company’s principal source of income is currently dividends from the Bank, but the Company intends
to explore supplemental sources of income in the future. The Company’s expenditures, including (but not limited
to) the payment of dividends to shareholders, if and when declared by the Board of Directors, and the cost of
servicing debt, will generally be paid from such payments made to the Company by the Bank. The Company’s
liabilities include $18.6 million in debt obligations due to Center Capital Trust I, related to capital trust pass-
through securities issued by those entities.

At December 31, 2005, the Company had consolidated assets of $1.7 billion, deposits of $1.5 billion and
shareholders’ equity of $112.7 million.

The Company’s and the Bank’s administrative offices are located at 3435 Wilshire Boulevard, Suite 700,
Los Angeles, California 90010 and our telephone number is (213) 251-2222. Our Website address is
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www.centerbank.com. As used herein, the terms “Company” and “the Bank” refer collectively to Center
Financial Corporation, the Bank, Center Capital Trust I and the Bank’s subsidiary, CB Capital Trust (discussed
below), unless the context otherwise requires. The term “Center Financial” is used to designate Center Financial
Corporation only.

Center Bank and Subsidiary

The Bank is a California state-chartered and Federal Deposit Insurance Corporation (FDIC)-insured bank,
which was incorporated in 1985 and commenced operations in March 1986. The Bank changed its name from
California Center Bank to Center Bank in December 2002. The Bank’s headquarters is located at 3435 Wilshire
Boulevard, Suite 700, Los Angeles, California 90010. The Bank is a community bank providing comprehensive
financial services for small to medium sized business owners, mostly in Southern California. The Bank
specializes in commercial loans, most of which are secured by real property, to multi-ethnic and small business
customers. In addition, the Bank is a Preferred Lender of Small Business Administration (“SBA”)} loans and
provides trade finance loans and other international banking products. The Bank’s primary market is the greater
Los Angeles metropolitan area, including Los Angeles, Orange, San Bernardino, and San Diego counties,
primarily focused in areas with high concentrations of Korean-Americans. The Bank currently has seventeen full-
service branch offices of which fifteen are located in Los Angeles, Orange, San Bernardino, and San Diego
counties. During 2005, the Company opened a new full-service branch office in the Seattle, Washington area and
expanded its branch network in Southern California with a new office in Irvine. The Bank also operates nine
Loan Production Offices (“LPO’s”) in Phoenix, Seattle, Denver, Washington D.C., Las Vegas, Atlanta,
Honolulu, Houston and Dallas.

CB Capital Trust, a Maryland real estate investment trust (“REIT”) which is a consolidated subsidiary of the
Bank, was formed in August 2002 for the primary business purpose of investing in the Bank’s real-estate related
assets, and enhancing and strengthening the Bank’s capital position and earnings primarily through tax
advantaged income from such assets. On December 31, 2003, the California Franchise Tax Board issued an
opinion listing bank-owned REITs as potentially abusive tax shelters subject to possible penalties, and stating
that REIT consent dividends are not deductible for California state income tax purposes. In view of this opinion,
it appears that the REIT will not be able to fulfill its original intended purposes, and Management is in the
process of determining whether or not to utilize the REIT for any other purpose.

Through its network of branch offices, the Bank provides a wide range of commercial and consumer
banking services to it’s customers. In the past, the Bank focused primarily on Korean-American individuals and
companies, but in recent years the Bank has expanded our spectrum to target customers of diverse ethnic
businesses and depositors. The Bank’s primary focus is on small and medium sized Korean-American
businesses, professionals and other individuals in its market area, with particular emphasis on the growth of
deposits and the origination of commercial and real estate secured loans and consumer banking services. The
Bank offers bilingual services to our customers in English and Korean and has a network of ATM’s located in
twelve of our branch offices.

The Bank engages in a full complement of lending activities, including the making of commercial real estate
loans, commercial loans, working capital lines, SBA loans, trade financing, automobile loans and other personal
loans, and construction loans. The Bank has offered SBA loans since 1989, providing financing for various
purposes for small businesses under guarantee of the Small Business Administration, a federal agency created to
provide financial assistance for small businesses. The Bank is a Preferred SBA Lender with full loan approval
authority on behalf of the SBA.

The Bank also participates in the SBA’s Export Working Capital Program. SBA loans are generally secured
by deeds of trust on industrial buildings or retail stores. The Bank regularly sells a portion of the guaranteed
portion of the SBA loans that it originates. The Bank also initiated the sale of the unguaranteed portion of SBA
loans during the third quarter of 2004. The Bank retains the obligation to service the loans, for which the Bank
receives a servicing fee. As of December 31, 2005, the Bank was servicing $149.5 million of sold SBA loans.
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As of December 31, 2005, the principal areas of focus related to the Bank’s lending activities, and its
percentage of total loan portfolio composition for which each of the areas were as follows: commercial loans
secured by first deeds of trust on real estate 63%; commercial loans 20%; SBA loans 4%; trade financing 7%;
and consumer loans 6%. The Bank funds its lending activities primarily with demand deposits, savings and time
deposits obtained through our branch network. The Bank’s deposit products include demand deposit accounts,
money market accounts, and savings accounts, time certificates of deposit and fixed maturity installment savings.
The Bank’s deposits are insured under the Federal Deposit Insurance Act, up to the maximum applicable limits
thereof. Like most state-chartered banks of Center Bank’s size in California, it is not currently a member of the
Federal Reserve System. As of December 31, 2005, the Bank had 46,492 deposit accounts with balances totaling
approximately $1.5 billion. As of December 31, 2005, the Bank had $395.1 million or 27% in non-interest
bearing demand deposits; $221.1 million or 15% in money market and NOW accounts; $81.7 million or 5% in
savings accounts; $97.4 million or 7% in time deposits less than $100,000; and $685.3 million or 46% in time
deposits of more than $100,000. As of December 31, 2003, the State of California had placed a deposit of $80
million with the Bank.

The Bank also offer international banking services activities such as letters of credit, acceptances and wire
transfers, and merchant deposit services, travelers’ checks, debit cards, and safe deposit boxes.

In 2001, the Bank introduced Internet banking services to allow its customers to access their loan and
deposit accounts through the Internet. Customers can obtain transaction history, account information, transfer
funds between the Bank’s accounts and process bill payments. The Bank implemented real-time online Internet
Banking on April 2005,

The Bank or the Company holds no patents or licenses (other than licenses required to be obtained from
appropriate bank regulatory agencies), franchises, or concessions. The Bank’s business is generally not seasonal.
Federal, state, or local environmental regulation has not had any material effect upon our capital expenditures,
earnings, or competitive position.

For 2005, income from commercial loans secured by first deeds of trust on real estate properties, income
from commercial loans, interest on investments and service charges on deposit accounts generated approximately
40%, 18%, 6% and 11%, respectively, of our total revenues. The Bank segregates its operations into three
primary segments: Banking Operations, Trade Finance Services (“TFS™), and Small Business Administration
Lending Services. Total assets as of December 31, 2005 attributable to Banking Operations totaled $1.4 billion,
compared with $121.4 million for Trade Finance Services and $113.1 million for Small Business Administration
Lending Services. For financial information about the Bank’s business segments, see footnote 21 of the
consolidated financial statements included in Item 8 herein. The Bank is not dependent on a single customer or
group of related customers for a material portion of our deposits or loans, nor is a material portion of our loans
concentrated within a single industry or group of related industries. Most of our customers are concentrated in the
greater Los Angeles area but efforts have been made in the last 18 months to diversify the geographic risk with
Branches in Chicago and Seattle and LPO’s strategically located throughout the Country.

The Company has not engaged in any material research activities relating to the development of new
services or the improvement of existing banking services during the last three fiscal years. However, the Bank,
with its officers and employees, are engaged continually in marketing activities, including the evaluation and
development of new services, which enable us to retain and improve our competitive position in our service area.

Recent Developments

On May 10, 20035, Center Bank entered into a memorandum of understanding (the “MOU”) with the FDIC
and the California Department of Financial Institutions (the “DFI”). The MOU is an informal administrative
agreement primarily concerning the Bank’s compliance with the Bank Secrecy Act (“BSA”) and related
regulations. In accordance with the MOU, the Bank agreed to (i) implement a written action plan, policies and
procedures, and comprehensive independent compliance testing to ensure compliance with all BSA-related rules




and regulations; (ii) correct any apparent BSA violations previously identified by the FDIC; (iii) develop the
expertise to ensure that generally accepted accounting principles and regulatory reporting guidelines are observed
in all of the Bank’s financial transactions and reporting; and (iv) furnish written quarterly progress reports to the
FDIC and the DFI detailing the form and manner of any actions taken to secure compliance with the MOU and
the results thereof.

Management does not believe that the MOU will have a material impact on the Bank’s operating results or
financial condition. However, if the DFI and FDIC determine that the Bank’s compliance with the MOU is not
satisfactory, that determination will constrain our business. We have taken the measures that we deem necessary
to correct the identified deficiencies and believe that the Bank is in substantial compliance with the MOU.

Recent Accounting Pronouncements

For information regarding the recently issued accounting standards, see Note 2, entitled “Summary of
Significant Accounting Policies,” to the Company’s consolidated financial statements presented elsewhere
herein.

Competition

The current banking business and intended future strategic market areas are highly competitive with respect
to virtually all products and services and have become increasingly so in recent years. While the banking market
in its primary market area is generally dominated by a relatively small number of major banks with many offices
operating over a wide geographic area, the Bank’s direct competitors in the niche markets tend to be relatively
smaller community banks, which also focus their business strategy on the Korean-American consumers and
businesses.

There is a high level of competition within this specific market. In the greater Los Angeles metropolitan
area, the Bank’s main competitors are locally owned and operated Korean-American banks and subsidiaries of
Korean banks. The other competitors have branches located in many of the same neighborhoods as the Bank,
provide similar types of products and services, and use the same Korean language publications and media for
their marketing purposes.

A less significant source of competition in the Los Angeles metropolitan area are a small number of
branches of major banks which maintain a limited bilingual staff for Korean-speaking customers. While such
banks have not traditionally focused their marketing efforts on the Bank’s customer base in Southern California,
the competitive influence of these major bank branches could increase in the event they choose to focus on this
market.

Large commercial bank competitors have, among other advantages, the ability to finance wide-ranging and
effective advertising campaigns and to allocate their investment resources to areas of highest yield and demand.
Many of the major banks operating in our market area offer certain services, which the Bank does not offer
directly (but some of which the Bank can offer through the use of correspondent institutions). By virtue of their
greater total capitalization, such banks also have substantially higher lending limits than the Bank.

In addition to other banks, competitors include savings institutions, credit unions, and numerous
non-banking institutions, such as finance companies, leasing companies, insurance companies, brokerage firms,
and investment banking firms. In recent years, increased competition has also developed from specialized finance
and non-finance companies that offer money market and mutual funds, wholesale finance, credit card, and other
consumer finance services, including on-line banking services and personal finance software. Strong competition
for deposit and loan products affects the rates of those products as well as the terms on which they are offered to
customers. To the extent that the Bank is affected by more general competitive trends in the industry, those
trends are towards increased consolidation and competition. Strong, unregulated competitors have entered
banking markets with strategies directly targeted at the Bank’s customers. Many largely unregulated competitors

6



are able to compete across geographic boundaries and provide customers increasing access to meaningful
alternatives to banking services in nearly all-significant products. Consolidation of the banking industry has
placed additional pressure on surviving community banks within the industry to streamline their operations,
reduce expenses, and increase revenues to remain competitive. Competition has also intensified due to federal
and state interstate banking laws, which permit banking organizations to expand geographically, and the
California market has been particularly attractive to out-of-state institutions.

Technological innovations have also resulted in increased competition in the financial services industry.
Such innovations have, for example, made it possible for non-depository institutions to offer customers
automated transfer payment services that previously have been considered traditional banking products. In
addition, many customers now expect a choice of several delivery systems and channels, including telephone,
mail, home computer, ATM’S, self-service branches and/or in-store branches. In addition to other banks, other
sources of competition for such hi-tech products include savings associations, credit unions, brokerage firms,
money market and other mutual funds, asset management groups, finance and insurance companies, and
mortgage banking firms.

In order to compete with the other financial services providers, the Bank provides quality, personalized,
friendly service and fast decision making to better serve our customers’ needs. For customers whose loan
demands exceed the Bank’s lending limit, the Bank has attempted to establish relationships with correspondent
banks for the development of such loans on a participation basis. The Bank also distinguishes itself within the
Korean-ethnic community by expanding into geographic markets, which the Bank’s competitors have not
reached. The Bank also maintains an international trade finance department to meet the growing needs of the
business communities within our niche market. In order to compete on the technological front, the Bank offers
Internet banking services to allow its customers to access their loan and deposit accounts through the Internet.
Customers can obtain transaction history, account information, transfer funds between the Banks accounts and
process bill payments.

The market for the origination of SBA loans is highly competitive. With respect to the origination of SBA
loans, the Bank competes with other small, mid-size and major banks in the geographic areas in which our full
service branches are located. The Bank also has nine loan production offices, all of which emphasize SBA loans.
In addition, because these loans are largely broker-driven, the Bank also competes with banks located outside of
our immediate geographic area. As the Bank has been designated a Preferred SBA Lender with the full loan
approval authority on behalf of the SBA, our LPO’s are able to provide a faster response to loan requests than
competitors, that are not Preferred SBA Lenders. In order to compete in this highly competitive market, the Bank
places greater emphasis on making SBA loans to minority-owned businesses.

Unlike the market for the origination of SBA loans, the secondary market for SBA loans is currently a
seller’s market, To date, the Bank has had no difficulty in the resale of SBA loans within the secondary market.
However, there is no assurance that this condition will continue to last or that the secondary market for SBA
loans will be available in the future.

Employees
As of December 31, 2005, the Bank had 327 full-time equivalent employees.

Supervision and Regulation

Both federal and state law extensively regulates bank holding companies. This regulation is intended
primarily for the protection of depositors and the deposit insurance fund and not for the benefit of shareholders of
Center Financial. The following is a summary of particular statutes and regulations affecting Center Financial
and Center Bank. This summary is qualified in its entirety by the statutes and regulations.
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Regulation of Center Financial Corporation

Center Financial’s stock is traded on the Nasdaq National Market under the symbol CLFC, and as such the
Company is subject to Nasdaq rules and regulations including those related to corporate governance. Center
Financial is also subject to the periodic reporting requirements of Section 13 of the Securities Exchange Act of
1934 (the “Exchange Act”), which requires us to file annual, quarterly and other current reports with the SEC.
The Company is also subject to additional regulations including, but not limited to, the proxy and tender offer
rules promulgated by the SEC under Sections 13 and 14 of the Exchange Act; the reporting requirements of
directors, executive officers and principal shareholders regarding transactions in the Company’s Common Stock
and short-swing profits rules promulgated by the SEC under Section 16 of the Exchange Act; and certain
additional reporting requirements to the Company’s principal shareholders promulgated by the SEC under
Section 13 of the Exchange Act.

Center Financial is a bank holding company within the meaning of the Bank Holding Company Act of 1956
and is registered as such with the Federal Reserve Board. A bank holding company is required to file with the
Federal Reserve Board annual reports and other information regarding its business operations and those of its
subsidiaries. It is also subject to examination by the Federal Reserve Board and is required to obtain Federal
Reserve Board approval before acquiring, directly or indirectly, ownership or control of any voting shares of any
bank if, after such acquisition, it would directly or indirectly own or control more than 5% of the voting stock of
that bank, unless it already owns a majority of the voting stock of that bank.

The Federal Reserve Board has determined by regulation certain activities in which a bank holding company
may or may not conduct business. A bank holding company must engage, with certain exceptions, in the business
of banking or managing or controlling banks or furnishing services to or performing services for its subsidiary
banks. The permissible activities and affiliations of certain bank holding companies have been expanded. (See
“Financial Modernization Act” below.)

Center Financial and Center Bank are deemed to be affiliates of each other within the meaning set forth in
the Federal Reserve Act and are subject to Sections 23A and 23B of the Federal Reserve Act. This means, for
example, that there are limitations on loans by the Bank to affiliates, and that all affiliate transactions must
satisfy certain limitations and otherwise be on terms and conditions at least as favorable to the Bank as would be
available for non-affiliates.

The Federal Reserve Board has a policy that bank holding companies must serve as a source of financial and
managerial strength to their subsidiary banks. It is the Federal Reserve Bank’s position that bank holding
companies should stand ready to use their available resources to provide adequate capital to their subsidiary
banks during periods of financial stress or adversity. Bank holding companies should also maintain the financial
flexibility and capital-raising capacity to obtain additional resources for assisting their subsidiary banks.

The Federal Reserve Board also has the authority to regulate bank holding company debt, including the
authority to impose interest rate ceilings and reserve requirements on such debt. Under certain circumstances, the
Federal Reserve Board may require us to file written notice and obtain its approval prior to purchasing or
redeeming our equity securities, unless certain conditions are met.

Regulation of Center Bank

As a California state-chartered bank whose accounts are insured by the FDIC up to the maximum limits
thereof, the Bank is subject to regulation, supervision and regular examination by the Department of Financial
Institutions and the FDIC. In addition, while the Bank is not a member of the Federal Reserve System, the Bank
is subject to certain regulations of the Federal Reserve Board. The regulations of these agencies govern most
aspects of our business, including the making of periodic reports, and activities relating to dividends,
investments, loans, borrowings, capital requirements, certain check-clearing activities, branching, mergers and
acquisitions, reserves against deposits and numerous other areas. Supervision, legal action and examination by
the FDIC are generally intended to protect depositors and are not intended for the protection of shareholders.
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The earnings and growth of the Bank are largely dependent on its ability to maintain a favorable differential
or “spread” between the yield on its interest-earning assets and the rate paid on its deposits and other interest-
bearing liabilities. As a result, the Bank’s performance is influenced by general economic conditions, both
domestic and foreign, the monetary and fiscal policies of the federal government, and the policies of the
regulatory agencies, particularly the Federal Reserve Board. The Federal Reserve Board implements national
monetary policies (such as seeking to curb inflation and combat recession) by its open-market operations in
United States Government securities, by adjusting the required level of reserves for financial institutions subject
to its reserve requirements and by varying the discount rate applicable to borrowings by banks which are
members of the Federal Reserve System. The actions of the Federal Reserve Board in these areas influence the
growth of bank loans, investments, and deposits and also affect interest rates charged on loans and deposits. The
nature and impact of any future changes in monetary policies cannot be predicted.

Capital Adequacy Requirements

Center Financial and Center Bank are subject to the regulations of the Federal Reserve Board and the FDIC,
respectively, governing capital adequacy. Each of the federal regulators has established risk-based and leverage
capital guidelines for the banks or bank holding companies it regulates, which set total capital requirements and
define capital in terms of “core capital elements,” or Tier 1 capital; and “supplemental capital elements,” or Tier
2 capital. Tier 1 capital is generally defined as the sum of the core capital elements less goodwill and certain
other deductions, notably the unrealized net gains or losses (after tax adjustments) on available for sale
investment securities carried at fair market value. The following items are defined as core capital elements:
(i) common shareholders’ equity; (ii) qualifying noncumulative perpetual preferred stock and related surplus; and
(iii) minority interests in the equity accounts of consolidated subsidiaries. Supplementary capital elements
include: (i) allowance for loan and lease losses {but not more than 1.25% of an institution’s risk-weighted assets);
(i) perpetual preferred stock and related surplus not qualifying as core capital; (iii) hybrid capital instruments,
perpetual debt and mandatory convertible debt instruments; and (iv) term subordinated debt and intermediate-
term preferred stock and related surplus. The maximum amount of supplemental capital elements, which
qualifies as Tier 2 capital is limited to 100% of Tier 1 capital, net of goodwill.

The minimum required ratio of qualifying total capital to total risk-weighted assets is 8.0% (“Total Risk-
Based Capital Ratio”), at least one-half of which must be in the form of Tier 1 capital, and the minimum required
ratio of Tier 1 capital to total risk-weighted assets is 4.0% (“Tier 1 Risk-Based Capital Ratio™). Risk-based
capital ratios are calculated to provide a measure of capital that reflects the degree of risk associated with a
banking organization’s operations for both transactions reported on the statements of financial condition as
assets, and transactions, such as letters of credit and recourse arrangements, which are recorded as off-balance
sheet items. Under the risk-based capital guidelines, the nominal dollar amounts of assets and credit-equivalent
amounts of off-balance sheet items are multiplied by one of several risk adjustment percentages, which range
from 0% for assets with low credit risk, such as certain U. S. Treasury securities, to 100% for assets with
relatively high credit risk, such as business loans. As of December 31, 2005 and 2004, the Bank’s Total Risk-
Based Capital Ratios were 10.78% and 10.54%, respectively, and its Tier 1 Risk-Based Capital Ratios were
9.72% and 9.52%, respectively. As of December 31, 2005 and 2004, the consolidated Company’s Total Risk-
Based Capital Ratios were 10.76% and 10.62%, respectively, and its Tier 1 Risk Based Capital Ratios were
9.70% and 9.59%, respectively.

The risk-based capital requirements also take into account concentrations of credit involving collateral or
loan type and the risks of “non-traditional” activities (those that have not customarily been part of the banking
business). The regulations require institutions with high or inordinate levels of risk to operate with higher
minimum capital standards, and authorize the regulators to review an institution’s management of such risks in
assessing an institution’s capital adequacy.

Additionally, the regulatory Statements of Policy on risk-based capital include exposure to interest rate risk
as a factor that the regulators will consider in evaluating an institution’s capital adequacy, although interest rate
risk does not impact the calculation of risk-based capital ratios. Interest rate risk is the exposure of a bank’s
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current and future earnings and equity capital arising from adverse movements in interest rates. While interest
rate risk is inherent in a bank’s role as financial intermediary, it introduces volatility to bank earnings and to the
economic value of the bank or bank holding company.

The FDIC and the Federal Reserve Board also require the maintenance of a leverage capital ratio designed
to supplement the risk-based capital guidelines. Banks and bank holding companies that have received the
highest rating of the five categories used by regulators to rate such institutions and are not anticipating or
experiencing any significant growth must maintain a ratio of Tier 1 capital (net of all intangibles) to adjusted
total assets (“Leverage Capital Ratio”) of at least 3%. All other institutions are required to maintain a leverage
ratio of at least 100 to 200 basis points above the 3% minimum, for a minimum of 4% to 5%. Pursuant to federal
regulations, banking institutions must maintain capital levels commensurate with the level of risk to which they
are exposed, including the volume and severity of problem loans, and federal regulators may set, however, higher
capital requirements when an institution’s particular circumstances warrant. As of December 31, 2005, all Center
Financial’s regulatory ratios exceeded regulatory minimums.

On March 1, 2005, the FRB adopted a final rule that allows the continued inclusion of trust-preferred
securities in the Tier I capital of bank holding companies. However, under the final rule, after a five-year
transition period, the aggregate amount of trust preferred securities and certain other capital elements would be
limited to 25 percent of Tier I capital elements, net of goodwill. Trust preferred securities currently make up
13.9% of the Company’s Tier I capital.

The following table sets forth the Company’s and the Bank’s capital ratios at December 31, 2005 and 2004:

Risk Based Ratios

2005 2004

Center Financial Center Financial
Corporation Center Bank Corporation Center Bank

Total Capital (to Risk-Weighted

ASSELS) ... 10.76% 10.78% 10.62% 10.54%
Tier 1 Capital (to Risk-Weighted

ASSEIS) ... 9.70% 9.72% 9.59% 9.52%
Tier 1 Capital (to Average Assets) ...... 8.21% 8.22% 9.13% 9.09%

Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corrective action to resolve the problems
of insured financial institutions, including but not limited to those that fall below one or more prescribed
minimum capital ratios. The federal banking agencies have defined by regulation the following five capital
categories: “Well capitalized” (Total Risk-Based Capital Ratio of 10%; Tier 1 Risk-Based Capital Ratio of 6%;
and Leverage Ratio of 5%); “adequately capitalized” (Total Risk-Based Capital Ratio of 8%; Tier 1 Risk-Based
Capital Ratio of 4%; and Leverage Ratio of 4%) (or 3% if the institution receives the highest rating from its
primary regulator); “undercapitalized” (Total Risk-Based Capital Ratio of less than 8%; Tier 1 Risk-Based
Capital Ratio of less than 4%; or Leverage Ratio of less than 4%) (or 3% if the institution receives the highest
rating from its primary regulator); “significantly undercapitalized” (Total Risk-Based Capital Ratio of less than
6%; Tier 1 Risk-Based Capital Ratio of less than 3%; or Leverage Ratio less than 3%); and “critically
undercapitalized” (tangible equity to total assets less than 2%). As of December 31, 2005 and 2004, Center Bank
was deemed “well capitalized” for regulatory purposes. A bank may be treated as though it were in the next
lower capital category if after notice and the opportunity for a hearing, the appropriate federal agency finds an
unsafe or unsound condition or practice so warrants, but no bank may be treated as “critically undercapitalized”
unless its actual capital ratio warrants such treatment.

At each successively lower capital category, an insured bank is subject to increased restrictions on its
operations. For example, a bank is generally prohibited from paying management fees to any controlling persons
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or from making capital distributions if to do so would make the bank “undercapitalized.” Asset growth and
branching restrictions apply to undercapitalized banks, which are required to submit written capital restoration
plans meeting specified requirements (including a guarantee by the parent holding company, if any).
“Significantly undercapitalized” banks are subject to broad regulatory authority, including among other things,
capital directives, forced mergers, restrictions on the rates of interest they may pay on deposits, restrictions on
asset growth and activities, and prohibitions on paying bonuses or increasing compensation to senior executive
officers without FDIC approval. Even more severe restrictions apply to critically undercapitalized banks. Most
importantly, except under limited circumstances, not later than 90 days after an insured bank becomes critically
undercapitalized, the appropriate federal banking agency is required to appoint a conservator or receiver for the
bank.

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject
to potential actions by the federal regulators for unsafe or unsound practices in conducting their businesses or for
violations of any law, rule, regulation or any condition imposed in writing by the agency or any written
agreement with the agency. Enforcement actions may include the issuance of cease and desist orders, termination
of insurance of deposits (in the case of a bank), the imposition of civil money penalties, the issuance of directives
to increase capital, formal and informal agreements, or removal and prohibition orders against “institution-
affiliated” parties.

Safety and Soundness Standards

The federal banking agencies have also adopted guidelines establishing safety and soundness standards for
all insured depository institutions. Those guidelines relate to internal controls, information systems, internal audit
systems, loan underwriting and documentation, compensation and interest rate exposure. In general, the
standards are designed to assist the federal banking agencies in identifying and addressing problems at insured
depository institutions before capital becomes impaired. If an institution fails to meet these standards, the
appropriate federal banking agency may require the institution to submit a compliance plan and institute
enforcement proceedings if an acceptable compliance plan is not submitted.

Premiums for Deposit Insurance

The FDIC regulations also implement a risk-based premium system, whereby insured depository institutions
are required to pay insurance premiums depending on their risk classification. Under this system, insured banks
are categorized into one of three capital categories (well capitalized, adequately capitalized, and
undercapitalized) and one of three supervisory categories based on federal regulatory evaluations. The three
supervisory categories are: financially sound with only a few minor weaknesses (Group A), demonstrates
weaknesses that could result in significant deterioration (Group B), and poses a substantial probability of loss
(Group C). The capital ratios used by the FDIC to define well capitalized, adequately capitalized and
undercapitalized are the same in the FDIC’s prompt corrective action regulations. The current base assessment
rates (expressed as cents per $100 of deposits) are summarized as follows:

Group A Group B Group C

Well Capitalized ....... ... ... oo, 0 3 17
Adequately Capitalized .. ............... ... ... .... 3 10 24
Undercapitalized .......... . ... ... ... .. .. ... 10 24 27

In addition, banks must pay an amount, which fluctuates but is currently 1.32 cents per $100 of insured
deposits, for the first quarter of 2006, towards the retirement of the Financing Corporation bonds issued in the
1980’s to assist in the recovery of the savings and loan industry. Recently enacted legislation potentially could
affect the premium in the future.

In general, as long as the FDIC’s Bank Insurance Fund (‘BIF’) maintains a reserve ratio of 1.25% or greater,
no deposit insurance premiums are required. If the BIF reserve ratio were to fall below that level, all insured
banks would be required to pay premiums. In February 2006, the FDIC Reform Act of 2005 was signed into law.
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This legislation, among other changes, will merge the BIF and the Savings Association Insurance Fund into one
fund (the “Deposit Insurance Fund™), increase insurance coverage for retirement accounts to $250,000 and index
the deposit insurance levels for inflation.

Community Reinvestment Act

Center Bank is subject to certain requirements and reporting obligations involving Community
Reinvestment Act (“CRA”) activities. The CRA generally requires the federal banking agencies to evaluate the
record of a financial institution in meeting the credit needs of its local communities, including low and moderate-
income neighborhoods. The CRA further requires the agencies to take a financial institution’s record of meeting
its community credit needs into account when evaluating applications for, among other things, domestic
branches, consummating mergers or acquisitions, or holding company formations. In measuring a bank’s
compliance with its CRA obligations, the regulators utilize a performance-based evaluation system which bases
CRA ratings on the bank’s actual lending service and investment performance, rather than on the extent to which
the institution conducts needs assessments, documents community outreach activities or complies with other
procedural requirements. In connection with its assessment of CRA performance, the FDIC assigns a rating of
“outstanding,” “satisfactory,” “needs to improve” or ‘“substantial noncompliance.” Center Bank was last
examined for CRA compliance in 2003 and received a “satisfactory” CRA Assessment Rating.

EERNT3

Other Consumer Protection Laws and Regulations

Bank regulatory agencies are increasingly focusing attention on compliance with consumer protection laws
and regulations. Examination and enforcement has become intense, and banks have been advised to carefully
monitor compliance with various consumer protection laws and their implementing regulations. The federal
Interagency Task Force on Fair Lending issued a policy statement on discrimination in home mortgage lending
describing three methods that federal agencies will use to prove discrimination: overt evidence of discrimination,
evidence of disparate treatment, and evidence of disparate impact. In addition to CRA and fair lending
requirements, Center Bank is subject to numerous other federal consumer protection statutes and regulations.
Due to heightened regulatory concern related to compliance with consumer protection laws and regulations
generally, Center Bank may incur additional compliance costs or be required to expend additional funds for
investments in the local communities it serves.

Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “Interstate Banking Act”)
regulates the interstate activities of banks and bank holding companies and establishes a framework for
nationwide interstate banking and branching. Since June 1, 1997, a bank in one state has generally been
permitted to merge with a bank in another state without the need for explicit state law authorization. However,
states were given the ability to prohibit interstate mergers with banks in their own state by “opting-out” (enacting
state legisiation applying equality to all out-of-state banks prohibiting such mergers) prior to June 1, 1997.

Since 1995, adequately capitalized and managed bank holding companies have been permitted to acquire
banks located in any state, subject to two exceptions: first, any state may still prohibit bank holding companies
from acquiring a bank which is less than five years old; and second, no interstate acquisition can be
consummated by a bank holding company if the acquirer would control more than 10% of the deposits held by
insured depository institutions nationwide or 30% percent or more of the deposits held by insured depository
institutions in any state in which the target bank has branches.

A bank may establish and operate de novo branches in any state in which the bank does not maintain a branch
if that state has enacted legislation to expressly permit all out-of-state banks to establish branches in that state.

In 1995, California enacted legislation to implement important provisions of the Interstate Banking Act
discussed above and to repeal California’s previous interstate banking laws, which were largely preempted by the
Interstate Banking Act.
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The changes effected by Interstate Banking Act and California laws have increased competition in the
environment in which Center Bank operates to the extent that out-of-state financial institutions directly or
indirectly enter Center Bank’s market areas. It appears that the Interstate Banking Act has contributed to the
accelerated consolidation of the banking industry. While many large out-of-state banks have already entered the
California market as a result of this legislation, it is not possible to predict the precise impact of this legislation
on Center Bank and Center Financial and the competitive environment in which they operate.

USA Patriot Act of 2001

On October 26, 2001, President Bush signed the USA Patriot Act of 2001 (the “Patriot Act”). Enacted in
response to the terrorist attacks in New York, Pennsylvania and Washington, D.C. on September 11, 2001, the
Patriot Act is intended to strengthen U.S. law enforcement’s and the intelligence communities’ ability to work
cohesively to combat terrorism on a variety of fronts. The impact of the Patriot Act on financial institutions of all
kinds has been significant and wide ranging. The Patriot Act substantially enhanced existing anti-money
laundering and financial transparency laws, and required appropriate regulatory authorities to adopt rules to
promote cooperation ameng financial institutions, regulators, and law enforcement entities in identifying parties
that may be involved in terrorism or money laundering. Under the Patriot Act, financial institutions are subject to
prohibitions regarding specified financial transactions and account relationships, as well as enhanced due
diligence and “know your customer” standards in their dealings with foreign financial institutions and foreign
customers. For example, the enhanced due diligence policies, procedures, and controls generally require financial
institutions to take reasonable steps:

* to conduct enhanced scrutiny of account relationships to guard against money laundering and report any
suspicious transactions;

* to ascertain the identity of the nominal and beneficial owners of, and the source of funds deposited into,
each account as needed to guard against money laundering and report any suspicious transactions;

* to ascertain for any foreign bank, the shares of which are not publicly traded, the identity of the owners
of the foreign bank, and the nature and extent of the ownership interest of each such owner; and

* to ascertain whether any foreign bank provides correspondent accounts to other foreign banks and, if so,
the identity of those foreign banks and related due diligence information.

The Patriot Act also requires all financial institutions to establish anti-money laundering programs, which
must include, at minimum:

* the development of internal policies, procedures, and controls;

» the designation of a compliance officer;

* an ongoing employee training program; and

* an independent audit function to test the programs.

To fulfill the requirements, the Bank added four additional full-time employees to its BSA Compliance
Department and intensified due diligence procedures concerning the opening of new accounts. The Bank also
implemented new systems and procedures to identify suspicious activity reports and report to FINCEN. The cost

of additional staff in the BSA Compliance Department and the system enhancement described above was
reflected in the statements of operations for the years ended December 31, 2005, 2004 and 2003.

The Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”) was enacted to increase corporate responsibility,
provide for enhanced penalties for accounting and auditing improprieties at publicly traded companies, and
protect investors by improving the accuracy and reliability of disclosures pursuant to the securities laws.
Sarbanes-Oxley includes important new requirements for public companies in the areas of financial disclosure,
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corporate governance, and the independence, composition and responsibilities of audit committees. Among other
things, Sarbanes-Oxley mandates chief executive and chief financial officer certifications of periodic financial
reports, additional financial disclosures concerning off-balance sheet items, and speedier transaction reporting
requirements for executive officers, directors and 10% shareholders. In addition, penalties for non-compliance
with the Exchange Act were heightened. SEC rules promulgated pursuant to Sarbanes-Oxley impose obligations
and restrictions on auditors and audit committees intended to enhance their independence from management, and
include extensive additional disclosure, corporate governance and other related rules. Sarbanes-Oxley represents
significant federal involvement in matters traditionally left to state regulatory systems, such as the regulation of
the accounting profession, and to state corporate law, such as the relationship between a board of directors and
management and between a board of directors and its committees.

The Company has incurred, and expects to continue to incur, significant costs in connection with its
compliance with Sarbanes-Oxley, particularly with Section 404 thereof, which requires management to undertake
an assessment of the adequacy and effectiveness of the Company’s internal controls over financial reporting and
requires the Company’s auditors to attest to, and report on, management’s assessment and the operating
effectiveness of these controls. SOX 404 compliance expenses, paid to third parties, were approximately
$287,000 and $835,000 for 2005 and 2004, respectively.

Other Pending and Proposed Legislation

Other legislative and regulatory initiatives, which could affect Center Financial, Center Bank and the
banking industry, in general are pending, and additional initiatives may be proposed or introduced, before the
United States Congress, the California legislature and other governmental bodies in the future. Such proposals, if
enacted, may further alter the structure, regulation and competitive relationship among financial institutions, and
may subject Center Bank and Center Financial to increased regulation, disclosure and reporting requirements. In
addition, the various banking regulatory agencies often adopt new rules and regulations to implement and enforce
existing legislation, It cannot be predicted whether, or in what form, any such legislation or regulations may be
enacted or the extent to which the business of Center Financial or Center Bank would be affected thereby.
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ITEM 1A.RISK FACTORS

You should carefully consider the following risk factors and all other information contained in this Annual
Report before making investment decisions concerning the Company’s common stock. The risks and
uncertainties described below are not the only ones the Company faces. Additional risks and uncertainties not
presently known to the Bank or that the Bank currently believes are immaterial but may also impair the Bank’s
business. If any of the events described in the following risk factors occur, the Bank’s business, results of
operations and financial condition could be materially adversely affected. In addition, the trading price of the
Company’s common stock could decline due to any of the events described in these risks.

Poor economic conditions in California may cause us to suffer higher default rates on our loans.

A substantial majority of the Bank’s loans are generated in the greater Los Angeles area in Southern
California. As a result, any poor economic conditions in the Los Angeles area could cause us to incur losses
associated with higher default rates and decreased collateral values in our loan portfolio. The Los Angeles area
has, at times, experienced stagnant economic activity in line with slowdowns California.

Concentrations of real estate loans could subject us to increased risks in the event of a real estate recession
or natural disaster.

Approximately $776.7 million or 63% of the Bank’s loan portfolio as of December 31, 2003, and $607.3
million or 59% of the Bank’s loan portfolio as of December 31, 2004, were concentrated in commercial real
estate loans. Of this amount, $226.3 million represented loans secured by industrial buildings, and $127.1 million
represented loans secured by retail shopping centers as of December 31, 2005. Although commercial loans
generally provide for higher interest rates and shorter terms than single-family residential loans, such loans
generally involve a higher degree of risk, as the ability of borrowers to repay these loans is often dependent upon
the profitability of the borrowers’ businesses. An increase in the percentage of Nonperforming assets in
commercial real estate, commercial and industrial loan portfolios may have a material impact on the Bank’s
financial condition and results of operations, by reducing the Bank’s income, increasing the Bank’s expenses,
and leaving less cash available for lending and other activities.

As the primary collateral for many of the Bank’s loans rests on commercial real estate properties, a
downturn in real estate values in the greater Southern California region could negatively impact us by providing
us with decreased collateral values in the Bank’s loan portfolio. In the early 1990s, the entire state of California
experienced an economic recession, particularly impacting real estate values that resulted in increases in the level
of delinquencies and losses for many of the state’s financial institutions. If any similar real estate recession
affecting the Bank’s market areas should occur in the future, the security for many of the Bank’s loans could be
reduced and the ability of many of the Bank’s borrowers to pay could decline. Similarly, the occurrence of a
natural disaster like those California has experienced in the past, including earthquakes, brush fires, and flooding,
could impair the value of the collateral the Bank holds for real estate secured loans and negatively impact the
Bank’s results of operations. There is some concern California’s real estate market’s rapid appreciation rates may
slow down in the future. The Southern California residential real estate market ended 2005 with new price peaks
and a strong, but not record-breaking sales pace. If real estate sales and appreciation weakens, the Bank might
experience an increase in the percentage of Nonperforming assets in its commercial real estate and commercial
and industrial Joan portfolios. Such an increase may have a material impact on the Bank’s financial condition and
results of operations, by reducing the Bank’s income, increasing the Bank’s expenses, and leaving less cash
available for lending and other activities.

The Bank has not experienced any deterioration in the commercial real estate loan portfolio during the 2005,
However, there was an increase in charge-offs among construction loans, due to one large participated
construction loan in the amount of $2.3 million in 2004. The construction associated with this loan has been
completed and the hotel is operational. The borrower filed a bankruptcy petition to the court followed by a
Chapter 11 Plan in July 2004. On November 3, 2004, the Court approved the Chapter 11 Plan. According to the
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Plan, the participating group, of which the Company is a member, will be paid in 6 years. (See “ltem 7,
Management’s Discussion and Analysis of Financial Condition and Results of Operations—Financial Condition
—Nonperforming Assets”).

The Bank may experience loan lasses in excess of its allowance for loan losses.

The Bank maintains an allowance for loan losses at a level we believe is adequate to absorb any inherent
losses in the loan portfolio. However, changes in economic, operating and other conditions, including changes in
interest rates that are beyond the Bank’s control may cauvse its actual loan losses to exceed current allowance
estimates. If the actual loan losses exceed the allowance for loan losses, it will hurt the Bank’s business. In
addition, the FDIC and the California Department of Financial Institutions, as part of their supervisory functions,
periodically review the Bank’'s allowance for loan losses. Such agencies may require the Bank to increase its
provision for loan losses or to recognize further loan losses, based on their judgments, which may be different
from those of the Bank’s management. Any increase in the allowance required by the FDIC or the Department of
Financial Institutions could also hurt the Bank’s business.

The Bank tries to limit the risk that borrowers will fail to repay loans by carefully underwriting the loans.
Losses nevertheless occur. The Bank establishes a loan loss allowance for probable losses inherent in the loan
portfolio as of the statements of financial condition date. The Bank bases allowance on estimates of the
following:

* industry standards;
* historical loss experience;
» evaluation of current economic conditions;

+ assessment of risk factors for loans with exposure to the economies of South Korea and other Pacific
Rim countries;

» regular reviews of the quality mix and size of the overall loan portfolio;
* regular reviews of delinquencies; and

* the quality of the collateral underlying the Bank’s loans.

The Bank may have difficulty managing its growth.

The Bank’s total assets have increased to $1.7 billion as of December 31, 2005, from $1.3 billion and $1.0
billion as of December 31, 2004 and 2003, respectively. The Bank opened on average, two new branch offices
from 2002 through 2005. The Bank intends to investigate other opportunities to open additional branches that
would complement the Bank’s existing business as such opportunities may arise; however, the Bank can provide
no assurance that it will be able to identify additional locations or open additional branches.

The Bank’s ability to manage its growth will depend primarily on its ability to:

* monitor operations;

* control costs;

* maintain positive customer relations; and

*  attract, assimilate and retain qualified personnel.

If the Bank fails to achieve those objectives in an efficient and timely manner, the Bank may experience
interruptions and dislocations in its business, which could substantially increase the expenses and negatively
impact the ability to retain the Bank’s customers. In addition, such concerns may cause federal and state banking

regulators to require us to delay or forgo any proposed growth until such problems have been addressed to the
satisfaction of those regulators.
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The Bank has found that growth by de novo branch banking in 2005 and prior years has temporarily
increased the Bank’s overhead expenses as a percentage of its total assets. If the Bank continues to open
additional branches, it expects to face similar increased costs.

The Bank’s earnings are subject to interest rate risk, especially if rates fall.

Banking companies’ earnings depend largely on the relationship between the cost of funds, primarily
deposits and borrowings, and the yield on earning assets, such as loans and investment securities. This
relationship, known as the interest rate spread, is subject to fluctuation and is affected by the monetary policies of
the Federal Reserve Board, the international interest rate environment, as well as by economic, regulatory and
competitive factors which influence interest rates, the volume and mix of interest-earning assets and interest-
bearing liabilities, and the level of Nonperforming assets. Many of these factors are beyond the Bank’s control.
Fluctuations in interest rates affect the demand of customers for products and services. The Bank is subject to
interest rate risk to the degree that interest-bearing liabilities reprice or mature more slowly or more rapidly or on
a different basis than interest-earning assets. Given current volume and mix of interest-bearing liabilities and
interest-earning assets, interest rate spread could be expected to increase during times of rising interest rates and,
conversely, to decline during times of falling interest rates. Therefore, significant fluctuations in interest rates
may have an adverse or a positive effect on results of operations. See “Item 7, Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Interest Rate Risk.”

All of the Bank’s lending involves underwriting risks, especially in a competitive lending market.

At December 31, 2005, commercial real estate loans represented 63% of the Bank’s total loan portfolio;
commercial lines and term loans to businesses represented 20% of the bank’s total loan portfolio; and SBA loans
represented 4% of the bank’s total loan portfolio.

Real estate lending involves risks associated with the potential decline in the value of underlying real estate
collateral and the cash flow from income producing properties. Declines in real estate values and cash flows can
be caused by a number of factors, including adversity in general economic conditions, rising interest rates,
changes in tax and other governmental and other policies affecting real estate holdings, environmental
conditions, governmental and other use restrictions, development of competitive properties, and increasing
vacancy rates. The Bank’s dependence increases the risk of loss both in the Bank’s loan portfolio and with
respect to any other real estate owned when real estate values decline. The Bank seeks to reduce risk of loss
through underwriting and monitoring procedures.

Commercial lending, even when secured by the assets of a business, involves considerable risk of loss in the
event of failure of the business. To reduce such risk, the Bank typically takes additional security interests in other
collateral, such as real property, certificates of deposit or life insurance, and/or obtains personal guarantees.

Specific risks associated with SBA lending are discussed in a separate risk factor below.

The Bank operates in a highly competitive market, and some of its competitors offer a broader range of
services than the Bank provides, and have lower cost structures.

The banking business in the Bank’s current and intended future market areas is highly competitive with
respect to virtually all products and services. While the banking market in our primary market area is generally
dominated by a relatively small number of major banks with many offices operating over a wide geographic area,
the main competitors include several locally owned and operated Korean-American banks and subsidiaries of one
Korean bank. These other banks have branches located in many of the same neighborhoods as the Bank, provide
similar types of products and services and use the same Korean language publications and media for their
marketing purposes. There is a high level of competition within this specific market. While major banks have not
historically focused their marketing efforts on the Korean-American customer base in Southern California, their
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competitive influence could increase in the future. Such banks have substantially greater lending limits than the
Bank, offer certain services the Bank cannot, and often operate with “‘economies of scale” that result in lower
operating costs than the bank can on a per loan or per asset basis. In addition to competitive factors impacting the
bank’s specific market niche, the Bank is affected by more general competitive trends in the banking industry,
including intra-state and interstate consolidation, competition from non-bank sources and technological
innovations. Many of the Bank’s competitors have advantages conducting certain businesses and providing
certain services, and there can be no assurance that the Bank will be able to compete successfully.

The Bank also competes with other financial institutions such as savings and loan associations, credit
unions, thrift and loan companies, mortgage companies, securities brokerage companies and insurance
companies located within and without the Bank’s service area and with quasi-financial institutions such as
money market funds for deposits and loans. Financial services are increasingly offered over the Internet on a
national and international basis, and the Bank competes with the providers of these services as well. Ultimately,
competition can drive down the Bank’s interest margins and reduce profitability. It also can make it more
difficult for us to continue to increase the size of the loan portfolio and deposit base. See “—Competition.”

The Company might not be able to continue to pay cash dividends in the future.

As a banking holding company, which currently has no significant assets other than the Company’s equity
interest in Center Bank, the Company’s ability to pay dividends primarily depends upon the dividends the
Company receives from Center Bank. The dividend practice of Center Bank, like the Company’s dividend
practice, will depend upon its earnings, financial position, current and anticipated cash requirements and other
factors deemed relevant by Center Bank’s board of directors at that time. In addition, during any period in which
Center Financial has deferred payment of interest otherwise due and payable on its subordinated debt securities,
the Company may not make any dividends or distributions with respect to our capital stock. See “Item 7—
Management’s Discussion and Analysis of Financial Condition and Results of Operations—Capital Resources.”

The Company paid quarterly cash dividends of 4 cents per share in 2005 and 2004 and currently plans to
continue to pay cash dividends on a quarterly basis. However, the amount of any such dividend will be
determined each quarter by our Board of Directors in its discretion, based on the factors described in the previous
paragraph. No assurance can be given that future performance will justify the payment of dividends in any
particular quarter. The Company is a legal entity separate and distinct from its subsidiaries. Substantially all of
our revenue and cash flow, including funds available for the payment of dividends and other operating expenses,
is dependent upon the payment of dividends to the Company by the Company’s subsidiaries. Dividends payable
to the Company by Center Bank are restricted under California and federal laws and regulation. See “Item 5,
Market for Common Equity and Related Shareholder Matters—Dividends.”

The Bank has specific risks associated with Small Business Administration loans.

The Bank realized $2.5 million, $4.2 million, and $2.7 million, respectively, in 2005 and in 2004 and 2003,
in gains recognized on secondary market sales of the Bank’s SBA loans. The Bank has regularly sold the
guaranteed portions of these loans in the secondary market in previous years. However, the Company initiated
the sale of the unguaranteed portion of SBA loans during the third quarter of 2004. The Bank can provide no
assurance that it will be able to continue originating these loans, or that a secondary market will exist for, or that
it will continue to realize premiums upon the sale of the SBA loans. The federal government presently guarantees
75% to 80% of the principal amount of each qualifying SBA loan. The Bank can provide no assurance that the
federal government will maintain the SBA program, or if it does, that such guaranteed portion will remain at its
current funding level. Furthermore, the Bank can provide no assurance that it will retain the preferred lender
status, which, subject to certain limitations, allows us to approve and fund SBA loans without the necessity of
having the loan approved in advance by the SBA, or that if it does, the federal government will not reduce the
amount of such loans. The Bank believes that the SBA loan portfolio does not involve more than a normal risk of
collectibility. However, since the Bank has sold some of the guaranteed portions of the SBA loan portfolio, the

18




Bank incurs a pro rata credit risk on the non-guaranteed portion of the SBA loans since the Bank shares pro rata
with the SBA in any recoveries. In the event of default on an SBA loan, pursuit of remedies against a borrower
would be subject to SBA approval, and where the SBA establishes that its loss is attributable to deficiencies in
the manner in which the loan application has been prepared and submitted, the SBA may decline to honor its
guarantee with respect to the SBA loans or it may seek the recovery of damages from us. The SBA has never
declined to honor its guarantees with respect to its SBA loans, although no assurance can be given that the SBA
would not attempt to do so in the future. (See “Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Financial Condition—Loan Portfolio—Smali Business Administration
(SBA) Loans.”)

Another economic downturn in South Korea could cause us to incur losses with respect to certain of loans
and credit transactions, exposed to the Korean Economy.

Because a significant portion of the Bank’s customer base is Korean-American, the Bank has historically
had exposure to the Korean economy with respect to certain of the loans and credit transactions. The Bank has
historically made four types of credit extensions involving direct exposure to the South Korean economy: (i)
commercial loans to U.S. affiliates, subsidiaries, or branches of companies located in South Korea (“ Korean
Affiliate Loans”), (ii) unused commitments for loans to affiliates of Korean companies, (iii) acceptances by
South Korean banks, and (iv) loans against standby letters of credit issued by South Korean banks. The Bank also
has indirect exposure to the economies of various Pacific Rim countries because the Bank provides short term
trade financing to local import and/or export businesses in connection with issuing letters of credit to overseas
suppliers/sellers, as well as making working capital and other business loans to such businesses, some of which
could be hurt by a downturn in the economies of such countries. The Korean economy and its capital markets
suffered significant downturns in late 1997 and early 1998, and the Bank had one Korean Affiliate Loan for $2
million that had to be charged off in 1997 because such customer was directly impacted by the problems in South
Korea. Since that time the Bank fully recovered all $2.0 million. This one charge-off in 1997 represented in
excess of 42.7% of the Bank’s total charge-offs in 1997. See “Item 7, Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Financial Condition—Nonperforming Assets, Allowance for
Loan Losses and Market Risk/Interest Rate Risk Management.” Since that time, the Bank has been closely
monitoring the exposure to the Korean economy and those of other Pacific Rim countries and has taken steps to
reduce the exposure and to make sure that the allowance for loan losses is adequate to absorb any losses that
might occur if problems were to arise again in South Korea or those other countries. However, another severe
downturn in the Korean economy or in the economies of other Pacific Rim countries could cause the Bank to
incur significant credit losses.

The Company and Bank’s directors and executive officers control a large amount of the Company’s stock,
and shareholder’s interests may not always be the same as those of the board and management.

As of December 31, 2005, the Company’s directors and executive officers together with their affiliates,
beneficially owned approximately 26.83% of Company’s outstanding voting stock (not including vested option
shares). As a result, if all of these shareholders were to take a common position, they would be able to
significantly affect the election of directors as well as the outcome of most corporate actions requiring
shareholder approval, such as the approval of mergers or other business combinations. Such concentration may
also have the effect of delaying or preventing a change in control of Center Financial.

In some situations, the interests of the Company’s directors and executive officers may be different from the
shareholders. However, the Company’s Board of Directors and executive officers have a fiduciary duty to act in
the best interests of the shareholders, rather than in their own best interests, when considering a proposed
business combination or any of these types of matters.

Provisions in the Company’s Articles of Incorporation will delay or prevent changes in control of the
Company or the Company’s management include:

+ staggered terms of office for members of the board of directors;
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* the elimination of cumulative voting in the election of directors; and

» arequirement that the Company’s Board of Directors consider the potential social and economic effects
on the Bank’s employees, depositors, customers and the communities served as well as certain other
factors, when evaiuating a possible tender offer, merger or other acquisition of Center Financial.

These provisions make it more difficult for another company to acquire the Company, which could reduce
the market price of the company’s common stock and the price that the shareholder may ultimately receive when
their stock is sold.

The Company is involved in litigation.

From time to time, the Company is involved in litigation. If litigation arises against us, the Company will
vigorously enforce and defend its rights. Litigation may result in significant expense to us and divert the efforts
of the Company’s management personnel from their day-to-day responsibilities. In addition, in the event of an
adverse result in litigation, the Company could also be required to pay substantial damages. The Company is
currently a party to a lawsuit entitled Korea Export Insurance Corporation v. Korea Data Systems (USA), Inc., et
al. As a result, the Company’s defense of this lawsuit, regardless of its eventual outcome, will likely be costly
and time consuming. For a more detailed discussion of this lawsuit, see “Item 3, Legal Proceedings”.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES
Properties

The Bank and Company’s headquarters are located at 3435 Wilshire Boulevard, Los Angeles, California
90010. The Bank leases approximately 23,188 square feet, which includes a ground floor branch and
administrative offices located on the seventh floor of the building. The initial lease term will expire in 2006. The
Bank has options to renew the lease for two additional terms of five years each.

As of December 31, 2005, the Bank operated full-service branches at thirteen leased locations (including the
branch described in the previous paragraph). Expiration dates of the bank’s leases range from March 2006 to
September 2019. Certain properties currently leased have renewal options, which could extend the use of the
facility for additional specified terms. In the opinion of Management, all properties are adequately covered by
insurance. All of the Bank’s existing facilities are considered adequate for its present and anticipated future use.

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Bank is a party to claims and legal proceedings arising in the ordinary course of
business. With the exception of the potentially adverse outcome in the litigation described in the next three
paragraphs, after taking into consideration information furnished by counsel as to the current status of these
claims and proceedings, we do not believe that the aggregate potential liability resulting from such proceedings
would have a material adverse effect on our financial condition or results of operation.

On or about March 3, 2003, the Bank was served with a complaint filed by Korea Export Insurance
Corporation (“KEIC”) in Orange County, California Superior Court, naming the Bank as one of several
defendants. KEIC is seeking to recover alleged losses from a number of parties involved in international trade
transactions that gave rise to bills of exchange financed by various Korean Banks but not ultimately paid. KEIC
is seeking to recover damages of approximately $56 million based on a claim that the Bank, in its capacity as a
presenting bank for these bills of exchange, acted negligently in presenting and otherwise handling trade
documents for collection.
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On November 10, 2005, the Orange County Superior Court dismissed all claims of KEIC against the Bank
on the grounds that federal courts have exclusive jurisdiction over KEIC’s claims against the Bank. KEIC has
appealed the dismissal; and, in addition, has filed a new claim against the Bank in federal court.

The Bank intends to continue to vigorously defend both the state court appeal and this new federal claim.
However, we cannot predict the outcome of this litigation, and it will be expensive and time-consuming to
defend. One of the Bank’s insurance companies, BancInsure, has informed the Bank that there is coverage for a
portion of the defense. While it is possible that the claims may ultimately be determined to be covered by
insurance, BancInsure has reserved its rights to determine whether coverage exists and ultimately may deny
coverage. If the outcome of this litigation is adverse to the Bank, and the Bank is required to pay significant
monetary damages, our financial condition and results of operations are likely to be materially and adversely
affected.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable
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PARTII

ITEM 5. MARKET FOR COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Trading History

Center Financial’s Common Stock has been listed on the Nasdaq National Market since October 29, 2002
(the day after the completion of the holding company reorganization). The information in the following table
indicates the high and low “bid” and “asked” quotations and approximate volume of trading for the Company’s
common stock for the periods indicated, based upon information provided by the Nasdaq Stock Market, Inc. The
high and low quotations have been adjusted to give effect to the two-for one stock split paid on March 2, 2004.

Bid and ask

quotation of’the

Common Sock _ Approimate
Calendar Quarter Ended High Low Volume
March 31,2004 ... ... ... . . . $16.08 $15.65 2,844,500
June 30,2004 ... ... 1517 14.86 1,466,800
September 30,2004 . ... ... 19.16 18.88 2,987,000
December 31,2004 ... ... i 20.20 19.94 4,955,800
March 31,2005 ... ... ... . . 18.67 17.52 7,043,000
June 30,2005 ... ... 25.49 24.78 7,968,500
September 30,2005 . ... ... . o o 23.89 23.25 6,505,000
December 31,2005 .. .. ... ... ... .. 25.80 25.01 3,507,800

Holders

As of December 31, 2005, there were approximately 144 shareholders of record of the common stock, and
about 1,476 street name holders.

Dividends

As a banking holding company, which currently has no significant assets other than the Company’s equity
interest in Center Bank, the Company’s ability to pay dividends primarily depends upon the dividends received
from Center Bank. The dividend practice of Center Bank, like the Company’s dividend practice, will depend
upon its earnings, financial position, current and anticipated cash requirements and other factors deemed relevant
by Center Bank’s board of directors at that time. In addition, during any period in which it has deferred payment
of interest otherwise due and payable on its subordinated debt securities, Center Financial may not make any
dividends or distributions with respect to its capital stock. See “Item 7, Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Capital Resources.”

Beginning in October 2003, Center Financial commenced a new dividend policy paying quarterly cash
dividends to its shareholders. In accordance with this policy, the Company paid a cash dividend of 4 cents per
share in May 2005, August 2005, October 2005 and January 2006, respectively. The Company plans to continue
10 pay quarterly cash dividends in the future, provided that such dividends allow the Company to continue to
meet regulatory capital requirements and are not overly restrictive to its growth capacity. However, no assurance
can be given that the Bank’s and the Company’s future earnings and/or growth expectations in any given year
will justify the payment of such a dividend. Prior to October 2004, the Company had been reinvesting its
earnings into its capital in order to support the Company’s continuous growth through the payment of stock
rather than cash dividends.

Center Bank’s ability to pay cash dividends is also subject to certain legal limitations. Under California law,
banks may declare a cash dividend out of their net profits up to the lesser of retained earnings or the net income
for the last three fiscal years (less any distributions made to shareholders during such period), or with the prior
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written approval of the Commissioner of Financial Institutions, in an amount not exceeding the greatest of (i) the
retained earnings of the Bank, (ii) the net income of the Bank for its last fiscal year, or (iii) the net income of the
Bank for its current fiscal year. In addition, under federal law, banks are prohibited from paying any dividends if
after making such payment they would fail to meet any of the minimum regulatory capital requirements. The
federal regulators also have the authority to prohibit banks from engaging in any business practices which are
considered to be unsafe or unsound, and in some circumstances the regulators might prohibit the payment of
dividends on that basis even though such payments would otherwise be permissible.

The Company’s ability to pay dividends is also limited by state corporation law. The California General
Corporation Law allows us to pay dividends to the Company’s shareholders if the Company’s retained earnings
equal at least the amount of the proposed dividend. If the Company does not have sufficient retained earnings
available for the proposed dividend, the Company may still pay a dividend to the Company’s shareholders if it
meets two conditions after giving effect to the dividend. Those conditions are generally as follows: (i) the
Company’s assets (exclusive of goodwill and deferred charges) would equal at least 1Y4 times the Company’s
liabilities; and (ii) the Company’s current assets would equal at least the Company’s current liabilities or, if the
average of the Company’s earnings before taxes on income and before interest expense for two preceding fiscal
years was less than the average of the Company’s interest expense for such fiscal years, then the Company’s
current assets must equal at least 1 V4 times the Company’s current liabilities.

Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information as of December 31, 2005, with respect to options outstanding and
available under our 1996 Stock Option Plan, which is our only equity compensation plan other than an employee
benefit plan meeting the qualification requirements of Section 401(a) of the Internal Revenue Code:

Weighted-
Number of Securities Average
to be Issued Upon Exercise Price Number of Securities
Exercise of of Outstanding ~ Remaining Available
Plan Category Outstanding Options Options for Future Issuance
Equity compensation plans approved by
security holders .................... 638,804 $13.38 936,389

Issuer Purchase of Equity Securities

None.
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ITEM 6. SELECTED FINANCIAL DATA

The following table presents selected historical financial information, concerning the Company, which
should be read in conjunction with the Company’s audited consolidated financial statements, including the
related notes and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,”
included elsewhere herein. All per share information has been adjusted for stock splits and dividends declared by
the Company from time to time, including the two-for-one stock split paid on March 2, 2004.

As of and For the Year Ended December 31,89
2005 2004 2003 2002 2001
(Dollars in thousands, except share data)

STATEMENTS OF OPERATIONS:

Interestincome . ................... $ 92,825 $ 57,508 $ 41,712 § 36,583 $ 36,058
Interestexpense .................... 29,467 15,381 11,643 11,044 13,749
Net interest income before provision for
loanlosses ......... ... . 63,358 42 127 30,069 25,539 22,309
Provision for loanlosses ............. 3,370 3,250 2,000 2,100 1,200
Net interest income after provision for
loanlosses .......... ... .. 59,988 38,877 28,069 23,439 21,109
Noninterestincome ................. 20,531 20,558 16,552 13,788 10,686
Noninterest expense . ............... 40,825 36,823 26,031 20,551 19,881
Income before income tax expenses . ... 39,694 22,612 18,590 16,676 11,914
Income tax expense ................. 15,091 8,388 6,798 6,245 4,266
Netincome ............c.couviuuunn. $ 24,603 $ 14,224 $ 11,792 % 10,431 $ 7,648
SHARE DATA:
Net income per share:
Basic .............. ... ... ... $ 150 §$ 0.88 $ 075 $ 070 $ 0.53
Diluted . ...................... 1.48 0.86 0.73 0.68 0.51

The weighted average common shares
outstanding:?

Basic ......... .. ..o il 16,375,823 16,157,581 15,675,650 14,921,998 14,440,779

Diluted . ...................... 16,702,023 16,525,865 16,184,253 15,347,120 14,854,596
STATEMENTS OF FINANCIAL

CONDITION:

Totalassets ............cccvuivnnn. $ 1,661,003 $ 1,338,114 $ 1,027,366 $ 818,624 § 586,673
Total investment securities ........... 236,075 168,423 125,516 156,739 109,446
Netloans® ................. ... .... 1,219,149 1,010,473 717,008 521,217 372,044
Total deposits ..................... 1,480,556 1,165,536 867,865 727,020 525,370
Total shareholders’ equity ............ 112,714 90,720 78,261 65,284 51,390

! Inasmuch as the Company did not acquire the outstanding shares of Center Bank until October 2002, the
financial information contained throughout this Annual Report for 2001 is for Center Bank only. Information
for 2005 through 2002 is for the Company on a consolidated basis unless otherwise stated.

z As adjusted to give retroactive effect to stock splits and dividends.

3 Net loans represent total gross loans less the allowance for loan losses, deferred fees, and discount on SBA
loans.
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As of and For the Year Ended
December 31,20

2005 2004 2003 2002 2001

PERFORMANCE RATIOS:

Return on average assets! .. ... .. i 1.69% 122% 133% 1.55% 1.50%
Return on average equity? . ....... ... i 2404 16.89 1647 18.15 16.09
Netinterestspread? . .. ... ... . . 390 339 311 337 346
Net interest margind .. ... ... ... i e 477 398 372 415 484
Efficiency ratio® .. ... ... . 48.67 58.74 5584 5226 60.25
Net loans to total deposits atperiodend . ........... ... ... ...... 82.34 8670 82.62 71.69 70.82
CAPITAL RATIOS

Leverage capital ratio

Consolidated Company ............ i 821% 9.13%10.87% 9.63% 9.24%
CenterBank ........ ... . . 822 9.09 1083 9.60 9.24
Tier 1 risk-based capital ratio

Consolidated Company ..............iiiiiiiiiiinen... 970 959 1177 10.50 11.82
Center Bank ... ... .. 972 952 1172 1047 1182
Total risk-based capital ratio

Consolidated Company ..............cotiiuniriinnennnn.n 10.76 1062 1286 11.60 13.07
CenterBank ....... ... ... 10.78 10.54 12.81 1158 13.07
ASSET QUALITY RATIOS

Non-performing loans to total loans6 .. ....... ... ... ... ... ..... 0.24% 0.34% 0.46% 0.46% 0.39%
Non-performing assets’ to total loans and other real estate owned ... ... 024 034 046 046 0.56
Net (recoveries) charge-offs to average total loans .................. 0.06 009 OO 0.19 0.68
Allowance for loan losses to total gross loans .......... . ... .. ..... .12  1.10 121 128 147
Allowance for loan losses to nonperforming loans . ................. 471 327 265 278 379

I Net income divided by average total assets.

2 Net income divided by average shareholders’ equity.

3 Represents the weighted average yield on interest-earning assets less the weighted average cost of interest-
bearing liabilities.

4 Represents net interest income as a percentage of average interest-earning assets.

5 Represents the ratio of noninterest expense to the sum of net interest income before provision for loan losses
and total noninterest income.

¢ Nonperforming loans consist of nonaccrual loans, loans past due 90 days or more and restructured loans.

7 Nonperforming assets consist of nonperforming loans and other real estate owned.

8 Figures throughout this Management’s Discussion and Analysis have been rounded for purposes of simplicity
and consistency with the tabular information presented.

9 Inasmuch as the Company did not acquire the outstanding shares of Center Bank until October 2002, the
financial information contained throughout this Annual Report for 2001 is for Center Bank only. Information
for 2005 through 2002 is for the Company on a consolidated basis.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This discussion presents Management’s analysis of the financial condition and resuits of operations of the
Company as of and for each of the years in the three-year period ended December 31, 2005, and include the
statistical disclosures required by SEC Guide 3 (“Statistical Disclosure by Bank Holding Companies”). The
discussion should be read in conjunction with the financial statements of the Company and the notes related
thereto which appear elsewhere in this Form 10-K Annual Report (See Item 8 below). All share and per share
information, set forth herein has been adjusted to reflect stock splits and stock dividends declared by the
Company from time to time, including the two-for-one stock split paid on March 2, 2004.
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Critical Accounting Policies

Accounting estimates and assumptions discussed in this section are those that the Company considers to be
the most critical to an understanding of the Company’s financial statements because they inherently involve
significant judgments and uncertainties. The financial information contained in these statements is, to a
significant extent, financial information that is based on approximate measures of the financial effects of
transactions and events that have already occurred. These critical accounting policies are those that involve
subjective decisions and assessments and have the greatest potential impact on the Company’s results of
operations. Management has identified its most critical accounting policies to be those relating to the following:
investment securities, loan sales, allowance for loan losses, interest rate swaps and share-based compensation.
The following is a summary of these accounting policies. In each area, the Company has identified the variables
most important in the estimation process. The Company has used the best information available to make the
estimations necessary to value the related assets and liabilities. Actual performance that differs from the
Company’s estimates and future changes in the key variables could change future valuations and impact net
income.

Investment Securities

The classification and accounting for investment securities are discussed in detail in Note 2 of the
consolidated financial statements presented elsewhere herein. Under SFAS No. 115, Accounting for Certain
Investments in Debt and Equity Securities, investment securities generally must be classified as held-to-maturity,
available-for-sale or trading. The appropriate classification is based partially on the Bank’s ability to hold the
securities to maturity and largely on management’s intentions with respect to either holding or selling the
securities. The classification of investment securities is significant since it directly impacts the accounting for
unrealized gains and losses on securities. Unrealized gains and losses on trading securities flow directly through
earnings during the periods in which they arise, whereas for available-for-sale securities, they are recorded as a
separate component of stockholders’ equity (accumulated comprehensive other income or loss) and do not affect
earnings until realized. The fair values of the Bank’s investment securities are generally determined by reference
to quoted market prices and reliable independent sources. The Bank is obligated to assess, at each reporting date,
whether there is an “other-than-temporary” impairment to the Bank’s investment securities. Such impairment
must be recognized in current earnings rather than in other comprehensive income. Aside from the Fannie Mae
and Freddie Mac preferred stocks that were determined to be impaired and written down as of December 31,
2004, the Bank did not have any other investment securities that were deemed to be “other-than-temporarily”
impaired as of December 31, 2005. Investment securities are discussed in more detail in Note 3 to the
consolidated financial statements presented elsewhere herein.

Loan Sales

Certain Small Business Administration (“SBA”) loans that the Bank has the intent to sell prior to maturity
are designated as held for sale at origination and are recorded at the lower of cost or market value, on an
aggregate basis. A valuation allowance is established if the market value of such loans is lower than their cost,
and operations are charged or credited for valuation adjustments. A portion of the premium on sale of SBA loans
is recognized as other operating income at the time of the sale. The remaining portion of the premium (relating to
the portion of the loan retained) is deferred and amortized over the remaining life of the loan as an adjustment to
yield. Servicing assets are recognized when loans are sold with servicing retained. Servicing assets are recorded
based on the present value of the contractually specified servicing fee, net of servicing costs, over the estimated
life of the loan, using a discount rate based on the related note rate plus 1 to 2%. Servicing assets are amortized in
proportion to and over the period of estimated future servicing income. Management periodically evaluates the
servicing asset for impairment, which is the carrying amount of the servicing asset in excess of the related fair
value. Impairment, if it occurs, is recognized in a write down in the period of impairment.
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Allowance for Loan Losses

The Bank’s allowance for loan loss methodologies incorporate a variety of risk considerations, both
quantitative and qualitative, in establishing an allowance for loan loss that management believes is appropriate at
each reporting date. Quantitative factors include the Bank’s historical loss experience, delinquency and
charge-off trends, collateral values, changes in nonperforming loans, and other factors. Quantitative factors also
incorporate known information about individual loans, including borrowers’ sensitivity to interest rate
movements and borrowers’ sensitivity to quantifiable external factors including commodity and finished good
prices as well as acts of nature (earthquakes, floods, fires, etc.) that occur in a particular period. Qualitative
factors include the general economic environment in the Bank’s markets and, in particular, the state of certain
industries. Size and complexity of individual credits, loan structure, extent and nature of waivers of existing loan
policies and pace of portfolio growth are other qualitative factors that are considered in its methodologies. As the
Bank adds new products, increases the complexity of the loan portfolio, and expands the geographic coverage,
the Bank will enhance the methodologies to keep pace with the size and complexity of the loan portfolio.
Changes in any of the above factors could have significant impact to the loan loss calculation. The Bank believes
that its methodologies continue to be appropriate given its size and level of complexity. Detailed information
concerning the Bank’s loan loss methodology is contained in “Item 7, Management Discussion and Analysis of
Financial Condition and Results of Operations—Allowance for Loan Losses.”

Interest Rate Swaps

As a part of its asset and liability management strategy the Bank has included derivative financial
instruments, such as interest rate swaps, with the overall goal of minimizing the impact of interest rate
fluctuations. The Company’s interest rate swaps were intended to constitute cash flow hedges under Statement of
Financial Accounting Standards (“SFAS”) No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended and interpreted, when effectiveness testing at the beginning of each quarter shows that
they are effective. In accordance with SFAS No. 133, such interest rate swap agreements are measured at fair
value and reported as assets or liabilities on the consolidated statement of financial condition. The Company is
not currently intending to hedge in accordance to SFAS No. 133. When such swaps qualify for hedge accounting
treatment, the change in the fair value of the swaps is recorded as a component of accumulated other
comprehensive income in shareholders” equity . However, if the swaps do not qualify for hedge accounting
treatment, then the change in the fair value of the swaps is recorded as a gain or loss directly to the consolidated
statements of operations as a part of non-interest expense. The Company does not use hedge accounting
treatment to account for its interest rate swaps. Therefore, the difference between the market and book value of
these instruments is included in current earnings. During 2005, a mark to market loss of $306,000 was
recognized, compared to a mark to market loss of $1,800,000 and a gain of $376,000 for 2004 and 2003,
respectively. :

The Company, in compliance with SFAS 133, includes the swap settlement payments in Interest Income
when hedge accounting treatment is used and in Non Interest Expense when hedge accounting treatment is not
used.

Share-based Compensation

The Company has adopted SFAS No. 123 (as amended by SFAS No. 148), Accounting for Stock-Based
Compensation, which establishes financial accounting and reporting standards for stock-based employee
compensation plans. The standards include the recognition of compensation expense over the vesting period of
the fair value of stock-based awards on the date of grant. SFAS No. 123 permits entities to continue to apply the
provisions of Accounting Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees,
and provide only the pro forma net income and pro forma net earnings per share disclosures as if the fair-value
based method defined in SFAS No. 123 had been applied. Under APB Opinion No. 25, compensation expense
for fixed options would be recorded on the date of grant only if the current market price of the underlying stock
exceeded the exercise price. The Company has elected to continue to apply the provisions of APB Opinion
No. 25 in accounting