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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DeceMBER 31, 2006
COMMISSION FILE NUMBER 0-11113

PACIFIC CAPITAL BANCORP
(Exact Name of Registrant as Specified in its Charter)

California 95-3673456
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
1021 Anacapa St.
Santa Barbara, California 93101
(Address of principal executive offices) (Zip Code)

(805) 564-6405
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Reqgistered
Common Stock, no par value The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. YesX No_

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes  NoX

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X No _

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part Ill of this Form 10-K or any amendment to this Form 10-K. [ ]
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer X Accelerated filer Non-accelerated filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes _ NoX

The aggregate market value of the voting stock held by non-affiliates computed June 30, 2006, based on the sales prices on
that date of $31.12 per share: Common Stock—$1,360,348,093. This amount is based on reported beneficial ownership by
all directors and executive officers and the registrant's Employee Stock Ownership Plan; however, this determination does
not constitute an admission of affiliate status for any of these stockholders.

As of February 20, 2007, there were 47,350,383 shares of the issuer's common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE: Portions of registrant’s Proxy Statement for the Annual Meeting of
Shareholders on April 24, 2007 are incorporated by reference into Part IlI.
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PART I

Forward-Looking Statements

Certain statements contained in this Annual Report on Form 10-K, as well as some statements by the Company in periodic
press releases and some oral statements made by Company officials to securities analysts and shareholders during
presentations about the Company, are “forward-looking statements” within the meaning of Section 27A of the Securities Act
of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. We intend such forward-
looking statements to be covered by the safe harbor provisions for forward-looking statements in these provisions. All
statements other than statements of historical fact are “forward-looking statements” for purposes of federal and state
securities laws, including statements that relate to or are dependent on estimates or assumptions relating to the prospects of
continued loan and deposit growth, improved credit quality, the health of the capital markets, the Company’s de novo
branching and acquisition efforts, the operating characteristics of the Company’s income tax refund loan and transfer
programs and the economic conditions within its markets. These forward-looking statements involve certain risks and
uncertainties, many of which are beyond the Company’s control. Factors that may cause actual results to differ materially
from those contemplated by such forward-looking statements include, among others, the following possibilities: (1) increased
competitive pressure among financial services companies; (2) changes in the interest rate environment reducing interest
margins or increasing interest rate risk; (3) deterioration in general economic conditions, internationally, nationally or in
California; (4) the occurrence of terrorist acts; (5) reduced demand for or earnings derived from the Company’s income tax
refund loan and refund transfer programs; (6) legislative or regulatory changes or litigation adversely affecting the
businesses in which the Company engages; (7) unfavorable conditions in the capital markets; (8) challenges in opening
additional branches, integrating acquisitions or introducing new products or services; and (9) other risks detailed in reports
filed by the Company with the Securities and Exchange Commission. Forward-looking statements speak only as of the date
they are made, and the Company does not undertake to update forward-looking statements to reflect circumstances or
events that occur after the date the forward-looking statements are made.

The assets, liabilities, and results of operations of the Company’s tax refund and refund transfer programs are reported in its
periodic filings with the SEC as a segment of its business. Because these are activities conducted by very few other financial
institutions, users of the financial statements have indicated that they are interested in information for the Company exclusive
of these programs so that they may compare the results of operations with financial institutions that have no comparable
programs. The amounts and ratios may generally be computed from the information provided in the note to its financial
statements that discloses segment information, but are computed and included in this Annual Report on Form 10-K for the
convenience of those users.

Purpose and Definition of Terms

The following provides Management’s comments on the financial condition and results of operations of Pacific Capital
Bancorp and its subsidiaries. Unless otherwise stated, “the Company” refers to this consolidated entity and “we” refers to the
Company’s Management. You should read this discussion in conjunction with the Company’s Consolidated Financial
Statements and the notes to the Consolidated Financial Statements, herein referred to as “the Financial Statements”. These
statements and notes are presented on pages 62 through 115 of this Annual Report on Form 10-K, herein referred to as “10-
K”. Terms and acronyms used throughout this document are defined in the glossary on pages 117 through 119.

ITEM 1. BUSINESS
(@) Organizational Structure and Description of Services

Pacific Capital Bancorp (the Company) is a $7.5 billion community bank holding company providing full service banking, trust
and investment advisory services and all aspects of consumer

3
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and commercial lending through its branches, wealth management offices and other distribution channels to consumers,
businesses and other institutions primarily throughout the central coast of California. The Company is one of three primary
providers nationwide of refund anticipation loans (“RALs") and refund processing services (“RTs").

The Company has seven subsidiaries.

« PCBNA s a consolidated wholly-owned subsidiary of the Company referred to as “PCBNA” or “the Bank”.

« SBB&T RAL Funding Corporation is a consolidated wholly-owned subsidiary of the Company that is used in the
securitization of RAL as described in Note 11, Securitizations and Servicing of Financial Assets on page 87.

- Five wholly-owned unconsolidated subsidiaries, used as business trusts in connection with issuance of trust-preferred
securities that are described in Note 1 and Note 14, Summary of Significant Accounting Policies and Long-term Debt and
Other Borrowings to the Financial Statements on pages 67 and 90.

PCBNA has one consolidated subsidiary, Morton Capital Management (“MCM”"), that was purchased in July 2006 to increase
our customer base for providing trust and investment advisory services. The Bank also retains ownership in several Low-
Income Tax Housing Partnerships that generate tax credits but they are not consolidated into our Financial Statements.

PCBNA conducts its banking services under six brand names at 49 locations:

Number of
Year Branch

Brand Name Acronym Counties Located in Acquired Locations

Santa Barbara Bank & Trust “SBB&T” Santa Barbara and Ventura 1960(1) 32
First National Bank of

Central California “FNB” Monterey and Santa Cruz 1998 7

South Valley National Bank “SVNB” Southern Santa Clara 1998 2

San Benito Bank “SBB” San Benito 1998 3

Pacific Capital Bank “PCCI” Ventura and Los Angeles 2004 2

First Bank of San Luis Obispo “FBSLO” San Luis Obispo 2005 3

(1) PCBNA commenced operations in 1960 as Santa Barbara National Bank (“SBNB”). In 1979, SBNB switched from a national charter to a state
charter and changed the name to SBB&T. In 2002, PCBNA was created returning the charter to a national bank and consolidated the two subsidiaries
of SBB&T and FNB into PCBNA.

The above brand names were formerly the names of acquired independent banks, which were eventually merged into
PCBNA. In addition to the retail and business deposits managed by the above banking offices, the Company makes use of
brokered deposits and deposits received from the State of California, both of which are administered by the Company’s
Treasury department. The Company’s lending businesses are organized broadly by product line, not by region.

Management has determined that the Company has five reportable segments: Community Banking, Commercial Banking,
RAL/RT Programs, Wealth Management, and All Other. The reported financial results for each respective business are
based on management accounting assumptions, which drive balance sheet and income statement items to each segment
based on customers segments and products and services offered. The factors used in determining these reportable
segments are more fully explained in Note 25, Segment Reporting beginning on page 107.

PCBNA is one of the largest nationwide providers of financial services related to the electronic filing of income tax returns
(“RAL/RT Programs”). There are two products related to income tax returns filed electronically, RAL and RT. RAL/RT
Programs experience a high degree of seasonality as the majority of the income earned from these programs is recognized
in the first quarter of each year. A RAL is a short-term consumer loan from the Company to the taxpayer with the anticipated
tax refund as the source of repayment. A completed application is submitted to the Company, electronically by the tax
preparer, for credit review and approval. The Company advances the excess of the approved loan, less applicable loan fees
and if requested by the taxpayer, the fees due
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for preparation of the return, to the taxpayer. RAL amounts vary by taxpayer but do not represent 100% of the expected
refund. During the application process, the taxpayer signs an agreement permitting the Internal Revenue Service (“IRS”) to
send their refund directly to the Company instead of to the taxpayer. The refund received from the IRS is used by the
Company to pay off the loan. Any amount due the taxpayer above the amount of the RAL and applicable fees, is remitted by
the Company to the taxpayer. RAL interest income varies based on the amount of the loan; however, it does not vary with
the length of time the loan is outstanding. RALSs are subject to credit risk and incur interest expense due to loan funding
requirements. An RT is an electronic payment to the taxpayer of their income tax refund received from the IRS. The
Company acts as a conduit between the taxpayer and the IRS and provides a secure payment process for their income tax
refund. The Company receives a fee for processing the refund payment that is recorded in non-interest income. There are
further discussions on the RAL/RT Programs throughout the MD&A of this 10-K and in the Financial Statements.

Employees: The Company currently employs 1,622 employees. Additional employees would be added if new opportunities
for geographic expansion or other business activities should occur.

(b) Acquisitions

Recent mergers and acquisitions of the Company are disclosed in Note 2, Mergers and Acquisitions in the Financial
Statements on page 75. A summary of acquisitions over the last three years follows:

In July 2006, PCBNA created a wholly-owned subsidiary, MCM in conjunction with the purchase of MCM, a California-based
registered investment advisor. PCBNA acquired all of the assets and liabilities of MCM for a cash payment of approximately
$7.0 million. The MCM purchase increased our trust and wealth management customer base, which will assist in generating
new customer banking relationships with a diversified need for additional banking services.

In August 2005, PCBNA acquired FBSLO in an all cash transaction. The consideration paid was $60.8 million in cash, or $48
per each diluted share of FBSLO stock. FBSLO, which was headquartered in San Luis Obispo, California, had two branches
that provided traditional deposit and loan products to its customers, including commercial and commercial real estate loans;
checking, savings, and certificate of deposits; and other traditional banking services through its banking subsidiary. At the
time of acquisition, FBSLO had begun the process of opening a denovo branch in Paso Robles, California, which the
Company opened in November of 2006. The Company acquired FBSLO for its customer relationships and as an entry
vehicle into the San Luis Obispo County.

In March 2004, the Company acquired PCCI in an all cash transaction valued at $135.8 million, or $26 per each diluted
share of PCCI common stock. PCCI specialized in serving small businesses, entrepreneurs and investors. Its products
included customized loans on income producing real estate, business loans under the U.S. Small Business Administration
(“SBA") 7(a) and 504 programs, lines of credit and term loans to businesses and professionals, and savings and checking
account programs. PCCI was an SBA-designated “Preferred Lender” in California, Arizona and Oregon. In addition to three
branches, it operated six loan production offices in California and Oregon. The Company acquired PCCI primarily for its
commercial real estate and SBA commercial business lending operations.

(c) Market Area and Competition
Market Area

The Company’s retail branch businesses are conducted in eight California counties. The use of the separate brand names is
for community recognition only, all offices are legally branches of PCBNA, and all of these banking offices are administered
under one management structure.

The Company is expanding its footprint into markets adjacent to its retail branch locations, specifically in areas that our
Commercial Banking and Wealth Management services can best gain valuable market share.

5
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The RAL/RT Programs described throughout Management’s Discussion and Analysis and which comprise a separate
reportable segment in Note 25, Segment Reporting to the Financial Statements are conducted in all 50 states. The
commercial equipment leasing business is also conducted nation-wide, but primarily throughout the Western United States.
The indirect auto lending business is conducted in several counties in California other than the counties listed above. The
lending businesses acquired with PCCI are conducted in California, Arizona, and Oregon.

Foreign operations

The Company has no foreign operations of its own. The Company does lend to and provide letters of credit and other trade-
related services to a number of commercial enterprises that do business abroad. None of these customer relationships
generate a significant portion of the Company’s revenues.

Customer concentration
No customer individually accounts for 10% or more of consolidated revenues.
Competition

The banking and financial services business is highly competitive. The increasingly competitive environment faced by banks
is a result primarily of changes in laws and regulations, changes in technology and product delivery systems, and the
accelerating pace of consolidation among financial services providers. The Company competes for loans, deposits, and
customers with other commercial banks, savings and loan associations, savings banks, securities and brokerage companies,
mortgage companies, insurance companies, finance companies, money market funds, credit unions, and other nonbank
financial service providers. Many competitors are much larger in total assets and capitalization, have greater access to
capital markets, including foreign-ownership, and/or offer a broader range of financial services.

(d) Economic Conditions

The Company’s profitability, like most financial institutions, is primarily dependent on interest rate differentials. In general, the
difference between the interest rates paid on interest-bearing liabilities, such as deposits and other borrowings, and the
interest rates received on our interest-earning assets, such as loans to customers and securities held in the investment
portfolio, will comprise the major portion of earnings. These rates are highly sensitive to many factors that are beyond our
control, such as inflation, recession and unemployment, and the impact which future changes in domestic and foreign
economic conditions might have on the Company cannot be predicted.

The Company’s business is also influenced by the monetary and fiscal policies of the federal government and the policies of
regulatory agencies, particularly the Board of Governors of the Federal Reserve System (“FRB”). The FRB implements
national monetary policies (with objectives such as curbing inflation and combating recession) through its open-market
operations in U.S. Government securities by adjusting the required level of reserves for depository institutions subject to its
reserve requirements, and by varying the target federal funds and discount rates applicable to borrowings by depository
institutions. The actions of the FRB in these areas influence the growth of bank loans, investments, and deposits and also
affect interest earned on interest-earning assets and interest paid on interest-bearing liabilities. The nature and impact of any
future changes in monetary and fiscal policies on the Company cannot be predicted.

From time to time, federal and state legislation is enacted which may have the effect of materially increasing the cost of
doing business, limiting or expanding permissible activities, or affecting the competitive balance between banks and other
financial service providers. We cannot predict whether or when potential legislation will be enacted, and if enacted, the effect
that it, or any implementing regulations, would have on the Company’s financial condition or results of operations. In
addition, the outcome of any investigations initiated by state authorities or litigation raising issues such as whether state laws
are preempted by federal law may result in additional regulations that require changes in the Company’s operations and
increased compliance costs.
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(e) Regulation and Supervision
General

The Company and its subsidiaries are extensively regulated and supervised under both federal and certain state laws.
Regulation and supervision by federal or state banking agencies is intended primarily for the protection of depositors and the
Deposit Insurance Fund (“DIF") administered by the Federal Deposit Insurance Corporation (“FDIC”) and not for the benefit
of Company stockholders. Set forth below is a summary description of key laws and regulations, which relate to the
Company'’s operations. These descriptions are qualified in their entirety by reference to the applicable laws and regulations.

The Company

As a bank holding company, we are subject to regulation and examination by the FRB under the Bank Holding Company Act
of 1956, as amended, or (“BHCA”"). We are required to file with the FRB periodic reports and such additional information as
the FRB may require.

The FRB may require the Company to terminate an activity or terminate control of or liquidate or divest certain subsidiaries,
affiliates or investments if the FRB believes the activity or the control of the subsidiary or affiliate constitutes a significant risk
to the financial safety, soundness or stability of any bank subsidiary. The FRB also has the authority to regulate provisions of
certain bank holding company debt, including the authority to impose interest ceilings and reserve requirements on such
debt. Under certain circumstances, the Company must file written notice and obtain FRB approval prior to purchasing or
redeeming its equity securities. Further, the Company is required by the FRB to maintain certain levels of capital.

The Company is required to obtain prior FRB approval for the acquisition of more than 5% of the outstanding shares of any
class of voting securities or substantially all of the assets of any bank or bank holding company. Prior FRB approval is also
required for the merger or consolidation of a bank holding company with another bank holding company. Similar state
banking agency approvals may also be required. Certain competitive, management, financial and other factors are
considered by the bank regulatory agencies in granting these approvals.

With certain exceptions, bank holding companies are prohibited from acquiring direct or indirect ownership or control of more
than 5% of the outstanding voting shares of any company that is not a bank or bank holding company and from engaging
directly or indirectly in activities other than those of banking, managing or controlling banks, or furnishing services to
subsidiaries. However, subject to prior notice or FRB approval, bank holding companies may engage in, or acquire shares of
companies engaged in, those nonbanking activities determined by the FRB to be so closely related to banking or managing
or controlling banks as to be a proper incident thereto.

FRB regulations require that bank holding companies serve as a source of financial and managerial strength to subsidiary
banks and commit resources as necessary to support each subsidiary bank. A bank holding company'’s failure to meet its
obligations to serve as a source of strength to its subsidiary banks will generally be considered by the FRB to be an unsafe
and unsound banking practice or a violation of FRB regulations or both. The FRB’s bank holding company rating system also
emphasizes risk management and evaluation of the potential impact of nondepository entities on safety and soundness.

The Company is also a bank holding company within the meaning of the California Financial Code. As such, the Company
and its subsidiaries are subject to examination by, and may be required to file reports with, the California Commissioner of
Financial Institutions.

The Bank

As a national banking association, PCBNA is subject to primary supervision, examination, and regulation by the Office of the
Comptroller of the Currency (“OCC"). PCBNA is also subject to regulations of the FDIC as administrator of the deposit
insurance fund, as well as certain regulations promulgated by the FRB. If, as a result of an examination, the OCC should
determine that the
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financial condition, capital resources, asset quality, earnings prospects, management, liquidity or other aspects of PCBNA's
operations are unsatisfactory or there have been violations of laws or regulations, various remedies are available to the
OCC. Such remedies include the power to require affirmative action to correct any conditions resulting from any violation or
practice, to enter into informal nonpublic or formal public memoranda of understanding or written agreements with national
banks to take corrective action, to issue an administrative “cease and desist” order that can be judicially enforced, to direct
an increase in capital, to enjoin “unsafe or unsound practices,” to restrict our growth, to assess civil monetary penalties, and
to remove officers and directors. Banks are also subject to potential enforcement actions by the federal and/or state banking
agencies for violations of any condition imposed in writing by the agency or any formal written agreement with the agency.
We have routinely taken voluntary and cooperative action in response to the post-examination comments and requirements
of the OCC.

Changes, such as the following in 2006, in federal or state banking laws or the regulations, policies or guidance of the
banking agencies could have an adverse cost or competitive impact on PCBNA'’s operations:

0] In December 2006 the federal banking agencies issued final guidance to reinforce sound risk
management practices for bank holding companies and banks in commercial real estate lending (“CRE").
The guidance, which is focused on CRE where the cash flow from the real estate collateral is the primary
source of repayment, establishes CRE concentration thresholds as criteria for examiners to identify CRE
concentration that may warrant further supervisory analysis. The implementation of these guidelines could
result in increased reserves and capital costs for banks with CRE concentration.

(i) In September 2006 the federal banking agencies issued final guidance on alternative residential mortgage
products that allow borrowers to defer repayment of principal and sometimes interest, including “interest-
only” mortgage loans, and “payment option” adjustable rate mortgages where a borrower has flexible
payment options, including payments that have the potential for negative amortization. While
acknowledging that innovations in mortgage lending can benefit some consumers, the final guidance
states that management should (1) assess a borrower’s ability to repay the loan, including any principal
balances added through negative amortization, at the fully indexed rate that would apply after the
introductory period, (2) recognize that certain nontraditional mortgages are untested in a stressed
environment and warrant strong risk management standards as well as appropriate capital and loan loss
reserves, and (3) ensure that borrowers have sufficient information to clearly understand loan terms and
associated risks prior to making a product or payment choice. We believe PCBNA'’s products, procedures
and disclosures are in conformance with the requirements of the guidance.

(i) Pursuant to the Financial Services Regulatory Relief Act of 2006, the Securities and Exchange
Commission (“SEC”) and the FRB have released, as Regulation R, joint proposed rules expected to be
finalized by midyear 2007 to implement exceptions provided for in the Gramm-Leach-Bliley Act, or GLBA,
for bank securities activities which banks may conduct without registering with the SEC as securities
brokers or moving such activities to a broker-dealer affiliate. The proposed Regulation R exceptions would
allow a bank, subject to certain conditions, to continue to conduct securities transactions for customers as
part of the bank’s trust and fiduciary, custodial and deposit “sweep” functions, and to refer customers to a
securities broker-dealer pursuant to a networking arrangement with the broker-dealer. The proposed
rules, if adopted, are not expected to have a material effect on the current securities activities, which
PCBNA now conducts for customers.

In addition to banking and so-called “incidental” or “closely related to banking” nonbanking activities commonly conducted by
national banks in operating subsidiaries, a national bank may have a financial subsidiary. Generally, a financial subsidiary is

permitted to engage, in addition to any activity authorized for national banks directly, in activities that are “financial in nature”
or
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incidental thereto, even though they are not permissible for the national bank itself. The definition of “financial in nature”
includes, among other items, underwriting, dealing in or making a market in securities, including, for example, distributing
shares of mutual funds. The financial subsidiary may not, however, under present law, engage as principal in underwriting
insurance, issue annuities or engage in real estate brokerage or development or in merchant banking activities.

A national bank seeking to have a financial subsidiary, and each of its depository institution affiliates, must be “well-
capitalized,” “well-managed” and in satisfactory compliance with the Community Reinvestment Act, or CRA. Further, the
bank must exclude from its assets and equity all equity investments, including retained earnings, in a financial subsidiary.
The assets of the subsidiary may not be consolidated with the bank’s assets. The bank must also have policies and
procedures to assess financial subsidiary risk and protect the bank from such risks and potential liabilities. Presently,
PCBNA does not have any financial subsidiaries.

Federal Home Loan Bank (“FHLB”") System

PCBNA is a member of the Federal Home Loan Bank of San Francisco. Among other benefits, each FHLB serves as a
reserve or central bank for its members within its assigned region. Each FHLB is financed primarily from the sale of
consolidated obligations of the FHLB system. Each FHLB makes available loans or advances to its members in compliance
with the policies and procedures established by the Board of Directors of the individual FHLB. FHLB members are required
to own a certain amount of capital stock in the FHLB.

Federal Reserve System

As a member of the Federal Reserve system, national banks are required to own capital stock of their respective Reserve
Bank.

Interstate Banking and Branching

Subject to certain size limitations under the Riegle-Neal Interstate Banking Act, bank holding companies and banks have the
ability to acquire and merge with banks in other states; and, subject to certain state restrictions, banks may also acquire or
establish new branches outside their home states. Interstate branches are subject to certain laws of the states in which they
are located. To date, PCBNA has not engaged in any interstate banking or branching.

The Sarbanes-Oxley Act

The Sarbanes-Oxley Act of 2002 addressed accounting oversight and corporate governance matters and, among other
things:

« required executive certification of financial presentations;

« increased requirements for board audit committees and their members;

« enhanced disclosure of controls and procedures and internal control over financial reporting;

« enhanced controls on, and reporting of, insider trading; and

« increased penalties for financial crimes and forfeiture of executive bonuses in certain circumstances.

The legislation and its implementing regulations have resulted in increased costs of compliance, including certain outside
professional costs. To date, these costs have not had a material impact on the Company’s operations.

Dividends and Other Transfers of Funds

Dividends from PCBNA constitute the principal source of income to the Company. An FRB policy statement provides that a
bank holding company should pay cash dividends only to the extent that the holding company’s net income for the past year
is sufficient to cover both the cash dividends and a rate of earnings retention that is consistent with the holding company’s
capital needs, asset quality and overall financial condition. The policy statement also provides that it would be
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inappropriate for a company experiencing serious financial problems to borrow funds to pay dividends. Furthermore, under
the federal prompt corrective action regulations, the FRB may prohibit a bank holding company from paying any dividends if
the holding company’s bank subsidiary is classified as “undercapitalized.”

PCBNA is subject to various statutory and regulatory restrictions on its ability to pay dividends.
Capital Standards

The federal banking agencies have adopted risk-based minimum capital guidelines for bank holding companies and banks
which are intended 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 balance sheet as assets and transactions which are recorded as off balance
sheet items. The risk-based capital guidelines require a minimum ratio of qualifying total capital to risk-adjusted assets of 8%
and a minimum ratio of Tier 1 capital to risk-adjusted assets of 4%. In addition to the risk-based guidelines, the federal bank
regulatory agencies require banking organizations to maintain a minimum amount of Tier 1 capital to total assets, referred to
as the leverage ratio. For a banking organization rated “well capitalized,” the minimum leverage ratio of Tier 1 capital to total
assets must be 3%. An institution’s risk-based capital, leverage capital, and tangible capital ratios together determine the
institution’s capital classification. An institution is treated as well capitalized if its total capital to risk-weighted assets ratio is
10.00% or more, its core capital to risk-weighted assets ratio is 6.00% or more, and its core capital to adjusted total assets
ratio is 5.00% or more.

The regulatory capital requirements, as well as the actual capitalization ratios for PCBNA and for the Company on a
consolidated basis as of December 31, 2006 are presented in detail in Note 20, Regulatory Requirements in the Financial
Statements. See also “Capital Resources” discussion on page 50 within the MD&A of this 10-K. As of December 31, 2006
both the Company and PCBNA exceeded the minimum capital requirements to be considered “well capitalized”.

The current risk-based capital guidelines are based upon the 1988 capital accord of the International Basel Committee on
Banking Supervision. A new international accord, referred to as Basel Il, emphasizes internal assessment of credit, market,
and operational risk. Supervisory assessment and market discipline in determining minimum capital requirements, currently
becomes mandatory for large international banks outside the U.S. in 2008. In October 2006, the U.S. federal banking
agencies issued a notice of proposed rulemaking for comment to implement Basel Il for U.S. banks with certain differences
from the international Basel Il framework and which would not be fully in effect for U.S. banks until 2012. Further, the U.S.
federal banking agencies propose to retain the minimum leverage requirement and prompt corrective action regulatory
standards. In December 2006, the federal banking agencies issued another notice of proposed rulemaking for comment,
referred to as Basel IA, that proposed alternative capital requirements for smaller U.S. banks which may be negatively
impacted competitively by certain provisions of Basel Il. Additional guidance on Basel Il issued in February 2007 stated the
agencies’ expectation that to determine the extent to which banks should hold capital in excess of regulatory minimum
levels, examiners would examine the combined implications of a bank’s compliance with qualification requirements for
regulatory risk-based capital standards, the quality and results of its internal capital adequacy assessment process, and the
examiners’ assessment of the bank’s risk profile and capital position. At this time the impact that these proposed changes in
capital requirements may have on the cost and availability of different types of credit and the compliance cost to the
Company of implementing Basel Il or Basel IA, as applicable, are uncertain.

The federal banking agencies possess broad power under the Federal Deposit Insurance Act, or FDI Act, to take “prompt
corrective action” to resolve the problems of insured depository institutions that fall within any “undercapitalized” category. In
addition, the federal banking agencies have adopted non-capital safety and soundness standards to assist examiners in
identifying and addressing supervisory concerns before capital becomes impaired. The guidelines set forth operational and
managerial standards relating to: (i) internal controls, information systems and internal audit systems, (ii) loan
documentation, (i) credit underwriting, (iv) asset quality and growth, (v) earnings, (vi) risk management and (vii) executive
compensation and benefits.

10

http://www.snl.com/irweblinkx/ShowFile.aspx 2K eyFile=3490109 (16 of 232)5/3/2007 9:19:28 AM



Document Contents

Table of Contents

Premiums for Deposit Insurance

Through the DIF, the FDIC insures PCBNA customer deposits up to prescribed limits for each depositor. The amount of
FDIC assessments paid by each DIF member institution is based on its relative risk of default as measured by regulatory
capital ratios and other supervisory factors. The assessment rate currently ranges from zero to 27 cents per $100 of
domestic deposits. The FDIC may increase or decrease the assessment rate schedule on a semi-annual basis. The Federal
Deposit Insurance Reform Act of 2006, or FDIRA, provides, among other things, for changes in the formula and factors to be
considered by the FDIC in calculating the FDIC reserve ratio, assessments and dividends, and a one-time aggregate
assessment credit for depository institutions (or their predecessors) in existence on December 31, 1996, which paid
assessments to recapitalize the insurance funds after the banking crises of the late 1980s and early 1990s. The FDIC issued
final regulations, effective January 1, 2007, implementing the provisions of FDIRA, and in February 2007 issued for consent
guidelines, including business line concentrations and risk of failure, and severity of loss in the event of failure to be used by
the FDIC for possibly raising premiums by up to 50 basis points for large banks with $10 billion or more in assets. PCBNA
expects to receive a one-time assessment credit that is expected to exceed any increase in assessments by the FDIC in
2007.

All FDIC-insured depository institutions must also pay an annual assessment to provide funds for the payment of interest on
bonds issued by the Financing Corporation, a federal corporation chartered under the authority of the Federal Housing
Finance Board. The bonds, commonly referred to as FICO bonds, were issued to capitalize the Federal Savings and Loan
Insurance Corporation. The FICO assessment rate for the fourth quarter of fiscal year 2006 was 1.24 basis points for each
$100 of assessable deposits. The FICO assessments are adjusted quarterly to reflect changes in the assessment bases of
the FDIC’s insurance funds and do not vary depending on a depository institution’s capitalization or supervisory evaluations.

The FDIC may terminate a depository institution’s deposit insurance upon a finding that the institution’s financial condition is
unsafe or unsound or upon a finding that the institution is engaging in unsafe or unsound practices which pose a risk to the
DIF or that may prejudice the interest of the bank’s depositors. The termination of deposit insurance for PCBNA would
necessarily result in the revocation of its national bank charter and would have a material adverse effect on the earnings of
the Company.

Loans-to-One-Borrower Limitations

With certain limited exceptions, the maximum amount that a national bank may lend to any borrower (including certain
related entities of the borrower) at one time may not exceed 15% of the unimpaired capital and surplus of the institution, plus
an additional 10% of unimpaired capital and surplus for loans fully secured by readily marketable collateral. At December 31,
2006, PCBNA's loans-to-one-borrower limit was $87.0 million based upon the 15% of unimpaired capital and surplus
measurement.

Extensions of Credit to Insiders and Transactions with Affiliates
The Federal Reserve Act and FRB Regulation O place limitations and conditions on loans or extensions of credit to:

« abank’s or bank holding company’s executive officers, directors and principal shareholders (i.e., in most cases, those
persons who own, control or have power to vote more than 10% of any class of voting securities);

- any company controlled by any such executive officer, director or principal shareholder; or

- any political or campaign committee controlled by any such executive officer, director or principal shareholder.

Loans and leases extended to any of the above persons must comply with the loan-to-one-borrower limits, require prior full
board approval when aggregate extensions of credit to the person exceed specified amounts, must be made on substantially
the same terms (including interest rates and collateral) as, and follow credit-underwriting procedures that are not less
stringent than, those prevailing at the time for comparable transactions with non-insiders, and must not involve more than the
normal risk of repayment or present other unfavorable features. In addition, Regulation O provides that the aggregate limit on
extensions of credit to all insiders of a bank as a group cannot
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exceed the bank’s unimpaired capital and unimpaired surplus. Regulation O also prohibits a bank from paying an overdraft
on an account of an executive officer or director, except pursuant to a written pre-authorized interest-bearing extension of
credit plan that specifies a method of repayment or a written pre-authorized transfer of funds from another account of the
officer or director at the bank.

PCBNA is also subject to certain restrictions imposed by Federal Reserve Act Sections 23A and 23B and FRB Regulation W
on any extensions of credit to, or the issuance of a guarantee or letter of credit on behalf of, any affiliates, the purchase of, or
investments in, stock or other securities thereof, the taking of such securities as collateral for loans, and the purchase of
assets of any affiliates. Such restrictions prevent any affiliates from borrowing from the bank unless the loans are secured by
marketable obligations of designated amounts. Further, such secured loans and investments to or in any affiliate are limited,
individually, to 10.0% of the bank’s capital and surplus (as defined by federal regulations), and such secured loans and
investments are limited, in the aggregate, to 20.0% of capital and surplus. Some of the entities included in the definition of an
affiliate are parent companies, sister banks, sponsored and advised companies, investment companies whereby the bank’s
affiliate serves as investment advisor, and financial subsidiaries. Additional restrictions on transactions with affiliates may be
imposed under the FDI Act prompt corrective action provisions and the supervisory authority of the federal and state banking
agencies.

USA PATRIOT Act

The USA PATRIOT Act of 2001, or PATRIOT Act, and its implementing regulations significantly expanded the anti-money
laundering and financial transparency laws. Under the PATRIOT Act, financial institutions are required to establish and
maintain anti-money laundering programs, which include:

« the establishment of a customer identification program;

- the development of internal policies, procedures, and controls;
- the designation of a compliance officer;

« an ongoing employee training program; and

« anindependent audit function to test the programs.

The Company and PCBNA have adopted comprehensive policies and procedures to address the requirements of the
PATRIOT Act. Material deficiencies in anti-money laundering compliance can result in public enforcement actions by the
banking agencies, including the imposition of civil money penalties and supervisory restrictions on growth and expansion.
Any such enforcement actions could also have serious reputation consequences for the Company and PCBNA.

Consumer Laws

Examination and enforcement by the state and federal banking agencies for non-compliance with consumer protection laws
and their implementing regulations have become more intense. PCBNA is subject to many federal and state consumer
statutes and regulations, some of which are discussed below. The Company and PCBNA are also subject to federal and
state laws prohibiting unfair or fraudulent business practices, untrue or misleading advertising and unfair competition.

The Home Ownership and Equal Protection Act of 1994, or HOEPA, requires extra disclosures and consumer protections to
borrowers for certain lending practices. The term “predatory lending,” much like the terms “safety and soundness” and “unfair
and deceptive practices,” is far-reaching and covers a potentially broad range of behavior. As such, it does not lend itself to a
concise or a comprehensive definition. Typically predatory lending involves at least one, and perhaps all three, of the
following elements:

- making unaffordable loans based on the assets of the borrower rather than on the borrower’s ability to repay an
obligation (“asset-based lending”);

« inducing a borrower to refinance a loan repeatedly in order to charge high points and fees each time the loan is
refinanced (“loan flipping”); and/or
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Federal Reserve regulations and OCC guidelines aimed at curbing predatory lending significantly widen the pool of high cost
home secured loans covered by HOEPA. In addition, the regulations bar certain refinances within a year with another loan
subject to HOEPA by the same lender or loan servicer. Lenders also will be presumed to have violated the law—which says
loans should not be made to people unable to repay them—unless they document that the borrower has the ability to repay.
Lenders that violate the rules face cancellation of loans and penalties equal to the finance charges paid. We do not expect
these rules and potential state action in this area to have a material impact on the Company’s financial condition or results of
operation.

OCC guidelines require national banks and their operating subsidiaries to comply with certain standards when making or
purchasing loans to avoid predatory or abusive residential mortgage-lending practices. Failure to comply with the guidelines
could be deemed an unsafe and unsound or unfair or deceptive practice and could subject PCBNA to supervisory
enforcement actions.

Privacy policies are required by federal banking regulations, which limit the ability of banks and other financial institutions to
disclose nonpublic information about consumers to nonaffiliated third parties. Pursuant to those rules, financial institutions
must provide:

« initial notices to customers about their privacy policies, describing the conditions under which they may disclose
nonpublic personal information to nonaffiliated third parties and affiliates;

- annual notices of their privacy policies to current customers; and

« areasonable method for customers to “opt out” of disclosures to nonaffiliated third parties.

These privacy protections affect how consumer information is transmitted through diversified financial companies and
conveyed to outside vendors. In addition, state laws may impose more restrictive limitations on the ability of financial
institutions to disclose such information. California has adopted such a privacy law that, among other things, generally
provides that customers must “opt in” before information may be disclosed to certain nonaffiliated third parties.

The Fair Credit Reporting Act, as amended by the Fair and Accurate Credit Transactions Act, or FACT Act, requires financial
firms to help deter identity theft, including developing appropriate fraud response programs, and gives consumers more
control of their credit data. It also reauthorizes a federal ban on state laws that interfere with corporate credit granting and
marketing practices. In connection with the FACT Act, the federal financial institution regulatory agencies proposed rules that
would prohibit an institution from using certain information about a consumer it received from an affiliate to make a
solicitation to the consumer, unless the consumer has been notified and given a chance to opt out of such solicitations. A
consumer’s election to opt out would be applicable for at least five years. The agencies have also proposed guidelines
required by the FACT Act for financial institutions and creditors which require financial institutions to identify patterns,
practices and specific forms of activity, known as “Red Flags,” that indicate the possible existence of identity theft and
require financial institutions to establish reasonable policies and procedures for implementing these guidelines.

The Check Clearing for the 21st Century Act, or Check 21, facilitates check truncation and electronic check exchange by
authorizing a new negotiable instrument called a “substitute check,” which is the legal equivalent of an original check.
Check 21 does not require banks to create substitute checks or accept checks electronically; however, it does require banks
to accept a legally equivalent substitute check in place of an original. In addition to its issuance of regulations governing
substitute checks, the Federal Reserve has issued final rules governing the treatment of remotely created checks
(sometimes referred to as “demand drafts”) and electronic check conversion transactions (involving checks that are
converted to electronic transactions by merchants and other payees).

The Equal Credit Opportunity Act, or ECOA, generally prohibits discrimination in any credit transaction, whether for
consumer or business purposes, on the basis of race, color, religion, national origin, sex, marital status, age (except in
limited circumstances), receipt of income from public assistance programs, or good faith exercise of any rights under the
Consumer Credit Protection Act.
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The Truth in Lending Act, or TILA, is designed to ensure that credit terms are disclosed in a meaningful way so that
consumers may compare credit terms more readily and knowledgeably. As a result of the TILA, all creditors must use the
same credit terminology to express rates and payments, including the annual percentage rate, the finance charge, the
amount financed, the total of payments and the payment schedule, among other things.

The Fair Housing Act, or FH Act, regulates many practices, including making it unlawful for any lender to discriminate in its
housing-related lending activities against any person because of race, color, religion, national origin, sex, handicap or familial
status. A number of lending practices have been found by the courts to be, or may be considered, illegal under the FH Act,
including some that are not specifically mentioned in the FH Act itself.

The CRA is intended to encourage insured depository institutions, while operating safely and soundly, to help meet the credit
needs of their communities. The CRA specifically directs the federal regulatory agencies, in examining insured depository
institutions, to assess a bank’s record of helping meet the credit needs of its entire community, including low- and moderate-
income neighborhoods, consistent with safe and sound banking practices. 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, mergers or acquisitions, or holding company formations. The agencies use the CRA
assessment factors in order to provide a rating to the financial institution. The ratings range from a high of “outstanding” to a
low of “substantial noncompliance.” In its last examination for CRA compliance, as of June 7, 2004 PCBNA was rated
“satisfactory.”

The Home Mortgage Disclosure Act, or HMDA, grew out of public concern over credit shortages in certain urban
neighborhoods and provides public information that will help show whether financial institutions are serving the housing
credit needs of the neighborhoods and communities in which they are located. The HMDA also includes a “fair lending”
aspect that requires the collection and disclosure of data about applicant and borrower characteristics as a way of identifying
possible discriminatory lending patterns and enforcing anti-discrimination statutes. The FRB amended regulations issued
under HMDA to require the reporting of certain pricing data with respect to higher-priced mortgage loans for review by the
federal banking agencies from a fair lending perspective. We do not expect that the HMDA data reported by the bank will
raise material issues regarding compliance by PCBNA and the Company with the fair lending laws.

The Real Estate Settlement Procedures Act, or RESPA, requires lenders to provide borrowers with disclosures regarding the
nature and cost of real estate settlements. Also, RESPA prohibits certain abusive practices, such as kickbacks, and places
limitations on the amount of escrow accounts. Penalties under the above laws may include fines, reimbursements and other
penalties.

The National Flood Insurance Act, or NFIA, requires homes in flood-prone areas with mortgages from a federally regulated
lender to have flood insurance. Hurricane Katrina focused awareness on this requirement. Lenders are required to provide
notice to borrowers of special flood hazard areas and require such coverage before making, increasing, extending or
renewing such loans. Financial institutions, which demonstrate a pattern and practice of lax compliance, are subject to the
issuance of cease and desist orders and the imposition of per-loan civil money penalties, up to a maximum fine, which
currently is $125,000. Fine payments are remitted to the Federal Emergency Management Agency for deposit into the
National Flood Mitigation Fund.

Due to heightened regulatory concern related to compliance with HOEPA, privacy laws and regulations, FACT, Check 21,
ECOA, TILA, FH Act, CRA, HMDA, RESPA and NFIA generally, the Company and PCBNA may incur additional compliance
costs or be required to expend additional funds for CRA investments.

Regulation of Nonbank Subsidiaries

MCM, an operating subsidiary of PCBNA, is a registered investment advisor subject to regulation and supervision by the
SEC. Further, the banking agencies expect banking organizations in their
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oversight role over functionally regulated subsidiaries, such as registered investment advisors, to assure appropriate controls
are maintained that include:

« establishing alternative sources of emergency support from the parent holding company, non-bank affiliates or external
third parties prior to seeking support from the bank;

« instituting effective policies and procedures for identifying potential circumstances triggering the need for financial
support and the process for obtaining such support;

« implementing effective controls, including stress testing and compliance reviews;

« implementing policies and procedures to ensure compliance with disclosure and advertising requirements to clearly
differentiate the investments in advised funds from obligations of the bank or insured deposits; and

e ensuring proper management, regulatory and financial reporting of contingent liabilities arising out of its investment
advisory activities.

We have taken appropriate action to implement and audit compliance with these requirements.
(f) Available Information

The Company maintains an Internet website at http://www.pcbancorp.com. The Company makes available its annual reports
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to such reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, the Company’s Code of
Ethics and other information related to the Company, free of charge, through this site as soon as reasonably practicable after
it electronically files those documents with, or otherwise furnishes them to, the SEC. The Company'’s Internet website and

the information contained therein or connected thereto are not intended to be incorporated into this annual report on Form 10-
K.

ITEM 1A. RISK FACTORS
RISK MANAGEMENT

The Company cannot operate risk-free and make a profit. Instead, the process of risk definition and assessment allows the
Company to select the appropriate level of risk for the anticipated level of reward and then decide on the steps necessary to
manage this risk. The Company’s Chief Risk and Chief Credit Officer and the other members of its Executive Committee
under the direction and oversight of the Board of Directors lead the risk management process. In addition to common
business risks such as disasters, theft, and loss of market share, the Company is subject to special types of risk due to the
nature of its business. New and sophisticated financial products are continually appearing with different types of risk, which
need to be defined and managed if we choose to offer them to our customers. Also, the risks associated with existing
products must be reassessed periodically. The key risk factors affecting the Company are:

« Interest Rate Risk

« Changes in economic conditions

« Changes in legislation and regulation of financial institutions
« Estimating the allowance for credit losses

« Risks associated with the RAL/RT Programs

« Competition from financial service companies

« Negative Publicity

Interest Rate Risk

Our business is subject to interest rate risk and variations in interest rates may negatively affect our financial performance. A
substantial portion of our income is derived from the differential or “spread” between the interest earned on loans, securities

and other interest-earning assets, and interest paid on deposits, borrowings and other interest-bearing liabilities. Because of
the differences in the maturities and repricing characteristics of our interest-earning assets and interest-
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bearing liabilities, changes in interest rates do not produce equivalent changes in interest income earned on interest-earning
assets and interest paid on interest-bearing liabilities. Fluctuations in interest rates could adversely affect our interest rate
spread and, in turn, our profitability. In addition, loan origination volumes are affected by market interest rates. Rising interest
rates, generally, are associated with a lower volume of loan originations while lower interest rates are usually associated with
higher loan originations. Conversely, in rising interest rate environments, loan repayment rates may decline and in falling
interest rate environments, loan repayment rates may increase. In addition, in a rising interest rate environment, we may
need to accelerate the pace of rate increases on our deposit accounts as compared to the pace of future increases in short-
term market rates. Accordingly, changes in levels of market interest rates could materially and adversely affect our net
interest spread, asset quality and loan origination volume.

Changes in economic conditions

Changes in economic conditions could materially hurt our business. Our business is directly affected by changes in
economic conditions, including finance, legislative and regulatory changes and changes in government monetary and fiscal
policies and inflation, all of which are beyond our control. Deterioration in economic conditions could result in the following
consequences:

« problem assets and foreclosures may increase,

- demand for our products and services may decline,

« low cost or non-interest bearing deposits may decrease, and

« collateral for loans made by us, especially real estate, may decline in value, in turn reducing customers’ borrowing
power, and reducing the value of assets and collateral associated with our existing loans.

In view of the concentration of our operations and the collateral securing our loan portfolio in California, we may be
particularly susceptible to the adverse economic conditions in the state of California and in counties mentioned above where
our business is concentrated.

Changes in legislation and regulation of financial institutions

We are subject to extensive government regulation, which may hamper our ability to increase our assets and earnings. Our
operations are subject to extensive regulation by federal, state and local governmental authorities and are subject to various
laws and judicial and administrative decisions imposing requirements and restrictions on part or all of our operations.
Because our business is highly regulated, the laws, rules, regulations and supervisory guidance and policies applicable to us
are subject to regular modification and change. Perennially various laws, rules and regulations are proposed, which, if
adopted, could impact our operations by making compliance much more difficult or expensive, restricting our ability to
originate or sell loans or further restricting the amount of interest or other charges or fees earned on loans or other products.

Estimating the allowance for credit losses

Our allowance for loan and lease losses may not be adequate to cover actual losses. A significant source of risk arises from
the possibility that we could sustain losses because borrowers, guarantors, and related parties may fail to perform in
accordance with the terms of their loans and leases. The underwriting and credit monitoring policies and procedures that we
have adopted to address this risk may not prevent unexpected losses that could have a material adverse effect on our
business, financial condition, results of operations and cash flows. We maintain an allowance for loan and lease losses to
provide for loan and lease defaults and non-performance. The allowance is also appropriately increased for new loan growth.
While we believe that our allowance for loan and lease losses is adequate to cover current losses, we cannot assure you
that we will not increase the allowance for loan and lease losses further or that regulators will not require us to increase this
allowance.

Risks associated with the RAL/RT Programs

Risks associated with the RAL/RT Programs include credit, the availability of sufficient funding at reasonable rates, risks
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increased legislative and regulatory focus on RALS, including proposed state and Federal legislation to limit interest rates or
fees, to curtail sharing of taxpayer information, to impose additional costs and rules on the RAL business and to otherwise
limit or prohibit RALs. State attorney generals have also initiated public inquiries in response to consumer advocate
complaints into the RAL product and the practices of the tax preparers offering RALs. We cannot determine whether such
legislative or regulatory initiatives will be adopted or predict the impact such initiatives would have on our results.

Competition from financial service companies

We face strong competition from financial services companies and other companies that offer banking services. We conduct
most of our operations in California. Increased competition in our markets may result in reduced loans and deposits.
Ultimately, we may not be able to compete successfully against current and future competitors. Many competitors offer the
banking services that we offer in our service areas. These competitors include national banks, regional banks and other
community banks. We also face competition from many other types of financial institutions, including savings institutions,
finance companies, brokerage firms, insurance companies, credit unions, mortgage banks and other financial intermediaries.
In particular, our competitors include major financial companies whose greater resources may afford them a marketplace
advantage by enabling them to maintain numerous locations and mount extensive promotional and advertising campaigns.
Areas of competition include interest rates for loans and deposits, efforts to obtain loan and deposit customers and a range
in quality of products and services provided, including new technology-driven products and services. If we are unable to
attract and retain banking customers, we may be unable to continue our loan growth and level of deposits.

Negative Publicity

Negative publicity could damage our reputation. Reputation risk, or the risk to our earnings and capital from negative
publicity or public opinion, is inherent in our business. Negative publicity or public opinion could adversely affect our ability to
keep and attract customers and expose us to adverse legal and regulatory consequences. Negative public opinion could
result from our actual or perceived conduct in any number of activities, including lending practices, corporate governance,
regulatory compliance, mergers and acquisitions, and disclosure, sharing or inadequate protection of customer information,
and from actions taken by government regulators and community organizations in response to that conduct.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

The Company maintains its executive offices in leased premises at 1021 Anacapa Street, Santa Barbara, California. The
Company leases six administrative premises for our operations in the Santa Barbara, Ventura and Los Angeles counties for
administration, information technology, loan and deposit operations support, finance and accounting, relationship managers
and other functions. In addition, the Company has several locations that are leased and owned for storage and parking, that
are not included in the number of leased or owned properties above.

Of the 49 full-service retail branches, 35 are leased and 14 are owned. The 49 retail branches are located in the eight
California counties mentioned above in Item 1(a). The Company has obtained the master lease on the shopping center
where one of its retail branches offices is located this lease is classified as a capital lease.

The Company operates in 14 loan production offices that include administrative support. Of the 14 locations, 13 are leased
and one is owned. These offices are located in California, Arizona and Oregon. The California offices are located in Santa
Barbara, Monterey, San Benito, Orange, San Diego, San Luis Obispo and Los Angeles counties.
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Premises are utilized based on needed space and the geography of the customers served. There is no necessary correlation
between use of the buildings and business segments. For management reporting purposes, rather than attempt an allocation
of these assets and expenses for segment reporting in Note 25, Segment Reporting of the Financial Statements, all buildings
are recognized as assets of the “All Other” segment and the expenses are generally charged to the largest user within each
business segment and, when practicable the properties expenses are allocated.

ITEM 3. LEGAL PROCEEDINGS

The Company has been named in several lawsuits filed by customers and others. The significant suits are described in Note
18, “Commitments and Contingencies” in the Financial Statements. The Company does not expect that these suits will have
any material impact on its financial condition or operating results.

The Company is involved in various other litigation of a routine nature that is being handled and defended in the ordinary
course of the Company’s business. In the opinion of Management, based in part on consultation with legal counsel, the
resolution of these litigation matters will not have a material impact on the Company’s financial condition or operating results.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the fourth quarter of the fiscal year covered by this
report.
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

(a) Market Information

The Company’s common stock trades on The NASDAQ Global Select Market under the symbol “PCBC”. The following table
presents the high and low sales prices of the Company’s common stock for each quarterly period for the last two years as
reported by The NASDAQ Global Select Market:

2006 Quarters 2005 Quarters
4th 3rd 2nd 1st 4th 3rd 2nd 1st
Range of stock prices:
High $3464 $31.44 $3590 $3847 $38.23 $39.36 $37.00 $33.46
Low $26.15 $26.50 $30.01 $33.03 $32.39 $29.86 $26.64 $27.89

The following graph shows a five year comparison of cumulative total returns for our common stock, the Standard & Poor’s
500 stock Index and the NASDAQ Bank Index, each which assumes an initial value of $100 and reinvestment of dividends.
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(b) Holders

There were approximately 10,600 shareholders as of December 31, 2006. This number includes an estimate of the number
of shareholders whose shares are held in the name of brokerage firms or other financial institutions. The Company is not
provided with the exact number or identities of these shareholders, but has estimated the number of such shareholders from
the number of shareholder documents requested by these firms for distribution to their customers.

Based on filings with the SEC by institutional investors, approximately 48% of the Company’s shares are owned by these
institutions. These institutions may be investing for their own accounts or acting as investment managers for other investors.

(c) Dividends

The Company declares cash dividends to its shareholders each quarter. Its policy is to declare and pay dividends of between
35% and 40% of its net income to shareholders. The following table presents cash dividends declared per share for the last
two years:

2006 Quarters 2005 Quarters
4th 3rd 2nd 1st 4th 3rd 2nd 1st
Cash dividends declared $0.22 $0.22 $0.22 $0.22 $0.20 $0.20 $0.20 %$0.18

The Company funds the dividends paid to shareholders primarily from dividends received from the subsidiary bank, PCBNA.
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ITEM 6. SELECTED FINANCIAL DATA

The following table compares selected financial data for 2006 with the same data for the four prior years. The Company’s
Consolidated Financial Statements and the accompanying notes presented in Item 8 and Management'’s Discussion and
Analysis in Iltem 7 on the next page explain reasons for the year-to-year changes. The following data has been derived from
the Financial Statements of the Company and should be read in conjunction with those statements and the notes thereto,
which are included in this report.

(amounts in thousands

except per share amounts) 2006 Change 2005 2004 2003 2002

RESULTS OF

OPERATIONS:
Interest income $ 564,526 $ 138,369 $ 426,157 $ 326,181 $ 272,189 $ 266,746
Interest expense (190,767) (79,262) (111,505) (69,211) (53,933) (62,799)
Net interest income 373,759 59,107 314,652 256,970 218,256 203,947
Provision for credit
losses (64,693) (10,820) (53,873) (12,809) (18,286) (29,727)
Non-interest income 153,408 41,485 111,923 75,635 80,281 73,784
Non-interest expense (315,064) (100,659) (214,405) (179,906) (162,238) (143,288)
Income before income
taxes 147,410 (10,887) 158,297 139,890 118,013 114,716
Provision for income
taxes (52,870) 6,142 (59,012) (51,946) (42,342) (39,865)
Net Income $ 94,540 $ (4,745) $ 99,285 $ 87,944 $ 75671 $ 74,851

DILUTED PER SHARE

DATA:
Average shares
outstanding 47,099 741 46,358 45,911 46,083 46,653

Net Income $ 2.01 $ (013) $ 2.14 $ 1.92 $ 1.64 $ 1.60
Cash dividends declared $ 0.88 $ 0.10 $ 0.78 $ 0.69 $ 0.60 $ 0.53
Cash dividends paid $ 0.88 $ 0.10 $ 0.78 $ 0.69 $ 0.60 $ 0.53
FINANCIAL CONDITION:
Total loans $5,718,833 $ 821,547 $4,897,286 $4,062,294 $3,180,879 $3,019,820
Total assets $7,494,830 $ 618,671 $6,876,159 $6,024,785 $4,859,630 $4,219,213
Total deposits $5,046,401 $ 28,535 $5,017,866 $4,512,290 $3,854,717 $3,516,077
Long-term debt * $1,401,172 $ 597,960 $ 803,212 $ 832,252 $ 491,100 $ 252,000
Total shareholders’
equity $ 617,376 $ 72,120 $ 545,256 $ 459,682 $ 399,048 $ 371,075
OPERATING AND
CAPITAL RATIOS:
Average total
shareholders’ equity to
average total assets 8.25% 0.17% 8.08% 7.59% 8.38% 8.40%
Return on average total
assets 1.32% -0.23% 1.55% 1.54% 1.63% 1.80%
Return on average total
shareholders’ equity 15.99% -3.19% 19.18% 20.30% 19.44% 21.46%
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Tier 1 leverage ratio
Tier 1 risk-based capital
ratio

Total risk-based capital
ratio

Dividend payout ratio

* Includes obligations under capital lease.
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ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS
Pacific Capital Bancorp
and Subsidiaries

FINANCIAL OVERVIEW AND HIGHLIGHTS

Pacific Capital Bancorp is a $7.5 billion community bank holding company providing full service banking, trust and
investment advisory services and all aspects of consumer and commercial lending through its branches, wealth
management offices and other distribution channels to consumers, businesses and other institutions primarily throughout the
central coast of California. We are also one of three financial institutions that together provide the majority of electronic tax
refund services on a national basis.

2006 was a rebuilding year for the Company as we looked inward to define our strategic direction for the future. Significant
initiatives in 2006 included the following:

« Expanding our product set for wealth-management trust and investment advisory services, we purchased MCM in July
2006, a registered investment advisor with $850.0 million in assets under management at the purchase date.

« Expanding our product offering for middle-market commercial businesses, we added loan production capabilities in
adjacent markets including Beverly Hills and Encino.

« A continuing focus on quality loan growth. Total gross loans increased by 16.8% in 2006 while the allowance for credit
losses remained consistent at 1.1% of total gross loans.

« Restructuring our balance sheet including the decision to sell $326.5 million in low-yielding mortgage-backed securities
purchased in connection with our 2003 and 2004 leveraging strategies, to strengthen and improve our future earnings
capability.

« Simplifying our IT infrastructure to eliminate complexity no longer viewed as a strategic advantage and focus on
providing exceptional customer service through our distribution channels. This resulted in a $9.3 million write-off of
obsolete software.

« Right-sizing our infrastructure including people, process and tools to ensure we deliver our products and services as
efficiently and cost effective as possible.

« Recruiting experienced professionals from large financial institutions to head strategic businesses and key leadership
positions resulting from executive management retirements.

Focusing on 2007, the following notable strategic initiatives are expected to drive profitability and growth in earnings per
share:

« Focus on leveraging our Wealth Management footprint and the expanded product set made possible from our MCM
acquisition. This will include the possible acquisition of smaller registered investment advisory firms within our markets
and possible strategic alliances.

« Arenewed effort on deposit gathering through alternative channels and restructuring of compensation plans to reward
deposit gathering in the same way as lending.

« A continued reduction of non-interest expenses as the Company is committed to the delivery of products and services as
efficiently as possible.

- Afocused investment in our adjacent market strategy through staffing of Commercial Banking and Wealth Management
loan production offices in key regional locations outside of our retail banking footprint.

« A commitment to invest in revenue generating strategic initiatives to be funded through operational efficiencies.

« Strengthening of our balance sheet through specific strategies intended to drive down our cost of funding without losing
sight of liquidity and capital management requirements.
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