May 17, 2012
Dear Shareholder:
Since joining the Bank in late January of this year, I have been focused on the assessment, planning
(both Strategic and Capital) and the implementation of proposed action plans. This is a good time to
reach out to you and provide an update on our progress.
Over the past three (3) months, much has been accomplished and we continue to progress in a positive
direction. My focus has been, and continues to be, on restoring profitability, improving loan quality and
returning to safe and sound banking practices. The areas outlined below offer a brief insight into our
strategic focus and exemplify the positive progress being made in the Bank:
Profitability and Earnings
The first quarter will reflect losses for the period during our adjustment process; however, the Bank
achieved profitability for both the months of March and April of 2012. Management and the Board will
continue to strive to meet the budget and strategic goals which reflect a return to profitability in 2012
on a month to month basis and for the year, if all goals are accomplished.
Operations, Management and Efficiencies:
1. A comprehensive assessment of Management and the Bank’s organizational structure was
completed. Short‐term efficiencies were immediately implemented.
2. Expense management. A goal of 24% reduction in Non‐Interest Expense for the year has been
established and is being implemented.
3. Hiring of a new Chief Credit Officer. On February 16, 2012, Brent Morgan was appointed
Executive Vice President and Chief Credit Officer of the Bank. Brent’s extensive background in
credit administration and credit underwriting has proven to be an asset to Coast National Bank.
4. Strengthening the credit processes through the addition of well–qualified personnel and
seasoned lending staff.
5. John Harrison joined the Bank on April 16, 2012 as Senior Vice President and Regional Manager.
John’s 40 years of banking experience and past 15 year history with Mission Community Bank
will enhance the Bank’s growth opportunities in our community. His responsibilities include new
business development and increasing market share in San Luis Obispo and Paso Robles.
6. Charlie Fruit, Executive Vice President returned to a role in the San Luis Obispo Main office as
the Branch Manager and will also be active in business development. Under his leadership, the
San Luis Obispo Branch’s significant customer base will continue to grow.
7. All major contracts and critical vendors are being reviewed and analyzed for opportunities to
achieve greater efficiencies and reduce expenses.
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Asset Quality Improvement and Credit Administrative Systems
Unaudited

March '11 December '11

% Change
Year over
Year
March '12

Net Charge Offs to Net Loans

0.52%

1.20%

0.42%

-0.10%

Loan Loss Reserve to Net Loans

3.71%

4.49%

4.38%

0.67%

6,749

3,910

3,287

(3,463)

7.21%

4.68%

3.96%

-3.25%

4,080

1,863

1,863

(2,217)

30.07%

22.72%

23.38%

-6.69%
(5,680)

Non-Performing Loans, 90+ Days Past Due
Non-Performing Loans/Net Loans
OREO
OREO/Total Capital

10,830

5,774

5,150

Non-Performing Assets/Net Loans

Non-Performing Assets

11.56%

6.92%

6.20%

-5.36%

Non-Performing Assets/Total Capital

79.81%

70.39%

64.62%

-15.20%

12,314

13,158

10,238

(2,075)

90.75%

160.42%

128.46%

37.71%

16,394

15,021

12,102

(4,292)

Classified Loans
Classified Loans/Total Capital
Classified Loans & OREO

As you will see from the information above, the trends are positive in the asset quality area with
expectation that it will continue. Systems have been enhanced to provide the needed structure and
diligence to assure satisfactory asset quality matrices.
Strategic Planning and Capital Planning
In March of 2012, the Board of Directors approved and accepted a revised Strategic Plan for the years
2012 – 2014. This plan is one that will continue to improve upon core profitability and utilizes the
Bank’s major areas of expertise such as U.S. Small Business Guaranteed Lending programs, Community
Development and Reinvestment (CRA), Commercial and Industrial (C & I) lending and other Small
Business lending programs. Management and the Board believe this will diversify the portfolio from the
current real estate lending concentrations.
Further, the investment in business development and resultant growth of the Bank’s deposit and loan
customer base is important. Investment is not limited to cash resources, but also includes human
resources and training. This will be very important for the Bank going forward.
The Bank will continue to explore capital opportunities and fully anticipates the completion of a capital
campaign in 2012. The details of the campaign will be forthcoming once accepted and approved by our
primary regulator. A request for such is in their hands at this time.
This capital campaign, which is among our greatest challenges, will be critical to the execution of the
Strategic Plan, and to restore appropriate level of capital to the Bank to provide for future growth,
safety and soundness and to satisfy regulatory requirements.
Management and the Board are optimistic about the success of this offering. We recognize the most
recent public offering, cancelled at the end of March, was not structured in an attractive nor timely
manner. We believe that we have developed a plan which will be successful at this time.
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News and Accomplishments
On January 30, 2012, the Arroyo Grande Branch office was successfully relocated to 1360 East Grand
Ave., Arroyo Grande from the Branch’s former location. This enabled the Bank to sell the former real
estate location and provided an essential capital injection in the fourth quarter of 2011. The team led
by Don Parker, Senior Vice President and Branch Manager did an outstanding job of the remodel of the
new location and execution of the move in a seamless and efficient manner. Now settled in, they are
prepared and poised to grow the customer base for their office.
On April 3, 2012, the Bank received notification and recognition by the OCC of receipt of an
OUTSTANDING rating for Community Reinvestment Act. (See Press Release Attached). This is an
exemplary commendation for the positive work our bankers do in our community. This effort was led by
Charlie Fruit as Executive Vice President/Community Development Manager. This is a further statement
to the commitment by the employees, management and board of directors to our community. It will be
fun to build upon this!
As you see, we have been very busy here in putting the past behind us and moving into the future with
positive activities, through continuing attention to risk management, strengthening of our key
performance indicators and safe and sound banking practices. We remain committed to be the
community bank you invested in with hopes of growing and honoring the communities in which we do
business here on the Central Coast.
Please feel free to call me if you have any questions or if any of us might be of assistance to you. We
plan to continue our communications as we progress and watch our Strategic Plan come to life. Look for
notice of the annual meeting of shareholders to be held in September 2012.
With Respect and Commitment,

Anita M. Robinson
President and CEO

This letter results includes forward-looking statements. These forward-looking statements may include descriptions
of plans or objectives of Management for future operations, products or services, and forecasts of our revenues,
earnings or other measures of economic performance. These statements are based on Management's current
expectations regarding economic, legislative, and regulatory issues that may impact the Bank’s performance in future
periods. A number of factors - many of which are beyond Management’s control - could cause future results to vary
materially from current Management’s expectations.
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