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PART I

Item 1. Business
Our Business

As used herein, the term �First California Financial Group,� �First California,� �FCAL,� �the Company,� �our,� �us,� �we� or similar expression includes First
California Financial Group, Inc. and First California Bank unless the context indicates otherwise.

Business of First California Financial Group

First California is a bank holding company registered under the Bank Holding Company Act of 1956, as amended, or the BHCA. First
California�s primary function is to coordinate the general policies and activities of its bank subsidiary, First California Bank, or the Bank, as well
as to consider from time to time other legally available investment opportunities. SC Financial is an inactive subsidiary of First California.

First California was incorporated under the laws of the State of Delaware on June 7, 2006. The Company was formed as a wholly-owned
subsidiary of National Mercantile Bancorp, a California corporation, or National Mercantile, for the purposes of facilitating the mergers of
National Mercantile and FCB Bancorp, a California corporation, or FCB. On March 12, 2007, National Mercantile merged with and into First
California. Immediately thereafter, the parties completed the previously announced merger of FCB with and into First California. In this
document, we refer to the two-step merger of National Mercantile into First California and FCB into First California as the Mergers. As a result
of the Mergers, the separate corporate existence of National Mercantile and FCB ceased, and First California succeeded, and assumed all the
rights and obligations of, National Mercantile, whose principal assets were the capital stock of two bank subsidiaries, Mercantile National Bank,
or Mercantile, and South Bay Bank, N.A., or South Bay, and the rights and obligations of FCB, whose principal assets were the capital stock of
First California Bank. On June 18, 2007, First California integrated its bank subsidiaries into First California Bank. All references to the Bank on
or before June 18, 2007 refer to the Bank, Mercantile and South Bay.

Business of First California Bank

The Bank is a full-service commercial bank headquartered in Westlake Village, California. The Bank is chartered under the laws of the State of
California and is subject to supervision by the California Commissioner of Financial Institutions. The Federal Deposit Insurance Corporation,
(the �FDIC�), insures its deposits up to the maximum legal limit.

On January 23, 2009, the Bank assumed the insured, non-brokered deposits of 1st Centennial Bank, totaling approximately $270 million, from
the FDIC. The Bank also purchased approximately $164 million in cash and cash equivalents, $89 million of investment securities and $2
million in consumer loans related to the transaction. In January 2009, the parent company contributed $15 million of capital to the Bank which
in turn paid approximately that sum to the FDIC for the assumption of those deposits and purchase of those assets. The addition of 1st
Centennial Bank�s six branches expanded First California Bank�s operations to 18 full-service branches throughout Southern California and
increased total assets to greater than $1.4 billion.

The Bank�s business strategy has been to attract individuals, professionals, and small- to mid-sized business borrowers in our primary service
areas by offering a variety of loan products and a full range of banking services coupled with highly personalized service. The Bank�s operations
are primarily located within the areas commonly known as the �101 corridor� stretching from the City of Ventura to Calabasas, California, the
Moorpark-Simi Valley corridor, the western San Fernando Valley, the Tri-Cities area of Glendale-Burbank-Pasadena, the South Bay, the Inland
Empire, north San Diego County, Century City and other parts of Los Angeles, Orange and Ventura Counties in Southern California. Our
lending products include revolving lines of
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credit, term loans, commercial real estate loans, construction loans and consumer and home equity loans, which often contain terms and
conditions tailored to meet the specific demands of the market niche in which the borrower operates. Additionally, the Bank provides a wide
array of deposit and investment products serving the comprehensive banking needs of businesses and consumers in Los Angeles, Orange,
Ventura, San Diego, Riverside and San Bernardino counties through traditional business and consumer banking, construction finance, SBA
lending, entertainment finance and commercial real estate lending via 18 full-service branch locations.

Business loans, represented by commercial real estate loans, commercial loans and construction loans, comprise the largest portion of the Bank�s
loan portfolio. Commercial real estate loans rely upon the cash flow originating from the underlying real property. Commercial real estate is a
cyclical industry that is affected not only by general economic conditions but also by local supply and demand. Commercial loans rely upon the
cash flow originating from the underlying business activity of the enterprise. The manufacture, distribution or sale of goods or sale of services
are not only affected by general economic conditions but also by the ability of the enterprise�s management to adjust to local supply and demand
conditions, maintain good labor, vendor and customer relationships, as well as market and sell their goods or services for a profit. Construction
loans provide developers or owners with funds to build or improve properties that will ultimately be sold or leased. Construction loans are
generally considered to involve a higher degree of risk than other loan categories because they rely upon the developer�s or owner�s ability to
complete the project within specified cost and time limits.

Consumer loans, a smaller component of the Bank�s loan portfolio, are represented by home mortgages and home equity loans and lines of credit
that are secured by first or second trust deeds on a borrower�s real estate property, typically their principal residence. These loans are dependent
on a person�s ability to regularly pay the principal and interest due on the loan and, secondarily, on the value of real estate property that serves as
collateral for the loan.

The Bank�s business strategy also stresses the importance of customer deposit relationships to support its lending activities. Checking deposits,
savings deposits and certificates of deposits represent a significant low-cost and stable source of funds. Business customers are offered cash
management products, including on-line banking and remote deposit capture, to meet their specific banking needs.

The Bank�s goal is to offer its customers a consistently high level of individualized personal service. Accordingly, in order to meet the changing
needs of our customers, the Bank is constantly evaluating a variety of options to broaden the services and products it provides. The Bank�s
strategy in attaining its goals has been to implement and maintain risk management and controls to achieve a safe and sound business policy,
employing an aggressive marketing plan which emphasizes relationship banking and the �personal touch,� offering competitive products and
managing growth. The Bank provides convenience through 18 banking offices with ATM access, 24 hour telephone access to account
information, on-line banking, courier service and remote deposit capture. The diversity of our delivery systems enables customers to choose the
method of banking that is most convenient for them. The Bank trains its staff to recognize each customer, greet them, and be able to address
them by name so that they feel as if they have a �private banker.�

Financial and Statistical Disclosure

Certain of our financial and statistical information is presented within �Item 7. Management�s Discussion and Analysis of Financial Condition and
Results of Operations� and �Item 7A. Quantitative and Qualitative Disclosures About Market Risk.� This information should be read in conjunction
with the consolidated financial statements contained in �Item 8. Financial Statements and Supplementary Data.�

Competition

The banking business in California, generally, and in the Bank�s service areas, specifically, is highly competitive with respect to both loans and
deposits and is dominated by a number of major banks that have many
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offices operating over wide geographic areas. The Bank competes for deposits and loans principally with these major banks and other financial
institutions located in our market areas. Among the advantages that the major banks have over the Bank are their ability to finance extensive
advertising campaigns and to allocate their investment assets to regions of highest yield and demand. Many of the major commercial banks
operating in the Bank�s service areas offer certain services (such as trust and international banking services) that are not offered directly by the
Bank and, by virtue of their greater total capitalization, such banks have substantially higher lending limits. Moreover, all banks face increasing
competition for loans and deposits from non-bank financial intermediaries such as mortgage companies, insurance companies, credit unions and
securities firms.

In November 1999, the President signed the Gramm-Leach-Bliley Act, or the GLB Act, into law, which significantly changed the regulatory
structure and oversight of the financial services industry. The GLB Act revised the Bank Holding Company Act of 1956 and repealed the
affiliation prohibitions of the Glass-Steagall Act of 1933. Consequently, a qualifying holding company, called a financial holding company, can
engage in a full range of financial activities, including banking, insurance, and securities activities, as well as merchant banking and additional
activities that are �financial in nature� or �incidental� to those financial activities. Expanded financial affiliation opportunities for existing bank
holding companies are now permitted. Moreover, various non-bank financial services providers can acquire banks while also offering services
like securities underwriting and underwriting and brokering insurance products. The GLB Act also expanded passive investment activities by
financial holding companies, permitting investments in any type of company, financial or non-financial, through acquisitions of merchant
banking firms and insurance companies.

Given that the traditional distinctions between banks and other providers of financial services have been effectively eliminated, the Bank has
faced and will continue to face additional competition from thrift institutions, credit unions, insurance companies and securities firms.
Additionally, the Bank�s ability to cross-market banking products to existing customers or the customers of affiliated companies may make it
more difficult to compete.

In order to compete, the Bank uses to the fullest extent possible the familiarity of its directors and officers with the market area and its residents
and businesses and the flexibility that the Bank�s independent status will permit. This includes an emphasis on specialized services, local
promotional activity, and personal contacts by directors, officers and other employees. The Bank uses advertising, including newspaper ads and
direct mail pieces, to inform the community of the services it offers. The Bank also utilizes emerging marketing techniques, such as the Internet,
to reach target markets. The Bank also has an active calling program where officers, including commissioned business development officers,
contact targeted prospects to solicit both deposit and loan business.

The Bank has developed programs that are specifically addressed to the needs of consumers, professionals and small-to medium-sized
businesses. In the event there are customers whose loan demands exceed the Bank�s lending limits, it arranges for such loans on a participation
basis with other financial institutions and intermediaries. The Bank also assists those customers requiring other services not offered by the Bank
to obtain those services from correspondent banks. In addition, the Bank offers ATM services, a night depository, remote deposit capture,
courier services, bank-by-mail services, merchant windows, lockbox and direct deposit services.

The Bank�s management believes that the Bank�s reputation in the communities served and personal service philosophy enhance the ability to
compete favorably in attracting and retaining individual, professional and business clients. The Bank also believes that it has an advantage over
the larger national and �super regional� institutions because it is managed by locally-known, well-respected and experienced bankers. Moreover,
our larger competitors may not offer adequate personalized banking services, since their emphasis is on large volume and standardized retail
products.
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The Bank also faces growing competition from other community banks. These institutions have similar marketing strategies, have also been
successful and offer strong evidence regarding the potential success of the community banking sector.

No assurance can be given that ongoing efforts to compete will continue to be successful.

Dependence on One or a Few Major Customers; Business Concentrations

No individual or single group of related accounts is considered material in relation to our total assets or to the assets or deposits of the Bank, or
in relation to our overall business. However, approximately 70% of our loan portfolio at December 31, 2008 consisted of real estate-secured
loans, including commercial real estate loans, construction loans, home mortgage loans, home equity loans and lines of credit. See �Item 7.
Management�s Discussion and Analysis of Financial Condition and Results of Operations � Financial Position � December 31, 2008 compared with
December 31, 2007.� Moreover, our business activities are currently focused primarily in Southern California, with the majority of our business
concentrated in Ventura, Orange and Los Angeles Counties. Consequently, our results of operations and financial condition are dependent upon
the general trends in the Southern California economies and, in particular, the residential and commercial real estate markets. In addition, the
concentration of our operations in Southern California exposes us to greater risk than other banking companies with a wider geographic base in
the event of catastrophes, such as earthquakes, fires and floods in this region.

Internet Banking Services

The Bank maintains an internet website, which serves as an additional means of providing customer access to a variety of banking services,
including 24/7 online banking. The Bank�s website address is www.fcbank.com. No information contained on the website is incorporated herein
by reference.

Employees

At December 31, 2008, the Bank had 207 full-time equivalent employees. The Bank�s employees are not represented by any union or other
collective bargaining agreement and the Bank considers its relations with employees to be excellent.

Supervision and Regulation

Recent Developments

In response to the financial crisis affecting the banking system and financial markets and going concern threats to investment banks and other
financial institutions, on October 3, 2008, the Emergency Economic Stabilization Act of 2008 (the �EESA�) was signed into law. Through its
authority under the EESA, the Treasury announced in October 2008 the Troubled Asset Relief Program�Capital Purchase Program (the �CPP�), a
program designed to bolster healthy institutions, like First California, by making $250 billion of capital available to U.S. financial institutions in
the form of preferred stock.

We participated in the CPP in December 2008 so that we could continue to lend and support our current and prospective clients, especially
during this unstable economic environment. Under the terms of our participation, we received $25 million in exchange for the issuance of
preferred stock and a warrant to purchase common stock, and became subject to various requirements, including certain restrictions on paying
dividends on our common stock and repurchasing our equity securities, unless the Treasury has consented. Additionally, in order to participate
in the CPP, we were required to adopt certain standards for executive compensation and corporate governance. These standards generally apply
to the Chief Executive Officer, Chief Financial Officer and the three next most highly compensated senior executive officers, and include
(1) ensuring that incentive compensation of senior executives does not encourage unnecessary and excessive risks that threaten the value of
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the financial institution; (2) required clawback of any bonus or incentive compensation paid to a senior executive based on statements of
earnings, gains or other criteria that are later proven to be materially inaccurate; (3) limiting golden parachute payments to certain senior
executives; and (4) agreement not to deduct for tax purposes executive compensation in excess of $500,000 for each senior executive. To date,
First California has complied with these requirements, but the Secretary of the Treasury is empowered under EESA to adopt other standards,
with which First California would be required to comply. Additionally, the bank regulatory agencies, Treasury and the Office of Special
Inspector General, also created by the EESA, have issued guidance and requests to the financial institutions that participated in the CPP to
document their plans and use of CPP funds and their plans for addressing the executive compensation requirements associated with the CPP.
First California will respond to such requests accordingly.

In February 2009, the American Recovery and Reinvestment Act of 2009 (the �ARRA�) was enacted. Among other provisions, the ARRA
amended the EESA and contains requirements imposed on financial institutions like us which have already participated in the CPP. These
requirements expand the initial executive compensation restrictions under the CPP to include, among other things, application of the required
clawback provision to our top 25 most highly compensated employees, prohibition of certain bonuses to our top five most highly compensated
employees, expanded limitations on golden parachute payments to top ten most highly compensated employees, implementation of a
company-wide policy regarding excessive and luxury expenditures, and requirement of a shareholder advisory vote on our executive
compensation. Under the new ARRA requirements, we may early redeem the shares issued to the Treasury under the CPP without any early
penalty or requirement to raise new capital, as previously required under the original terms of the CPP. However, until the shares are redeemed
and for so long as we continue to participate in the CPP, we will remain subject to these expanded requirements, and any other requirements
applicable to CPP participants that may be subsequently adopted.

The EESA also increased FDIC deposit insurance on most accounts from $100,000 to $250,000. This increase is currently in place until the end
of 2009 and is not covered by deposit insurance premiums paid by the banking industry. The FDIC has recently proposed that Congress extend
the $250,000 limit to 2016. In addition, the FDIC has implemented two temporary programs under the Temporary Liquidity Guaranty Program
(�TLGP�) to provide deposit insurance for the full amount of most non-interest bearing transaction accounts through the end of 2009 and to
guarantee certain unsecured debt of financial institutions and their holding companies through June 2012. The Bank is participating in the
deposit insurance program and has the ability to issue guaranteed debt under the program. The FDIC charges �systemic risk special assessments�
to depository institutions that participate in the TLGP. The FDIC has recently proposed that Congress give the FDIC expanded authority to
charge fees to the holding companies which benefit directly and indirectly from the FDIC guarantees. See �FDIC Deposit Insurance� below.

General

Banking is a complex, highly regulated industry. The primary goals of the regulatory scheme are to maintain a safe and sound banking system,
protect depositors and the FDIC insurance fund, and facilitate the conduct of sound monetary policy. This regulatory scheme is not designed for
the benefit of stockholders of the Company or its successors. In furtherance of these goals, Congress and the states have created several largely
autonomous regulatory agencies and enacted numerous laws that govern banks, bank holding companies and the financial services industry.
Consequently, the growth and earnings performance of the Company or its successors and the Bank can be affected not only by management
decisions and general economic conditions, but also by the requirements of applicable state and federal statues, regulations and the policies of
various governmental regulatory authorities, including the Board of Governors of the Federal Reserve System (�FRB�), the FDIC, and the
California Department of Financial Institutions (�DFI�) and the United States Department of the Treasury (�Treasury�).

5

Edgar Filing: First California Financial Group, Inc. - Form 10-K

Table of Contents 8



Table of Contents

The commercial banking business is also influenced by the monetary and fiscal policies of the federal government and the policies of the FRB.
The FRB implements national monetary policies (with objectives such as curbing inflation and combating recession) by its open-market
operations in United States Government securities, by adjusting the required level of reserves for financial intermediaries subject to its reserve
requirements and by varying the 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 rates charged on loans and paid on deposits. Indirectly, such
actions may also impact the ability of non-bank financial institutions to compete with the Bank. The nature and impact of any future changes in
monetary policies cannot be predicted.

The system of supervision and regulation applicable to financial services businesses governs most aspects of the business of the Company and
the Bank, including: (i) the scope of permissible business; (ii) investments; (iii) reserves that must be maintained against deposits; (iv) capital
levels that must be maintained; (v) the nature and amount of collateral that may be taken to secure loans; (vi) the establishment of new branches;
(vii) mergers and consolidations with other financial institutions; and (viii) the payment of dividends.

From time to time laws or regulations are enacted which have the effect of increasing the cost of doing business, limiting or expanding the scope
of permissible activities, or changing the competitive balance between banks and other financial and non-financial institutions. Proposals to
change the laws and regulations governing the operations of banks and bank holding companies are frequently made in Congress, in the
California legislature and by various bank and other regulatory agencies. Future changes in the laws, regulations or polices that impact the
Company or its successors and the Bank cannot necessarily be predicted, but they may have a material effect on the business and earnings of the
Company and the Bank.

Set forth below is a summary description of certain of the material laws and regulations that relate to our operations and those of the Bank. The
description does not purport to be a complete description of these laws and regulations and is qualified in its entirety by reference to the
applicable laws and regulations.

Regulation of First California

As a registered bank holding company, First California and its subsidiaries are subject to the FRB�s supervision, regulation and examination
under the BHCA. Under the BHCA, we are subject to periodic examination by the FRB. We are also required to file with the FRB periodic
reports of our operations and such additional information regarding the Company and its subsidiaries as the FRB may require.

Under FRB regulations, a bank holding company is required to serve as a source of financial and managerial strength to its subsidiary banks and
may not conduct its operations in an unsafe or unsound manner. In addition, it is the FRB�s policy that in serving as a source of strength to its
subsidiary banks, a bank holding company should stand ready to use available resources to provide adequate capital funds to its subsidiary banks
during periods of financial stress or adversity and should maintain the financial flexibility and capital-raising capacity to obtain additional
resources for assisting its subsidiary banks. 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 the FRB�s regulations or
both.

First California is required to obtain the FRB�s prior approval before acquiring ownership or control of more than 5% of the outstanding shares of
any class of voting securities, or substantially all the assets, of any company, including a bank or bank holding company. Further, we are allowed
to engage, directly or indirectly, only in banking and other activities that the FRB deems to be so closely related to banking or managing or
controlling banks as to be a proper incident thereto. Pursuant to the Gramm-Leach-Bliley Act of 1999 (�GLBA�), in order to elect and retain
financial holding company status, all depository institution subsidiaries of a bank holding company must be well capitalized, well managed, and,
except in limited circumstances, be in satisfactory compliance with the Community Reinvestment Act (�CRA�).

6

Edgar Filing: First California Financial Group, Inc. - Form 10-K

Table of Contents 9



Table of Contents

First California�s securities are registered with the Securities and Exchange Commission (�SEC�) under the Securities Exchange Act of 1934, as
amended (the �Exchange Act�), and listed on the NASDAQ Global Select Market. As such, First California is subject to the information, proxy
solicitation, insider trading, corporate governance, and other requirements and restrictions of the Exchange Act, as well as the Marketplace Rules
and other requirements promulgated by the NASDAQ Stock Market, Inc.

First California is subject to the accounting oversight and corporate governance requirements of the Sarbanes-Oxley Act of 2002, including,
among other things, required executive certification of financial presentations, increased requirements for board audit committees and their
members, and enhanced disclosure of controls and procedures and internal controls over financial reporting.

First California�s earnings and activities are affected by legislation, by regulations and by local legislative and administrative bodies and
decisions of courts in the jurisdictions in which First California and the Bank conduct business. For example, these include limitations on the
ability of the Bank to pay dividends to us and our ability to pay dividends to our stockholders. It is the policy of the FRB that bank holding
companies should pay cash dividends on common stock only out of income available over the past year and only if prospective earnings
retention is consistent with the organization�s expected future needs and financial condition. The policy provides that bank holding companies
should not maintain a level of cash dividends that undermines the bank holding company�s ability to serve as a source of strength to its banking
subsidiaries. Various federal and state statutory provisions limit the amount of dividends that subsidiary banks can pay to their holding
companies without regulatory approval. In addition to these explicit limitations, the federal regulatory agencies have general authority to prohibit
a banking subsidiary or bank holding company from engaging in an unsafe or unsound banking practice. Depending upon the circumstances, the
agencies could take the position that paying a dividend would constitute an unsafe or unsound banking practice. In addition, as discussed below
under �Regulation of the Bank�, a bank holding company such as the Company is required to maintain minimum ratios of Tier 1 capital and total
capital to total risk-weighted assets, as well as a minimum ratio of Tier 1 capital to total adjusted quarterly average assets as defined in such
regulations.

Under the terms of the CPP, for so long as any preferred stock issued under the CPP remains outstanding, First California is restricted from
paying cash dividends on our common stock, and from making certain repurchases of equity securities, including common stock, without the
Treasury�s consent until the third anniversary of the Treasury�s investment in our preferred stock or until the Treasury has transferred all of the
preferred stock it purchased under the CPP to third parties.

Regulation of the Bank

The Bank is extensively regulated under both federal and state law. The Bank, as a California state chartered bank which is not a member of the
Federal Reserve System, is subject to regulation, supervision, and regular examination by the DFI and the FDIC. The Bank�s deposits are insured
by the FDIC up to the maximum extent provided by law. The regulations of these agencies govern most aspects of the Bank�s business.
California law exempts all banks from usury limitations on interest rates. Various consumer laws and regulations also affect the Banks�
operations. These laws primarily protect depositors and other customers of the Bank, rather than First California or its stockholders.

Various requirements and restrictions under the laws of the State of California and the United States affect the operations of the Bank. State and
federal statutes and regulations relate to many aspects of the Bank�s operations, including standards for safety and soundness, reserves against
deposits, interest rates payable on deposits and loans, investments, mergers and acquisitions, borrowings, dividends, locations of branch offices,
fair lending requirements, Community Reinvestment Act activities and loans to affiliates. Further, the Bank is required to maintain certain levels
of capital.
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Dividends and Capital Distributions

Dividends and capital distributions from the Bank constitute the principal source of cash to First California. The Bank is subject to various
federal or state statutory and regulatory restrictions on its ability to pay dividends and capital distributions to its shareholder.

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 written approval of the DFI, 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 state 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 Bank may from time to time be permitted to make additional capital distributions to its shareholder with the consent of the DFI. It is not
anticipated that such consent could be obtained unless the distributing bank were to remain �well capitalized� following such distribution.

Regulatory Capital Guidelines. Each of the Company and the Bank is required to maintain certain levels of capital. The FRB and the FDIC have
substantially similar risk-based capital ratio and leverage ratio guidelines for banking organizations. The guidelines are intended to ensure that
banking organizations have adequate capital given the risk levels of assets and off-balance sheet financial instruments. Under the guidelines,
banking organizations are required to maintain minimum ratios for Tier 1 capital and total capital to risk-weighted assets (including certain
off-balance sheet items, such as letters of credit). For purposes of calculating the ratios, a banking organization�s assets and some of its specified
off-balance sheet commitments and obligations are assigned to various risk categories. A depository institution�s or holding company�s capital, in
turn, is classified in one of three tiers, depending on type:

� Core Capital (Tier 1). Tier 1 capital includes common equity, retained earnings, qualifying non-cumulative perpetual preferred stock,
a limited amount of qualifying cumulative perpetual stock at the holding company level, minority interests in equity accounts of
consolidated subsidiaries, and qualifying trust preferred securities less goodwill, most intangible assets and certain other assets.

� Supplementary Capital (Tier 2). Tier 2 capital includes, among other things, perpetual preferred stock and trust preferred securities
not meeting the Tier 1 definition, qualifying mandatory convertible debt securities, qualifying subordinated debt, and allowances for
possible loan and lease losses, subject to limitations.

� Market Risk Capital (Tier 3). Tier 3 capital includes qualifying unsecured subordinated debt.
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The following table sets forth the regulatory capital guidelines and the actual capitalization levels for the Bank and the Company as of
December 31, 2008 and 2007:

Actual
For Capital

Adequacy Purposes

To be Well
Capitalized Under
Prompt Corrective

Action Provision
Amount Ratio Amount Ratio Amount Ratio

December 31, 2008 (in thousands)
Total capital (to risk weighted assets)
First California Financial Group, Inc. $ 147,680 16.62% $ 71,102 ≥ 8.00%
First California Bank 109,022 12.27% 71,110 ≥ 8.00% 88,888 ≥ 10.00%
Tier I capital (to risk weighted assets)
First California Financial Group, Inc. 139,530 15.70% 35,551 ≥ 4.00%
First California Bank 100,873 11.35% 35,555 ≥ 4.00% 53,333 ≥ 6.00%
Tier I capital (to average assets)
First California Financial Group, Inc. 139,530 12.77% 43,699 ≥ 4.00%
First California Bank 100,873 9.26% 43,568 ≥ 4.00% 54,460 ≥ 5.00%

Actual
For Capital

Adequacy Purposes

To be Well

Capitalized Under

Prompt Corrective
Action Provision

Amount Ratio Amount Ratio Amount Ratio
December 31, 2007
Total capital (to risk weighted assets)
First California Financial Group, Inc. $ 115,387 13.35% $ 69,167 ≥ 8.00%
First California Bank 102,826 11.98% 68,687 ≥ 8.00% 85,858 ≥ 10.00%
Tier I capital (to risk weighted assets)
First California Financial Group, Inc. 107,460 12.43% 34,583 ≥ 4.00%
First California Bank 94,899 11.05% 34,343 ≥ 4.00% 51,515 ≥ 6.00%
Tier I capital (to average assets)
First California Financial Group, Inc. 107,460 10.42% 41,248 ≥ 4.00%
First California Bank 94,899 9.24% 41,065 ≥ 4.00% 51,332 ≥ 5.00%
We recognize that a strong capital position is vital to growth, continued profitability, and depositor and investor confidence. Our policy is to
maintain sufficient capital at not less than the well-capitalized thresholds established by banking regulators.

Basel and Basel II Accords, The current risk-based capital guidelines which apply to First California and the Bank are based upon the 1988
capital accord of the International Basel Committee on Banking Supervision. A new international accord, referred to as Basel II, became
mandatory for large or �core� international banks outside the U.S. in 2008 (total assets of $250 billion or more or consolidated foreign exposures
of $10 billion or more). Basel II emphasizes internal assessment of credit, market and operational risk, as well as supervisory assessment and
market discipline in determining minimum capital requirements. It is optional for other banks, and if adopted, must first be complied with in a
�parallel run� for two years along with the existing Basel I standards. In January 2009, the Basel Committee proposed to reconsider
regulatory-capital standards, supervisory and risk-management requirements and additional disclosures to further strengthen the Basel II
framework in response to recent worldwide developments. First California is not required to comply with Basel II. First California elected not to
apply the Basel II requirements when they became effective.

Prompt Corrective Action and Other General Enforcement Authority. The Federal Deposit Insurance Corporation Improvement Act, or FDICIA,
requires each federal banking agency to take prompt corrective action to resolve the problems of insured depository institutions, including but
not limited to those that fall below one or
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more prescribed minimum capital ratios. The federal banking agencies possess broad powers to take prompt corrective action to resolve the
problems of insured banks. Each federal banking agency has issued regulations defining five capital categories: �well capitalized,� �adequately
capitalized,� �undercapitalized,� �significantly undercapitalized,� and �critically undercapitalized.� Under the regulations, a bank shall be deemed to be:

� �well capitalized� if it has a total risk-based capital ratio of 10.0% or more, has a Tier 1 risk-based capital ratio of 6.0% or more, has a
leverage capital ratio of 5.0% or more, and is not subject to specified requirements to meet and maintain a specific capital level for
any capital measure;

� �adequately capitalized� if it has a total risk-based capital ratio of 8.0% or more, a Tier 1 risk-based capital ratio of 4.0% or more, and a
leverage capital ratio of 4.0% or more (3.0% under certain circumstances) and does not meet the definition of �well capitalized�;

� �undercapitalized� if it has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based capital ratio that is less than 4.0%,
or a leverage capital ratio that is less than 4.0% (3.0% under certain circumstances);

� �significantly undercapitalized� if it has a total risk-based capital ratio that is less than 6.0%, a Tier 1 risk-based capital ratio that is less
than 3.0% or a leverage capital ratio that is less than 3.0%; and

� �critically undercapitalized� if it has a ratio of tangible equity to total assets that is equal to or less than 2.0%.
Banks are prohibited from paying dividends or management fees to controlling persons or entities if, after making the payment, the bank would
be �undercapitalized,� that is, the bank fails to meet the required minimum level for any relevant capital measure. Asset growth and branching
restrictions apply to �undercapitalized� banks. Banks classified as �undercapitalized� are required to submit acceptable capital plans guaranteed by
its holding company, if any. Broad regulatory authority was granted with respect to �significantly undercapitalized� banks, including forced
mergers, growth restrictions, ordering new elections for directors, forcing divestiture by its holding company, if any, requiring management
changes, and prohibiting the payment of bonuses to senior management. Even more severe restrictions are applicable to �critically
undercapitalized� banks, those with capital at or less than 2%. Restrictions for these banks include the appointment of a receiver or conservator.
All of the federal banking agencies have promulgated substantially similar regulations to implement this system of prompt corrective action.

A bank, based upon its capital levels, that is classified as �well capitalized,� �adequately capitalized� or �undercapitalized� may be treated as though it
were in the next lower capital category if the appropriate federal banking agency, after notice and opportunity for a hearing, determines that an
unsafe or unsound condition, or an unsafe or unsound practice, warrants such treatment. At each successive lower capital category, an insured
bank is subject to more restrictions. The federal banking agencies, however, may not treat an institution as �critically undercapitalized� unless its
capital ratios actually warrant such treatment.

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject to potential enforcement actions by
the federal banking agencies 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 imposition of a
conservator or receiver, the issuance of a cease-and-desist order that can be judicially enforced, the termination of insurance of deposits (in the
case of a depository institution), the imposition of civil money penalties, the issuance of directives to increase capital, the issuance of formal and
informal agreements, the issuance of removal and prohibition orders against institution-affiliated parties. The enforcement of such actions
through injunctions or restraining orders may be based upon a judicial determination that the agency would be harmed if such equitable relief
was not granted.
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The DFI, as the primary regulator for California state-chartered banks, also has a broad range of enforcement measures, from cease and desist
powers and the imposition of monetary penalties to the ability to take possession of a bank, including causing its liquidation.

Safety and Soundness Standards. The federal banking agencies have adopted guidelines designed to assist the federal banking agencies in
identifying and addressing potential safety and soundness 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; (iii) credit
underwriting; (iv) asset growth; (v) earnings; and (vi) compensation, fees and benefits.

In addition, the federal banking agencies have also adopted safety and soundness guidelines with respect to asset quality and for evaluating and
monitoring earnings to ensure that earnings are sufficient for the maintenance of adequate capital and reserves. These guidelines provide six
standards for establishing and maintaining a system to identify problem assets and prevent those assets from deteriorating. Under these
standards, an insured depository institution should (i) conduct periodic asset quality reviews to identify problem assets; (ii) estimate the inherent
losses in problem assets and establish reserves that are sufficient to absorb estimated losses; (iii) compare problem asset totals to capital;
(iv) take appropriate corrective action to resolve problem assets; (v) consider the size and potential risks of material asset concentrations; and
(vi) provide periodic asset quality reports with adequate information for management and the board of directors to assess the level of asset risk.

Transactions with Affiliates. Under Sections 23A and 23B of the Federal Reserve Act and the FRB�s Regulation W, loans by the Bank to
affiliates, investments by them in affiliates� stock, and taking affiliates� stock as collateral for loans to any borrower is limited to 10% of the Bank�s
capital, in the case of any one affiliate, and is limited to 20% of the Bank�s capital, in the case of all affiliates. The Bank�s holding company and
any subsidiaries it may purchase or organize are deemed to be affiliates of the Bank within the meaning of Section 23A and 23B and Regulation
W. In addition, transactions between the Bank and other affiliates must be on terms and conditions that are consistent with safe and sound
banking practices; in particular, a bank and its subsidiaries generally may not purchase from an affiliate a low-quality asset, as defined in the
Federal Reserve Act. These restrictions also prevent a bank holding company and its other affiliates from borrowing from a banking subsidiary
of the bank holding company unless the loans are secured by marketable collateral of designated amounts. The Company or its successors and
the Bank are also subject to certain restrictions with respect to engaging in the underwriting, public sale and distribution of securities.

Loans to Insiders. Extensions of credit by the Bank to insiders of both the Bank and First California are subject to prohibitions and other
restrictions imposed by federal regulations. For purposes of these limits, �insiders� include directors, executive officers and principal shareholders
of the Bank or First California and their related interests. The term �related interest� means a company controlled by a director, executive officer
or principal shareholder of the Bank or First California. The Bank may not extend credit to an insider of the Bank or First California unless the
loan is made on substantially the same terms as, and subject to credit underwriting procedures that are no less stringent than, those prevailing at
the time for comparable transactions with non-insiders. Under federal banking regulations, the Bank may not extend a loan to insiders in an
amount greater than $500,000 without prior board approval (with any interested person abstaining from participating directly or indirectly in the
voting). The federal regulations place additional restrictions on loans to executive officers, and generally prohibit loans to executive officers
other than for certain specified purposes. The Bank is required to maintain records regarding insiders and extensions of credit to them.

Federal Deposit Insurance. The FDIC insures our customer deposits through the Deposit Insurance Fund (�DIF�) up to prescribed limits for each
depositor. Pursuant to the EESA, the basic limit on federal deposit insurance coverage was temporarily raised from $100,000 to $250,000 per
depositor. The legislation provides that the basic deposit insurance limit will return to $100,000 after December 31, 2009.
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The FDIC utilizes a risk-based assessment system that imposes insurance premiums based upon a risk matrix that takes into account a bank�s
capital level and supervisory rating. Effective February 2009, the FDIC adopted a rule to uniformly increase 2009 FDIC deposit assessment rates
by 7 to 9 cents for every $100 of domestic deposits. For banks in Risk Category I, the deposit assessment is now 12 to 16 cents for total qualified
deposits compared to 5 to 7 cents in the prior two years. The FDIC also has proposed a special assessment of 20 cents for every $100 of
domestic deposits to restore the DIF reserves, and reserved the right to charge an additional special assessment of up to 10 cents for every $100
of domestic deposits, should DIF reserves continue to decline.

On October 16, 2008, the FDIC announced the Temporary Liquidity Guarantee Program, or TLGP. The final rule was adopted on November 26,
2008. The FDIC stated that its purpose is to strengthen confidence and encourage liquidity in the banking system through two limited guarantee
programs: the Debt Guarantee Program, or DGP, and the Transaction Account Guarantee Program. Insured depository institutions and most U.S.
bank holding companies are eligible to participate. Participation in both programs is voluntary and the Bank elected to participate in both parts
of the TLGP. The DGP guarantees newly issued senior unsecured debt that is issued on or before June 30, 2009 and matures before June 12,
2012. Institutions participating in the DGP are charged a fee of 50 to 100 basis points for new unsecured issuances based on the term to maturity
of the newly issued debt. As of the date of this report, the Bank has not issued any new debt under the DGP. The Transaction Account Guarantee
Program guarantees the entire balance of non-interest bearing deposit transaction accounts (defined as transaction accounts bearing interest rates
of 50 basis points or less), through December 31, 2009. Institutions participating in the Transaction Account Guarantee Program are charged a
10-basis point fee on the balance of non-interest bearing deposit transaction accounts exceeding the existing deposit insurance limit of $250,000.

FDIC insurance premiums are expected to increase significantly in 2009 compared to prior years. FDIC insurance expense was $682,000 and
$164,000 in 2008 and 2007, respectively. With the proposed 20 basis point special assessment included, 2009 FDIC insurance expense is
estimated to be approximately $3.6 million.

Money Laundering and Currency Controls. Various federal statutory and regulatory provisions are designed to enhance record-keeping and
reporting of currency and foreign transactions. Pursuant to the Bank Secrecy Act, financial institutions must report high levels of currency
transactions or face the imposition of civil monetary penalties for reporting violations. The Money Laundering Control Act imposes sanctions,
including revocation of federal deposit insurance, for institutions convicted of money laundering.

The International Money Laundering Abatement and Financial Anti-Terrorism Act of 2001 (�IMLAFATA�), a part of the USA Patriot Act,
authorizes the Secretary of the Treasury, in consultation with the heads of other government agencies, to adopt special measures applicable to
banks and other financial institutions to enhance record-keeping and reporting requirements for certain financial transactions that are of primary
money laundering concern. Among its other provisions, IMLAFATA requires each financial institution to: (i) establish an anti-money
laundering program; (ii) establish due diligence policies, procedures and controls with respect to its private banking accounts and correspondent
banking accounts involving individuals and certain foreign banks; and (iii) avoid establishing, maintaining, administering, or managing
correspondent accounts in the United States for, or on behalf of, a foreign bank that does not have a physical presence in any country. In
addition, IMLAFATA contains a provision encouraging cooperation among financial institutions, regulatory authorities and law enforcement
authorities with respect to individuals, entities and organizations engaged in, or reasonably suspected of engaging in, terrorist acts or money
laundering activities.

The Treasury Department�s regulations implementing IMLAFATA mandate that federally-insured banks and other financial institutions establish
customer identification programs designed to verify the identity of persons opening new accounts, maintain the records used for verification, and
determine whether the person appears on any list of known or suspected terrorists or terrorist organizations.
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Community Reinvestment Act and Fair Lending. The Bank is subject to certain fair lending requirements and reporting obligations involving
home mortgage lending operations and Community Reinvestment Act, or CRA, activities. 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
bank regulatory agencies, in examining insured depository institutions, to assess their record of helping to meet the credit needs of their 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, consummating mergers or acquisitions, or holding company formations. The Bank�s compliance with the CRA is
reviewed and evaluated by the FDIC, which assigns the Bank a publicly available CRA rating at the conclusion of the examination.

The federal banking agencies have adopted regulations which measure a bank�s compliance with its CRA obligations on a performance-based
evaluation system. This system bases CRA ratings on an institution�s actual lending service and investment performance rather than the extent to
which the institution conducts needs assessments, documents community outreach 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�. Failure of an institution to receive at least a �Satisfactory� rating could inhibit such institution or its holding company from
undertaking certain activities, including acquisitions.

The Bank had a CRA rating of �Satisfactory� as of its most recent regulatory examination.

Sarbanes-Oxley Act. On July 30, 2002, the President signed into law the Sarbanes-Oxley Act of 2002. The Sarbanes-Oxley Act aims to restore
the credibility lost as a result of high profile corporate scandals by addressing, among other issues, corporate governance, auditing and
accounting, executive compensation and enhanced and timely disclosure of corporate information. The NASDAQ Stock Market has adopted
corporate governance rules intended to allow shareholders to more easily and effectively monitor the performance of companies and directors.
The principal provisions of the Sarbanes-Oxley Act, many of which have been interpreted through regulations released in 2003, provide for and
include, among other things: (i) the creation of the Public Company Accounting Oversight Board; (ii) auditor independence provisions that
restrict non-audit services that accountants may provide to their audit clients; (iii) additional corporate governance and responsibility measures,
including the requirement that the chief executive officer and chief financial officer of a public company certify financial statements; (iv) the
forfeiture of bonuses or other incentive-based compensation and profits from the sale of an issuer�s securities by directors and senior officers in
the twelve month period following initial publication of any financial statements that later require restatement; (v) an increase in the oversight
of, and enhancement of certain requirements relating to, audit committees of public companies and how they interact with that company�s
independent auditors; (vi) requirements that audit committee members must be independent and are barred from accepting consulting, advisory
or other compensatory fees from the issuer; (vii) requirements that companies disclose whether at least one member of the audit committee is a
�financial expert� (as such term is defined by the Securities and Exchange Commission, or the SEC) and if not disclosed, why the audit committee
does not have a financial expert; (viii) expanded disclosure requirements for corporate insiders, including accelerated reporting of stock
transactions by insiders and a prohibition on insider trading during pension blackout periods; (ix) a prohibition on personal loans to directors and
officers, except certain loans made by insured financial institutions on non-preferential terms and in compliance with other bank regulatory
requirements; (x) disclosure of a code of ethics and filing a Form 8-K for a change or waiver of such code; (xi) a range of enhanced penalties for
fraud and other violations; and (xii) expanded disclosure and certification relating to an issuer�s disclosure controls and procedures and internal
controls over financial reporting.
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As a result of the Sarbanes-Ox
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