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Lighthouse Bank is a locally owned and operated independent bank serving Santa
Cruz County. Our Bank was founded in October 2007 by approximately 350 local
residents, professionals and small business owners. Our core business operations are
conducted entirely in Santa Cruz County and we are committed to success driven
by the economic health and prosperity of our community and local ownership.
Lighthouse Bank offers a full array of loan and deposit products to professionals,
small to medium sized businesses and non-profit organizations in our community.
We specialize in developing relationships that are tailored to meet the individual needs
of each client. Our local headquarters and management give us the ability to respond
to your needs quickly. Simply put, we believe in consistently delivering competitive
products with a level of personalized, professional and highly-responsive service
that is unmatched.
We value the trust our owners and clients place in us and recognize that they make
our business possible. We invite you to visit us and experience premier local banking
at Lighthouse Bank.
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A L e t t er To O u r O w n er s

To our Owners, Employees, Clients and Community,

On behalf of the Board of Directors and Management of Lighthouse Bank, we present our financial

results for the fiscal year ended December 31, 2009. We are pleased to report that the Bank continued to
experience consistent growth and increasing revenue in spite of the negative economic climate that persisted
throughout 2009.
Our results for the year continued to be in line with original business plan projections established
prior to the Bank’s opening in 2007. During the year total assets grew to over $91 million, deposits reached
$70 million and total loans exceeded $55 million. We reached a significant milestone by achieving profitable
operations during the 3rd and 4th quarters of 2009. The operating loss of $197 thousand for the fiscal
year ended December 31, 2009 was offset by nearly $360 thousand in non-cash charges related to stock
option accounting. Shareholders’ equity increased by $208 thousand for the year. Lighthouse Bank’s equity
continues to significantly exceed regulatory requirements designating the Bank as a “well capitalized”
financial institution. More comprehensive financial results are included in detail later in this report.
During 2009, high unemployment levels, declining real estate values and a crippling recession created
the perfect economic storm for the banking industry. These conditions have also negatively impacted many
of our clients and, to a large extent, our entire community. In the face of these circumstances the Bank
has continued to invest locally by ensuring that credit remains accessible to our community, fueled by the
expanding depository relationships of our local clients. The Bank remains focused on achieving success
by fostering and maintaining long-term and durable business and personal banking relationships, while
providing solid economic value to our clients and owners.

John C. Burroughs
Chairman of the Board

Richard G. Hofstetter
President and CEO
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A L e t t er To O u r O w n er s
The Bank’s business model will position us well for success in 2010 and for years to come. Through
measured and deliberate growth, responsible investment practices, internal efficiency and effective cost
control, the Bank will avoid the structural defects that have plagued much of the financial services industry.
Growth will be achieved by providing superior, highly personalized services and tangible financial value to
our clients.
The coming year will present significant challenges for the economy, the banking industry and for
Lighthouse Bank. Our financial success in 2010 will be predicated on generating quality loan growth,
together with increasing core (checking and money market) depository relationships. We are confident
that while economic recovery is expected to be slow, Lighthouse Bank is poised to operate effectively in this
and any other economic environment. We are optimistic that the Bank’s common sense method of operation
executed by our committed and exceptionally qualified staff will produce positive results for all.
As always, we would like to thank our owners, clients and staff for their continued support as we
move forward to meet the challenges and uncover the opportunities that lie ahead. Please join us at our
annual shareholder meeting at the Museum of Art and History at the McPherson Center on Thursday,
May 20, 2010 at 4:00 P.M.

Sincerely,

John C. Burroughs				
Chairman of the Board				

Richard G. Hofstetter
President and CEO
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Lighthouse Bank
We have audited the balance sheets of Lighthouse Bank as of December 31, 2009, and 2008 and the
related statements of operations, changes in stockholders’ equity and other comprehensive income,
and cash flows for the period from October 29, 2007 (date of inception) through December 31, 2007,
and for each of the years in the two year period ended December 31, 2009. These financial statements
are the responsibility of the Bank’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Lighthouse Bank as of December 31, 2009 and 2008 and the results of
its operations and its cash flows for the period from October 29, 2007 (date of inception) through
December 31, 2007, and for each of the years in the two year period ended December 31, 2009, in
conformity with accounting principles generally accepted in the United States of America.

Palo Alto, California
March 12, 2010

260 Sheridan Avenue, Suite 440 Palo Alto, CA 94306 Tel: 650.462.0400 Fax: 650.462.0500 www.vtdcpa.com
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STATEMENTS OF CONDITION
STATEMENTS OF CONDITION
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STATEMENT OF SHAREHOLDER’S EQUITY

STATEMENT
OF SHAREHOLDERS’ EQUITY
Period from October 29, 2007 (inception) to December 31, 2009
Period from October 29, 2007 (inception) to December 31, 2009
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NOTES TO FINANCIAL STATEMENTS
NOTES TO
December
31, FINANCIAL
2009 and 2008STATEMENTS
December 31, 2009 and 2008

Note 1. Summary of Significant Accounting Policies
Description of the Business — Lighthouse Bank (the Bank) is a California state chartered bank which
offers a full range of commercial and personal banking services to residents and businesses in Santa Cruz
County, California, through its office in Santa Cruz, California. The Bank was incorporated on June 13, 2007
as Lighthouse Bank (In Organization) and commenced banking operations on October 29, 2007 (inception),
upon receipt of final approval from the California Department of Financial Institutions and the issuance of
deposit insurance by the Federal Deposit Insurance Corporation. The Bank is subject to competition from
other financial institutions. Additionally, the Bank is subject to regulations by the above referenced regulatory
agencies and undergoes periodic examinations by those agencies.
The majority of the Bank's business is done with customers located in Northern California, specifically in
Santa Cruz and adjacent counties. The Bank has 56 credit arrangements that are collateralized by real
estate. Generally, the Bank maintains loan-to-value ratios no greater than 70 percent on commercial and
multi-family real estate loans and no greater than 70 percent on single-family residential real estate loans.
At December 31, 2009, the Bank had loans outstanding of approximately $48,890,000 that were
collateralized by real estate. There were no other significant loan concentrations.
Subsequent Events — The Bank has evaluated subsequent events for recognition and disclosure through
March 12, 2010, which is the date the financial statements were available to be issued.
Summary of Significant Accounting Policies — The accounting and reporting policies of the Bank
conform to generally accepted accounting principles in the United States of America and prevailing practices
within the banking industry. The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
accounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. The following is a summary of significant policies used in the preparation
of the accompanying financial statements.
Cash and Cash Equivalents — For purposes of reporting cash flows, cash and cash equivalents include
cash on hand, amounts due from banks, federal funds sold and highly liquid debt instruments with an original
maturity of 90 days or less. The Bank had no cash reserve requirements at December 31, 2009 or at
December 31, 2008.
Investment Securities — Marketable investment securities have consisted of U.S. Government Agency
and Agency mortgage-backed securities. At the time of purchase, the Bank designates securities as either
“held-to-maturity” or “available-for-sale” based on its investment objectives, operational needs and intent.
The Bank does not engage in securities trading activities.
Held-to-maturity securities are recorded at amortized cost, adjusted for amortization or accretion of
premiums or discounts. Available-for-sale securities are recorded at fair value with unrealized holding gains
and losses, net of the related tax effect, reported as a separate component of shareholders’ equity until
realized. During the year ended December 31, 2009, there were no transfers between classifications.
Premiums and discounts are amortized or accreted over the life of the related security as an adjustment to
yield using the effective interest method. Dividend and interest income are recognized on an accrual basis.
Realized gains and losses for securities classified as available-for-sale and held-to-maturity are included in
earnings and are derived using the specific identification method for determining the cost of securities sold.
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Management evaluates securities for other-than-temporary impairment (“OTTI”) at least on a quarterly basis
and more frequently when economic or market conditions warrant. A decline in the market value of any
available-for-sale security below cost that is deemed other than temporary, results in a charge to earnings
and the establishment of a new cost basis for the security. No such declines have occurred.
Loans — Loans are stated at the amount of unpaid principal, net of deferred fees, and reduced by an
allowance for loan losses. Accrual of interest is discontinued on loans which are more than 90 days
delinquent or when Management believes, after considering economic and business conditions and
collection efforts, that the borrower's financial condition is such that collection of interest is doubtful unless
the loans are well-secured and in the process of collection. When a loan is placed on non-accrual status, all
interest previously accrued but not collected is charged against current period income. Income on such loans
is then recognized only to the extent that cash is received and where the future collection of principal is
probable. Generally, a non-accrual loan will be restored to an accrual status when none of its principal and
interest is past due, when prospects for future contractual payments are no longer in doubt and when the
loan becomes well-secured and in the process of collection.
Non-refundable fees and estimated loan origination costs are deferred net and are amortized to income over
the expected life of the loan using a method that approximates the level yield method.
Impaired Loans — The Bank considers a loan to be impaired when, based on current information and
events, it is probable that the Bank will be unable to collect all amounts due according to the contractual
terms of the loan agreement, including scheduled interest payments. Generally, the Bank identifies loans
to be reported as impaired when such loans are in non-accrual status or are considered troubled debt
restructurings due to the granting of a below-market rate of interest or a partial forgiveness of indebtedness
on an existing loan. Any allowance on impaired loans is generally based on one of three methods. 1) present
value of expected future cash flows discounted at the loan's effective interest rate or, 2) as a practical
expedient, at the loan's observable market price or 3) the fair value of the collateral if the loan is collateral
dependent. Income recognition on impaired loans is consistent with the policy for income recognition on
non-accrual loans described above.
Allowance for Loan Losses — The allowance for loan losses is established through periodic provisions for
possible loan losses. Loans are charged against the allowance for loan losses when Management believes
that the collectability of the principal is unlikely. The allowance is a reserve to provide for possible losses on
existing loans that may become uncollectable, based on evaluations of the collectability of loans and prior
loan loss experience. The evaluations include consideration of changes in the nature and volume
of the loan portfolio, overall portfolio quality, a review of specific problem loans, and current economic
conditions that may affect the borrowers' ability to pay.
Management believes that the allowance for loans losses is adequate. While Management uses available
information to recognize losses on loans, future additions to the allowance may be necessary based on
changes in economic conditions. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review Bank's allowance for loan losses. Such agencies may require the
Bank to recognize additions to the allowance based on their judgment of information available to them at
the time of their examination.
Premises & Equipment — Premises and equipment are stated at cost less accumulated depreciation and
amortization and include additions that materially extend the useful lives of existing premises and equipment.
All other maintenance and repair expenditures are expensed as incurred.
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Depreciation is computed using the straight-line method over the estimated useful lives of the assets, three
to five years, and are expensed to non-interest expense. Leasehold improvements are amortized over the
initial term of the lease.
Federal Home Loan Bank Stock — The Bank is a member of the FHLB system. Members are required
to own a certain amount of stock based on the level of borrowings and other factors, and may invest in
additional amounts. FHLB stock is carried at cost, classified as a restricted security, and periodically
evaluated for impairment based on the ultimate recovery of par value. Both cash and stock dividends
are reported as income.
Other Real Estate Owned — Other real estate owned represents real estate acquired through foreclosure
and is carried at the lower of the recorded investment on the property or its fair value. Prior to foreclosure,
the value of the underlying loan is written down to the fair market value of the real estate to be acquired by
a charge to the allowance for credit losses, if necessary. Any subsequent write-downs are charged against
operating expenses. Operating expenses of such properties, net of related income are included in other
expenses.
Income Taxes — Deferred tax assets and liabilities are recognized at currently enacted rates applicable to
the period in which the deferred tax assets and liabilities are expected to be realized and settled. Deferred
income taxes are provided on income and expense items recognized in different periods for financial
statement and tax reporting purposes. As the Bank has not reached a stage of sustained profitability, any
net deferred tax benefit arising from temporary differences between financial statement and tax reporting
has been offset by a valuation allowance resulting in no net deferred tax asset being recorded at
December 31, 2009, and 2008.
The Bank has adopted guidance issued by the Financial Accounting Standards Board (“FASB”) that clarifies
the accounting for uncertainty in tax positions taken or expected to be taken on a tax return and provides that
the tax effects from an uncertain tax position can be recognized in the financial statements only if, based on
its merits, the position is more likely than not to be sustained on audit by the taxing authorities. Interest and
penalties related to uncertain tax positions are recorded as part of income tax expense.
This guidance has been applied to all tax positions of the Bank as of inception. The adoption of this guidance
has not had a material impact on the Bank’s financial position, results of operations or cash flows for the
periods presented.
Stock-Based Compensation — The Bank recognizes the cost of employee services received in exchange
for awards of stock options, or other equity instruments, based on the grant-date fair value of those awards.
This cost is recognized over the period which an employee is required to provide services in exchange for
the award, generally the vesting period. See Note 8 for additional information on the Bank’s stock option
plan.
Fair Value Measurements — Fair value is the exchange price that would be received for an asset or paid
to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in
an orderly transaction between market participants on the measurement date. Current accounting guidance
establishes a fair value hierarchy, which requires an entity to maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair value. The guidance describes three levels
of inputs that may be used to measure fair value:
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Level 1: Quoted prices (unadjusted) or identical assets or liabilities in active markets that the
entity has the ability to access as of the measurement date.
Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices
for similar assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data.
Level 3: Significant unobservable inputs that reflect a Bank’s own assumptions about the
assumptions that market participants would use in pricing an asset or liability.
See Note 12 for more information and disclosures relating to the Bank’s fair value measurements.
Earnings (Loss) Per Share — Basic EPS excludes dilution and is computed by dividing income available
to common stockholders by the weighted-average number of common shares outstanding for the period.
Diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common
stock were exercised or converted into common stock or resulted in the issuance of common stock that then
shared in the earnings of the entity. Due to the operating losses incurred there are no potentially dilutive
securities at December 31, 2009, December 31, 2008 or December 31, 2007. The weighted average shares
outstanding was 1,853,028 at each of the periods ended December 31, 2009, 2008 and 2007.
Comprehensive Income — Changes in unrealized gains and losses on available-for-sale securities is the
only component of accumulated other comprehensive income for the Bank. The Bank had accumulated other
comprehensive income totaling $49,808 and $50,578, at December 31, 2009 and December 31, 2008,
respectively.

Adoption of New Accounting Standards
Subsequent Events — In May 2009, the FASB issued guidance which requires the effects of events that
occur subsequent to the balance-sheet date be evaluated through the date the financial statements are
either issued or available to be issued. Entities are to disclose the date through which subsequent events
have been evaluated and whether that date is the date the financial statements were issued or the date the
financial statements were available to be issued. Entities are required to reflect in their financial statements
the effects of subsequent events that provide additional evidence about conditions at the balance-sheet date
(recognized subsequent events). Entities are also prohibited from reflecting in their financial statements the
effects of subsequent events that provide evidence about conditions that arose after the balance-sheet date
(non-recognized subsequent events), but requires information about those events to be disclosed if
the financial statements would otherwise be misleading. This guidance was effective for annual financial
periods ended after June 15, 2009 with prospective application. The Bank adopted the guidance for the year
ended December 31, 2009 by including the required disclosures in Note 1 to the financial statements.
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Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles — In June 2009, accounting standards were revised to establish the Accounting Standards
Codification (the “Codification”) as the source of authoritative accounting principles recognized by the
FASB to be applied by nongovernmental entities in the preparation of financial statements in conformity
with Generally Accepted Accounting Principles (“GAAP”). The Codification does not change current GAAP,
but is intended to simplify user access to all authoritative GAAP by providing all the authoritative literature
related to a particular topic in one place. The Codification is effective for annual periods ended after
September 15, 2009, and as of the effective date, all existing accounting standard documents were
superseded. Adoption of the Codification in 2009 did not have a material impact on the Bank’s financial
statements.
Fair Value Measurements — In April 2009, accounting standards were amended to provide additional
guidance for determining the fair value of a financial asset or financial liability when the volume and level
of activity for such asset or liability decreased significantly and also to provide guidance for determining
whether a transaction is orderly. The amendments were effective for annual reporting periods ended after
June 15, 2009. Adoption of the amendments in 2009 did not have a material impact on the Bank’s financial
statements.
In February 2008, the FASB issued instructions that delayed the effective date of fair value measurement for
all non-financial assets and non-financial liabilities, except those that are recognized or disclosed at fair value
on a recurring basis (at least annually) for fiscal years beginning after November 15, 2008. Adoption of the
fair value measurement rules in 2009 for non-financial assets and non-financial liabilities subject to the delay
did not have a material impact on Bank’s financial statements.
Other-Than-Temporary Impairment — In April 2009, accounting standards were amended to provide
expanded guidance concerning the recognition and measurement of other-than-temporary impairments
of debt securities classified as available for sale or held to maturity. The amendments require an entity to
recognize the credit component of an other-than-temporary impairment of a debt security in earnings and the
noncredit component in other comprehensive income when the entity does not intend to sell the security and
it is more likely than not that the entity will not be required to sell the security prior to recovery. Expanded
disclosures are also required concerning such impairments. The amendments were effective for annual
reporting periods ended after June 15, 2009. Adoption of the amendments in 2009 did not have a material
impact on the Bank’s financial statements.
Newly Issued Not Yet Effective Accounting Standards — In June 2009, accounting standards were
amended to clarify when a transferor has surrendered control over transferred financial assets and thus is
entitled to account for the transfer as a sale. The amendments establish specific conditions for accounting
for the transfer of a financial asset, or a portion of a financial asset, as a sale. The amendments could impact
when a loan participation or SBA loan sale may be accounted for as a sale and the related transferred asset
derecognized by the Bank. This guidance is effective for transfers occurring on or after January 1, 2010.
The Bank has not yet completed its evaluation of these amendments, but does not expect that they will
have a material impact on its balance sheet or statement of operations.
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Note 2. Investment Securities
The following table summarizes Lighthouse Bank’s securities held-to-maturity and available-for-sale at
December 31, 2009, and December 31, 2008:

The amortized cost and estimated fair value of investment securities at December 31, 2009 and
December 31, 2008 by contractual maturity are shown below, except for mortgage-backed securities and
other securities which are presented in total. Expected maturities on mortgage-backed securities will differ
from contractual maturities because borrowers may have the right to call or prepay obligations with or
without call or prepayment penalties.

There are no investment securities in a temporary unrealized loss position as of December 31, 2009. There
are no investment securities that have been in a temporary unrealized loss position for 12 months or longer.
No investment securities were sold in 2009 or 2008. There were no investment securities required to be
pledged to secure public deposits at December 31, 2009 and December 31, 2008, or for any other purposes,
required or permitted by law, at December 31, 2008. Investment securities pledged to secure Federal Home
Loan Bank borrowings (note 7) at December 31, 2009 were $700,000.
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Note 3. Loans
Loan maturity and rate sensitivity data (excluding loans on non-accrual) of the loan portfolio, in thousands,
at December 31, 2009 and 2008 are as follows (in thousands):

Changes in the allowance for loan losses were as follows:
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In general, the Bank would not recognize any interest income on loans that are classified as impaired. The
following is a summary of the investment in impaired loans as of December 31, 2009 and 2008, including the
related allowance for loan losses and cash-basis income recognized. Also shown are loans on non-accrual
and those that are past due and still accruing interest:

Note 4. Premises and Equipment
The following presents the cost of premises and equipment including leasehold improvements and the
related accumulated depreciation and amortization at December 31, 2009 and December 31, 2008:

Depreciation and amortization expense of premises and equipment aggregated $185,995 and $173,853 for
the years ended December 31, 2009 and December 31, 2008, respectively, and $26,604 for the period from
October 29, 2007 (inception) to December 31, 2007.

Note 5. Income Taxes
Deferred income taxes are the result of differences between income tax accounting and accounting
principles generally accepted in the United States of America, with respect to income and expense
recognition. The following is a summary of the components of the net deferred tax asset accounts as of
December 31, 2009:

LIGHTHOUSE BA NK | 2009 A NNUAL R EPORT

|

15

Notes to Financial Statements

NOTES
NOTES TO
TO FINANCIAL
FINANCIAL STATEMENTS
STATEMENTS
December 31, 2009 and 2008
December
December 31,
31, 2009
2009 and
and 2008
2008

The
The valuation
valuation allowance
allowance is
is necessary
necessary as
as the
the Bank
Bank has
has not
not generated
generated earnings
earnings sufficient
sufficient to
to support
support the
the
recognition
of
the
deferred
tax
asset.
Both
federal
and
state
net
operating
loss
carryovers
will
begin
recognition of the deferred tax asset. Both federal and state net operating loss carryovers will begin to
to expire
expire
20
20 years
years from
from the
the date
date the
the loss
loss was
was incurred.
incurred. Therefore
Therefore both
both the
the federal
federal and
and state
state carryovers
carryovers will
will begin
begin to
to
expire
expire in
in 2027.
2027. The
The provision
provision for
for income
income taxes
taxes is
is as
as follows
follows for
for the
the years
years ended
ended December
December 31,
31, 2009
2009 and
and
December
December 31,
31, 2008:
2008:

Note
Note 6.
6. Time
Time Deposits
Deposits
The
The aggregate
aggregate amount
amount of
of time
time deposit
deposit accounts
accounts equal
equal to
to or
or greater
greater than
than $100,000
$100,000 was
was $16,624,183
$16,624,183 and
and
$9,255,746
at
December
31,
2009
and
December
31,
2008,
respectively.
At
December
31,
$9,255,746 at December 31, 2009 and December 31, 2008, respectively. At December 31, 2009
2009 the
the
scheduled
scheduled maturities
maturities for
for time
time deposits
deposits were
were as
as follows
follows (in
(in thousands):
thousands):

Interest
Interest expense
expense on
on time
time deposits
deposits of
of $100,000
$100,000 or
or more
more was
was $287,864,
$287,864, $194,514
$194,514 and
and $3,119
$3,119 in
in 2009,
2009, 2008
2008
and
and 2007,
2007, respectively.
respectively.

Note
Note 7.
7. Borrowed
Borrowed Funds
Funds
The
The Bank
Bank has
has obtained
obtained federal
federal funds
funds borrowing
borrowing guidance
guidance lines
lines with
with its
its correspondent
correspondent banks
banks in
in an
an aggregate
aggregate
amount
amount of
of $5.5
$5.5 million
million on
on an
an unsecured
unsecured basis.
basis. The
The only
only usage
usage of
of these
these guidance
guidance lines
lines was
was to
to successfully
successfully
test
test their
their availability.
availability. Additionally,
Additionally, the
the Bank
Bank has
has established
established aa secured
secured borrowing
borrowing facility
facility with
with the
the Federal
Federal
Reserve
Reserve Bank
Bank of
of San
San Francisco.
Francisco. Total
Total FHLB
FHLB borrowings
borrowings at
at December
December 31,
31, 2009
2009 were
were $4,100,000
$4,100,000 with
with aa
weighted
average
maturity
of
153
days
and
a
weighted
average
cost
of
0.83%.
At
December
31,
2009,
weighted average maturity of 153 days and a weighted average cost of 0.83%. At December 31, 2009, the
the
Bank
Bank had
had aa total
total available
available borrowing
borrowing capacity
capacity of
of $9,437,283
$9,437,283 which
which included
included $3,937,283
$3,937,283 in
in secured
secured borrowing
borrowing
capacity
capacity from
from the
the FHLB.
FHLB.

Note
Note 8.
8. Stock
Stock Options
Options
The
The Bank
Bank has
has adopted
adopted aa qualified
qualified stock
stock option
option plan
plan (the
(the Plan)
Plan) for
for employees,
employees, non-employee
non-employee directors
directors and
and
Bank
founders,
under
which
a
maximum
of
555,908
shares
of
Bank’s
common
stock
may
be
issued.
Bank founders, under which a maximum of 555,908 shares of Bank’s common stock may be issued. The
The
Plan
Plan calls
calls for
for the
the exercise
exercise prices
prices of
of the
the options
options to
to be
be equal
equal to
to or
or greater
greater than
than the
the fair
fair market
market value
value of
of the
the
stock
stock at
at the
the time
time of
of grant.
grant. Options
Options granted
granted to
to Bank
Bank founders
founders who
who are
are not
not also
also Bank
Bank directors
directors or
or Bank
Bank officers
officers

16 | LIGHTHOUSE BA NK | 20 09 A NNUA L R EPORT

Notes to Financial Statements
NOTES
TO
FINANCIAL
STATEMENTS
NOTES
NOTESTO
TO
FINANCIAL
STATEMENTS
December
31,FINANCIAL
2009
and 2008STATEMENTS
December
31,
2009
and
2008
December
December31,
31,2009
2009and
and2008
2008

were
fully
vested
upon
the
date
ofofgrant.
grant.
All
other
options
shares
granted
have
annual
vesting
over
the
first
were
werefully
fullyvested
vestedupon
uponthe
thedate
dateof
grant.All
Allother
otheroptions
optionsshares
sharesgranted
grantedhave
haveannual
annualvesting
vestingover
overthe
thefirst
first
three
years
ofofthe
the
option
contract.
All
option
contracts
for
founders
who
are
not
also
Bank
directors
or
Bank
three
threeyears
yearsof
theoption
optioncontract.
contract.All
Alloption
optioncontracts
contractsfor
forfounders
founderswho
whoare
arenot
notalso
alsoBank
Bankdirectors
directorsor
orBank
Bank
officers
have
expiration
dates
ofoften
ten
years
from
the
date
ofofgrant.
grant.
All
director
and
employee
option
contracts
officers
officershave
haveexpiration
expirationdates
datesof
tenyears
yearsfrom
fromthe
thedate
dateof
grant.All
Alldirector
directorand
andemployee
employeeoption
optioncontracts
contracts
have
expiration
dates
on
the
earlier
ofoftermination
termination
ofofservice
service
or
10
years
from
the
date
ofofgrant.
grant.
have
haveexpiration
expirationdates
dateson
onthe
theearlier
earlierof
terminationof
serviceor
or10
10years
yearsfrom
fromthe
thedate
dateof
grant.
The
following
isisaaasummary
summary
ofofrequired
required
disclosures
relating
totothe
the
Bank’s
stock
option
plan
for
the
periods
The
Thefollowing
followingis
summaryof
requireddisclosures
disclosuresrelating
relatingto
theBank’s
Bank’sstock
stockoption
optionplan
planfor
forthe
theperiods
periods
presented:
presented:
presented:

There
was
no
aggregate
intrinsic
value
ofofstock
stock
option
awards
outstanding
and
exercisable
atat
There
Therewas
wasno
noaggregate
aggregateintrinsic
intrinsicvalue
valueof
stockoption
optionawards
awardsoutstanding
outstandingand
andexercisable
exercisableat
December
31,
2009.
December
December31,
31,2009.
2009.
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December 31, 2009 and 2008

The number and weighted average grant date fair value of options granted is as follows for the years
ended December 31, 2009 and December 31, 2008:

The weighted average assumptions used for 2009, 2008 and 2007 in determining the fair value of options
granted are as follows:

Note 9. 401(k) Employee Benefit Plan
All employees of the Bank are immediately, upon employment, eligible to participate in the Bank’s 401(k)
Plan which is a tax-deferred savings plan designed to assist employees in preparing for their retirement
years. Employees may contribute to the Plan up to certain limits prescribed by the Internal Revenue Service.
The Bank does not match employee contributions.

Note 10. Related Party Transactions
In the ordinary course of business, Bank policies allow the making of loans to directors, officers, principal
shareholders and their associates on substantially the same terms, including interest rates, origination and
commitment fees, and collateral, as comparable transactions with unaffiliated persons, and such loans do
not involve more than the normal risk of collectability. The Bank had no loans and/or extensions of credit
made to or guaranteed by the Bank's directors and officers and their related companies at December 31,
2009, and December 31, 2008.

Note 11. Restrictions, Commitments, Contingencies and Other Disclosures
Restrictions on Cash and Due from Banks. Lighthouse Bank is subject to Federal Reserve Act Regulation
D which requires banks to maintain average reserve balances with the Federal Reserve Bank. Reserve
requirements are offset by usable cash reserves. As of December 31, 2009 and December 31, 2008,
Lighthouse Bank had no reserve requirement.
As compensation for check clearing and other services, compensating balances of approximately $345,000
and $10,000 were maintained with correspondent banks at December 31, 2009 and December 31, 2008,
respectively. At times, the Bank maintained deposit amounts at corresponding banks that exceed federally
insured limits. The Bank has not experienced any losses on amounts exceeding the insured limits.

18 | LIGHTHOUSE BA NK | 2009 A NNUA L R EPORT

NOTES TO
Notes
to FINANCIAL
FinancialSTATEMENTS
Statements
December TO
31, 2009
and 2008 STATEMENTS
NOTES
FINANCIAL

December 31, 2009 and 2008
December 31, 2009 and 2008

Building Lease Commitments. The current operating lease for the Bank’s 111 Mission Street office in
Santa Cruz
expires
November 30,The
2012,
with operating
an option lease
to extend
for Bank’s
three additional
5 year
periods.
Building
Lease
Commitments.
current
for the
111 Mission
Street
officeThe
in
monthly
lease
payment
for the 30,
Santa
Cruz
Office
is presently
$11,700
plus additional
triple net expenses
for taxes,
Santa
Cruz
expires
November
2012,
with
an option
to extend
for three
5 year periods.
The
insurance
and payment
maintenance
and
the lease
is fixed at$11,700
this amount
theexpenses
initial term.
monthly
lease
for the
Santa
Cruz payment
Office is presently
plusduring
triple net
for taxes,
insurance and maintenance and the lease payment is fixed at this amount during the initial term.
Minimum rental payments for future years under this lease are as follows at December 31, 2009:
Minimum rental payments for future years under this lease are as follows at December 31, 2009:

Building rent expense was $140,440 for both the years ended December 31, 2009 and December 31, 2008,
and was rent
$24,532
fromwas
October
29, 2007
(inception)
to December
31, 2007.
Building
expense
$140,440
for both
the years
ended December
31, 2009 and December 31, 2008,
and was $24,532 from October 29, 2007 (inception) to December 31, 2007.
Loan Commitments. The Bank is a party to financial instruments with off-balance sheet risk in the
normalCommitments.
course of business
to meet
financing
needsinstruments
of its customers.
These financial
Loan
The Bank
is athe
party
to financial
with off-balance
sheet instruments
risk in the include
commitments
credit.
Those
involve,
to customers.
varying degrees,
credit and include
interest
normal
coursetoofextend
business
to meet
theinstruments
financing needs
of its
Theseelements
financial of
instruments
rate risk in excess
of thecredit.
amount
recognized
in theinvolve,
consolidated
balance
sheets.
The contract
amounts
of
commitments
to extend
Those
instruments
to varying
degrees,
elements
of credit
and interest
thoserisk
instruments
the extent
of involvement
the Bank has balance
in particular
classes
financial
rate
in excess reflect
of the amount
recognized
in the consolidated
sheets.
The of
contract
amounts of
instruments.
those
instruments reflect the extent of involvement the Bank has in particular classes of financial
instruments.
The Bank's exposure to credit loss in the event of nonperformance by the other party to the financial
instrument
commitments
to loss
extend
credit
is represented
by the contractual
those
instruments.
The
Bank'sfor
exposure
to credit
in the
event
of nonperformance
by the otheramount
party toofthe
financial
The Bank uses
the same credit
policiescredit
in making
commitments
and
conditional
obligations
as itinstruments.
does for
instrument
for commitments
to extend
is represented
by the
contractual
amount
of those
on-balance-sheet
The
Bank uses theinstruments.
same credit policies in making commitments and conditional obligations as it does for
on-balance-sheet instruments.
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established
in the
contract.
Commitments
generally
have fixed
expiration
dates
orviolation
other termination
Commitments
to extend
credit
are agreements
to lend
to a customer
as long
as there
is no
of any
clauses and
may require
payment
of a
fee. Since many
of the have
commitments
are expected
toother
expiretermination
without
condition
established
in the
contract.
Commitments
generally
fixed expiration
dates or
being drawn
upon,require
the total
commitment
amounts
do notofnecessarily
represent
cashtorequirements.
clauses
and may
payment
of a fee.
Since many
the commitments
arefuture
expected
expire without
The Bank
evaluates
each
customer's
credit
worthiness
onnecessarily
a case-by-case
basis.future
The amount
of collateral
being
drawn
upon, the
total
commitment
amounts
do not
represent
cash requirements.
obtained,
deemed necessary
by thecredit
Bank worthiness
upon extension
credit, is based
onThe
Management's
credit
The
Bank ifevaluates
each customer's
on a of
case-by-case
basis.
amount of collateral
evaluation.if Collateral
held varies
include
cash, securities,
accounts
receivable,
inventory,credit
property,
obtained,
deemed necessary
bybut
themay
Bank
upon extension
of credit,
is based
on Management's
plant and equipment,
residential
estate
and income-producing
commercial
properties.
evaluation.
Collateral held
variesreal
but may
include
cash, securities, accounts
receivable,
inventory, property,
plant and equipment, residential real estate and income-producing commercial properties.
Financial instruments whose contract amounts represent credit risk at December 31, 2009 and
Decemberinstruments
31, 2008 are
as follows:
Financial
whose
contract amounts represent credit risk at December 31, 2009 and
December 31, 2008 are as follows:

Legal Matters. At December 31, 2009, the Bank was not subject to or knows of any claims and/or lawsuits
that could
have At
a material
financial
impact
the was
operations
of thetoBank.
Legal
Matters.
December
31, 2009,
theon
Bank
not subject
or knows of any claims and/or lawsuits
that could have a material financial impact on the operations of the Bank.
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Note 12. Fair Value of Financial Instruments
In accordance with SFAS No. 157, the Bank groups its financial assets and financial liabilities measured at
fair value in three levels, based on the markets in which the assets and liabilities are traded and the reliability
of the assumptions used to determine fair value. These levels are:
Level 1 – Valuations for assets and liabilities traded in active exchange markets, such as the
New York Stock Exchange. Level 1 also includes U.S. Treasury, other U.S. government and
agency mortgage-backed securities that are traded by dealers or brokers in active markets.
Valuations are obtained from readily available pricing sources for market transactions
involving identical assets or liabilities.
Level 2 – Valuations for assets and liabilities traded in less active dealer or broker markets.
Valuations are obtained from third party pricing services for identical or comparable assets
or liabilities.
Level 3 – Valuations for assets and liabilities that are derived from other valuation
methodologies, including option pricing models, discounted cash flow models and similar
techniques, and not based on market exchange, dealer, or broker traded transactions. Level
3 valuations incorporate certain assumptions and projections in determining the fair value
assigned to such assets or liabilities.
The only assets or liabilities measured at fair value on the bank’s balance sheet at December 31, 2009
and 2008 are the investment securities classified as available for sale totaling $2,759,425 and $3,671,886,
respectively. Fair value for this group is based on the Level 2 assumption. Assets measured at fair value on
a non-recurring basis at December 31, 2009 consist solely of other real estate owned of $3,882,387, having
a fair value assertion based on the Level 3 assumption.
The were no changes in Level 3 assets and liabilities measured at fair value on a recurring basis for the
year ended December 31, 2009.
The Bank may be required, from time to time, to measure certain other financial assets at fair value on a
non-recurring basis in accordance with GAAP. These adjustments to fair value usually result from application
of lower-of-cost-or-market accounting or write-downs of individual assets. There were no assets measured
at fair value on a non-recurring basis for the year ended December 31, 2009.
The following table presents the carrying amounts and estimated fair values of the Bank's financial
instruments at December 31, 2009 and December 31, 2008. The fair value of financial instruments does
not represent actual amounts that may be realized upon any sale or liquidation of the related assets or
liabilities. In addition, these values do not give effect to discounts to fair value which may occur when
financial instruments are sold in larger quantities. The fair values presented represent the Bank's best
estimate of fair value using the methodologies discussed below.
The respective carrying values of certain on-balance-sheet financial instruments approximated their fair
values. These financial instruments include cash and cash equivalents, interest-bearing deposits in other
banks, banker’s bank and Federal Home Loan Bank stock and demand and savings deposits. Carrying
values were assumed to approximate fair values for these financial instruments as they are short term in
nature and their recorded amounts approximate fair values or are receivable or payable on demand. The
Bank does not use derivative financial instruments.
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The following methods and assumptions were used to estimate the fair value of other classes of financial
instruments:
Securities: The fair values of securities classified as available-for-sale and held-to-maturity are based on
quoted market prices at the reporting date for those or similar investments.
Loans: The fair value of fixed rate loans is determined as the present value of expected future cash flows
discounted at the interest rate currently offered by the Bank, which approximates rates currently offered
by local lending institutions for loans of similar terms to companies with comparable credit risk. Variable
rate loans which re-price frequently with changes in approximate market rates were valued using the
outstanding principal balance. The estimated fair value of loan commitments and contingent liabilities at
December 31, 2009 and December 31, 2008 approximate current book values.
Deposits: The fair values of demand deposits, savings deposits, and money market deposits without
defined maturities were the amounts payable on demand. For substantially all deposits with defined
maturities, the fair values were calculated using discounted cash flow models based on market interest
rates for different product types and maturity dates. For variable rate deposits where the Bank has the
contractual right to change rates, carrying value was assumed to approximate fair value. The discount
rates used were based on rates for comparable deposits.
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Note 13. Other Operating Income and Expense
The following is a breakdown of other non-interest income and non-interest expense in the Statement of
Operations:

Note 14. Capital Adequacy
The Bank is subject to various regulatory capital adequacy requirements administered by the banking
regulatory agencies. The Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA)
required that the federal regulatory agencies adopt regulations defining five capital tiers for depository
institutions: well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and
critically undercapitalized. Failure to meet minimum capital requirements can initiate certain mandatory
and possibly additional discretionary actions by regulators that, if undertaken, would have a direct material
effect on the Bank’s financial statements.
Quantitative measures, established by the regulators to ensure capital adequacy, require that the Bank maintain
minimum ratios (set forth in the following table) of capital to risk weighted assets and average assets.
Management believes that, as of December 31, 2009, the Bank met all capital adequacy requirements to
which they were subject.
The most recent notification from the FDIC categorized the Bank as well capitalized under the FDICIA
regulatory framework for prompt corrective action. To be categorized as well capitalized; the institution
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must maintain
must maintain
a total risk-based
a total risk-based
capital ratio
capital
asratio
set forth
as set
in forth
the following
in the following
table and
table
notand
be subject
not be subject
to a capital
to a capital
must maintain
total as
risk-based
ratio
asThere
set forth
in
following
and
not be
subject
to notification
a capital
directive
directive
order a(such
order
(such
a Formal
as acapital
Formal
Agreement).
Agreement).
are
There
nothe
conditions
are
no conditions
ortable
events
or since
events
that
since
notification
that
that
that
directive
order
(such
as
a
Formal
Agreement).
There
are
no
conditions
or
events
since
that
notification
that
Management
Management
believesbelieves
has changed
has changed
the Bank’s
the Bank’s
risk-based
risk-based
category.
category.
Management believes has changed the Bank’s risk-based category.

The leverage
The leverage
ratio consists
ratio consists
of Tier 1ofcapital
Tier 1 divided
capital divided
by quarterly
by quarterly
averageaverage
assets, assets,
excluding
excluding
intangible
intangible
assets assets
The certain
leverage
ratioitems.
consists
ofminimum
Tier
capital
divided
quarterly
assets,
excluding
intangible
and
and certain
other
otherThe
items.
The1 minimum
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leverage
ratiobyguideline
ratio guideline
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4% for
is banking
4%
for banking
organizations
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that doassets
that
not do not
and certain
other items.
The growth
minimum
leverage
ratio
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4%
banking
organizations
that liquidity,
do
not good
anticipate
anticipate
significant
significant
growth
and
thatand
have
that
well-diversified
have
well-diversified
risk, is
excellent
risk,forexcellent
asset quality,
asset
quality,
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high
good
anticipate
significant
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and
that
have
well-diversified
risk,
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asset
quality,
high
liquidity,
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earnings
earnings
and, in and,
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in general,
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top-rated,
top-rated,
strong banking
strong banking
organizations.
organizations.
Throughout
Throughout
its first three
its first three
earnings
and,ofinoperation,
general,
are
strong
its
first8%.
three
years
ofyears
operation,
the Bank
theisconsidered
Bank
required
is required
totop-rated,
maintain
to maintain
a Tier 1banking
aLeverage
Tier 1 organizations.
Leverage
Ratio ofRatio
notThroughout
less
of not
than
less
8%.
than
years of operation, the Bank is required to maintain a Tier 1 Leverage Ratio of not less than 8%.

Note 15.
Note
Regulatory
15. Regulatory
Matters
Matters
Note 15. Regulatory Matters

Under the
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terms
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of approval
of deposit
of deposit
insurance
insurance
by the Federal
by the Federal
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Insurance
Insurance
Corporation,
Corporation,
the Bank’s
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Under
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Federal
Deposit
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in the appropriate
in the appropriate
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capital regulation
and guidance
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from from
Tier
1 capital-to-assets
leverage
ratio
(as defined
in
appropriate
capital
regulation
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federal
federal
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than
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firstthe
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first
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primary
federal
regulator)
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not
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than
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throughout
the
first
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of operation.
Additionally,
Additionally,
the FDIC’s
the FDIC’s
approval
approval
requiresrequires
that thethat
Bank
theoperate
Bank operate
within the
within
parameters
the parameters
of years
the of the
of operation.
the
FDIC’s
approval
requires
that
Bank
operateinsurance
within
thethe
parameters
the years
business
business
planAdditionally,
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as
part
as
of the
part
Bank’s
of the Bank’s
application
application
forthe
deposit
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insurance
during
during
firstthe
three
firstof
years
three
business
submitted
as
part
of
the Bank’s
application
for changes
deposit
insurance
during
firstdays
three
years
of
operation
of plan
operation
and
thatand
anythat
major
anydeviation
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deviation
or material
or material
changes
from the
from
planthe
beplan
submitted
be the
submitted
60
60
before
days before
of operation
andthe
that
any
deviation or material changes from the plan be submitted 60 days before
consummating
consummating
change.
themajor
change.
consummating the change.
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Boa r d of Dir ector s

(In order from left to right)

Richard G. Hofstetter
President and Chief
Executive Officer
Lighthouse Bank
Stephen D. Pahl
Chairman and
Chief Executive Officer
Pahl & McCay,
a Professional Law Corporation
James L. Weisenstein
President
Graystone Consulting, LLC.

John C. Burroughs, Chairman
Certified Financial Planner
Burroughs Financial Services
Vice Chairman
Foothill Securities, Inc.
Ritu P. Meister, M.D.
Physician
Dominican Medical Foundation
Bruce A. McPherson
California’s 30th Secretary of State
Past California State Senator,
15th District

William R. Slakey
Chief Financial Officer
LiveOps, Inc.
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Craig A. French
Managing Director and
Chief Operating Officer
Redtree Properties, LP.
Michael P. Dunn, D.O.
Physician
Dominican Hospital
Watsonville Community Hospital
Douglas D. Austin
President
The Austin Financial Group

Senior M a nagement

(In order from left to right)

Donald H. Soman
Executive Vice President
Chief Financial Officer

Lane S. Lawson, Jr.
Executive Vice President
Chief Credit Officer

Kimberly M. Raynal
Senior Vice President
Chief Operating Officer

Richard G. Hofstetter
President
Chief Executive Officer

Jon P. Sisk
Senior Vice President
Senior Lending Officer
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Staff

(In order from left to right)

Brianna Carabba
Assistant Vice President
Executive Administrator
Lane Lawson, Jr.
Executive Vice President
Chief Credit Officer
Michelle Cole
Assistant Vice President
Note Department Manager
Marshall Delk
Vice President
Business Development Officer
Wendy Matlick
Assistant Vice President
Service Manager
Robert Dennis
Vice President
SBA/Commercial Relationship Manager

Claudia Morales
Client Service Representative

Ivan Ditmars
Accounting Specialist

Joey Garcia
Client Service Representative

Lisa Ratliff
Loan Servicing Specialist

Matty Sinnott
Client Service Representative

Jon Sisk
Senior Vice President
Senior Lending Officer

Dara Mort
Loan Support Officer
Donald Soman
Executive Vice President
Chief Financial Officer
Judy Spellerberg
Senior Client Service Representative
Richard Hofstetter
President
Chief Executive Officer
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Kimberly Raynal
Senior Vice President
Chief Operating Officer
Jamie Ganly
Vice President
Commercial Real Estate and
Construction Loan Officer

Founding Orga nizer s

LIGHTHOUSE

BANK

ORGANIZERS
• Douglas & Jo-Ann Austin
• Don & Barbara Bargiacchi
• Gary & Valerie Benito
• Ken & Debra Bergman
• Chip & Suzie Bogaard
• Blaine & Connie Brokaw
• William Brooks
• John & Linda Burroughs
• Marshall & Sabrina Delk
• Dr. Michael & Julie Dunn
• Craig & Mimi French
• Peter & Nancy Port-Gaarn
• Doak & Jeri Gintert
• Russell & Alana Gross
• Richard G. Hofstetter
• Larry Kerr &
Jennifer Antrim
• Gary & Lynn Marietti

• Lido & Marie Marietti
• Bill & Julie McDermott
• Bruce & Mary McPherson
• Dr. Ritu & Robert Meister
• Herman Mondo
• Richard Murphy
• Jesse & Christine Nickell
• Tom & Lisa O’Rourke
• Stephen & Louise Pahl
• Rowland & Pat Rebele
• Hans Schroeder
• Jon & Margie Sisk
• William & Peggy Slakey
• James & Carol Weisenstein
• Whiting’s Foods
• Peter & Jackie Whiting
• Tim & Ann Williams
• Andy Zehnder
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Sh a r eholder R el ations
a nd Infor m ation
Stock Listing
Lighthouse Bank’s stock is listed on the Over-the-Counter Bulletin
Board (OTCBB) and trades under the ticker symbol LGHT.OB.
Market Maker
Lisa Gallo
Wedbush Morgan Securities, Lafayette, CA
Phone: (866) 491-7828
Email: lisa.gallo@wedbush.com
Shareholders with questions regarding their stockholder
account, stock transfer, lost certificates or changes of address should contact
their broker. In the event that certificates are held directly, shareholders
should contact the Bank’s stock transfer agent:
Computershare Trust Company, N.A.
First Class/Registered/Certified Mail:
P.O. Box 43070, Providence, RI 02940-3070
Courier Services:
250 Royall Street, Canton, MA 02021
Shareholder Service Number (s):
Phone: (800) 962-4284
Investor Centre™ portal:
www.computershare.com/investor
For assistance with other stock related matters or to change your
contact information for periodic shareholder communications sent
directly from the Bank, shareholders should contact:
Brianna Carabba
Lighthouse Bank
111 Mission Street, Santa Cruz, CA 95060
(831) 600-4007
For financial information beyond that shown in this report,
shareholders should contact:
Donald H. Soman
Chief Financial Officer
Lighthouse Bank
111 Mission Street, Santa Cruz, CA 95060
(831) 600-4009
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111 Mission Street
Santa Cruz, CA 95060
(831) 600-4000
www.lighthousebank.net
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