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TARP PROGRESS REPORT  
Through February 28, 2009 

 
March 6, 2009 

 
To:   Special Inspector General – TARP 
  1500 Pennsylvania Avenue, NW, Suite 1064 
  Washington, DC  20220 
  SIGTARP.response@do.treas.gov 
 
RE:   Pacific Coast Bankers’ Bancshares  

UST Seq. Number: 428 
 
The United States Government has made a significant investment in financial 
institutions, including Pacific Coast Bankers’ Bancshares (the “Company”), under the 
Troubled Asset Relief Program (TARP). The Company understands that TARP is about 
helping the American economy, and supporting U.S. businesses and our communities. 
Our responsibility is to put these funds to work quickly, prudently, and transparently to 
increase available lending and liquidity. 
The purpose of this letter is to communicate the activities we are undertaking in 
connection with the TARP program in response to the letter dated February 6, 2009.   

The Company received TARP funds totaling $11.6 million on December 23, 2008. Since 
receiving TARP capital, the Company finalized our 2009 Annual Operating Plan (“AOP”) 
which outlines the 2009 strategic objectives, including the use of TARP capital. This 
AOP acknowledges that the most effective way of employing the TARP funds is to pass 
the capital to the Company’s wholly-owned bank subsidiary, Pacific Coast Bankers’ 
Bank (“PCBB”), where loans, liquidity and other activities are directly originated. PCBB 
continues to lend to customers as part of our ongoing business and the TARP funds 
have allowed PCBB and the Company to expand such lending initiatives.  
In order to document the anticipated and actual use of TARP funds by the Company, it 
is important to understand the business model of PCBB and the role that a bankers’ 
bank plays in supporting community banking and specifically lending activities in the 
community banking industry. As a bankers’ bank, we are focused on providing services 
to the community banking industry, which in turn provides loans to millions of 
consumers and small businesses across the country. PCBB provides our customer 
banks with products and services that allow community banks to offer competitive 
products and services to their end customers that they would otherwise not be able to 
offer. PCBB provides community banks the ability to make larger loans through its loan 
participation program, enhance liquidity management through our overnight cash 
investment and increase borrowing by providing facilities for community banks.  PCBB 
and the Company also provide a host of other products and services to support 
community banking activities. As a result of our focus on the community banking 
industry, any capital investment in PCBB has a multiplicative impact in that it facilitates 
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lending activities through hundreds of community banks, as well as indirectly or directly 
to the community bank’s customers.      
As stated above, by deploying TARP into PCBB, the funds can be leveraged to support 
lending activities, as well as to assist our community bank customers in their business 
activities (which are concentrated in lending activities with small businesses and 
consumers throughout the country). In addition, while PCBB does not generally offer 
direct residential mortgage loan origination, the Company frequently invests in 
mortgage-backed securities, which in turn support residential mortgage lending 
activities to homeowners. 
 
Primary Lending Activities 
 
One of the biggest challenges facing governments, regulators and financial institutions 
today is how to energize the financial system in order to promote economic activity. As 
a financial institution, our role in this process focuses on the flow of credit.  
 

• Primary lending refers to the money that banks and other financial institutions 
extend as credit directly to individuals and businesses, as well as through other 
financial institutions.  

• Common forms of primary lending include mortgages on residential and 
commercial real estate, personal loans, lines of credit, and loans that businesses 
use to expand operations or acquire assets, to name a few.  

• Rates of interest on primary loans are determined by a number of factors. They 
include the level of benchmark interest rates, including the federal funds rate set 
by the Federal Reserve, the amount of credit available in general, the 
creditworthiness of borrowers and the risk associated with a particular loan.  

• Secured loans, like mortgages, are made against the underlying value of a home 
(or similarly with commercial real estate), which is pledged against the loan as 
collateral.  

• To date, since receiving the TARP funds, we have originated or renewed loans 
totaling over $82 million through PCBB’s loan participation program. PCBB holds 
over $14 million of these loans, while the remainder is owned by other 
community banks.  
 

• In addition, PCBB has advanced a total of over $1 billion in short term liquidity 
facilities to 111 community banks since receiving the TARP funds. 

 
Secondary Market Activities  
 
Secondary market activities also play a fundamental role in the US financial system and 
are critical get the US economy back on track.  This is why a portion of the funds 
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involved in PCBB’s TARP initiatives are directed to the secondary market as well. The 
support of the secondary markets is vital to the economic recovery, as outlined below: 

 
• Mortgage originators and other lenders can hold the loans they originate on their 

balance sheet, or they can securitize and sell these loans to investors in the 
secondary market, using the proceeds to originate new loans to individuals and 
businesses.  

• Active secondary markets, in which borrowers can transfer or sell loan assets, 
provide critical support to lending, particularly residential mortgage lending.  

• Consumers and businesses ultimately benefit from an active secondary market 
through the availability and lower cost of credit.  

• When investor confidence falls and liquidity disappears in the secondary market, 
as has occurred in recent months, the availability of credit deteriorates and 
lending becomes more difficult and expensive for borrowers.  

• Since receiving TARP, PCBB has funded residential mortgage backed securities 
totaling over $60 million through February 28, 2009. These securities were 
issued by Fannie Mae and Freddie Mac, the government-sponsored housing 
finance agencies.  

By investing in these securities in the secondary markets, the Company is helping to 
expand the flow of credit to lenders, who need to replenish funds so that they can 
continue to originate additional mortgage loans.  

This action will also help reduce the cost of consumer borrowing by ultimately enabling 
originators to lower interest rates on new mortgages, thus supporting government 
efforts to restore stability to the U.S. housing market, and expanding the flow of credit.  

Summary of TARP Activities through February 28, 2009 
In summary, and to assist in demonstrating the multiplicative impact of the TARP capital 
in a bankers’ bank, in the first two months after receiving TARP, the Company has 
invested in or facilitated through our community bank customer base, the following:  
 

• Residential mortgage activities ($60 million)  

• Commercial and business lending activities ($82 million)  

• Short term lending facilities to other community banks ($1 billion) 

Looking Forward 

 
 
 

(b) (4)
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• PCBB is making approximately $200 million available for commercial loans 

through its loan participation program. This will include loans secured by 
commercial real estate and supportive of small businesses.  
 

• The use of TARP capital is being tracked, and it will not be used for any 
purposes other than those permitted under TARP.  

• For any new business line that the Company undertakes that will require the use 
of TARP capital, a risk analysis outlining the potential financial impact and 
returns will be submitted to the board of directors.  

• The Company will meet all regulatory reporting requirements associated with 
TARP.  

Lending in 2009  
 
As a core part of our ongoing business, PCBB remains committed to helping financial 
institutions as well as commercial clients and retail customers of those financial 
institutions. PCBB and the Company continue to provide products and services that 
satisfy community bank financial needs and allow them to meet financial obligations, 
while broadening their own lending to downstream retail and small business customers.  
  

• PCBB continues to lend responsibly based on borrower creditworthiness. Factors 
we consider when extending credit include a borrower’s ability to repay, the size 
of a loan compared to the value of the underlying collateral, verifiable income, 
credit history and regional market conditions, among other factors.  

• We continue to provide loans, lines of credit and commercial real estate 
mortgages to U.S. banking companies, in order to support small businesses and 
consumers.  

The Lending Environment  
 
In the past year, U.S. and world financial markets have been tested in unprecedented 
ways. Across the financial services industry, lending has declined markedly as banks 
worked to reduce risks to their balance sheets and exposure to future credit losses.  
  
In this difficult environment, PCBB and the Company will continue to adhere to sound 
and prudent lending principles, in a way that balances our commitment to providing 
support for the U.S. economy with our responsibility to manage risk.  
 

(b) (4)
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Executive Compensation  
 
An important area for the public perception of the success of the TARP is executive 
compensation. The principles that govern how the Company rewards its executives and 
employees must reflect both the Company’s performance against its objectives and the 
economic environment in which we operate.  

 
The Company’s executive team and Board of Directors have engaged a third party to 
conduct a thorough review of our executive compensation practices in accordance with 
the TARP guidelines. Any changes identified as a result of this review will be provided 
to the board of directors and evaluated to ensure compliance with TARP requirements, 
as well as prudent business practices.  
 
The Company will differentiate individual compensation decisions on the basis of both 
financial and non-financial performance, including sound risk management practices. 
The Company will compensate on the basis of future performance, as well as for past 
performance and executive compensation will include a component that will include a 
long term vesting component. 
 
Summary 
 
The Government, on behalf of American taxpayers, has invested in PCBB and the 
Company and we recognize the importance of contributing to the US economic 
recovery. In addition, the Company will pay $626 thousand to the Government each 
year in dividends associated with the TARP investment.  
 
The Company’s guidelines call for TARP capital to be deployed in a prudent and 
disciplined manner, consistent with the Company’s strategic objectives and in 
conformance with the Treasury’s goal of strengthening the US financial system and 
expanding the flow of credit.  

The Company will continue do our part to help put the economy back on track. As we 
work to expand the flow of credit and the U.S. economy overall, we will continue to 
evaluate our use of TARP capital to help ensure that we deploy it as quickly and directly 
as practicable. We look forward to updating you on our progress in the future.  

 

      
Steven A. Brown  

President & Chief Executive Officer  
Pacific Coast Bankers’ Bancshares 
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