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$60,000 related to New Asia Bancorp’s 2006 tax year, offset by a $196,000 deferred tax receivable write-off of
state net operating loss carry-forwards from United Heritage Bank, and a $76,000 tax payment related to GBC
Bancorp’s 2002 California tax return. Merger-related lease liability was $424,000 as of December 31, 2008, with
cash outlays of $181,000 in 2008.

In May 2006, the Company purchased an additional 145,000 shares of the stock of Broadway Financial
Corporation (the “BFC”), which is headquartered in Los Angeles, California, for $1.7 million, thereby increasing
its total ownership of BFC to 215,000 shares, or 13.1%. These shares have not been registered under the
Securities Act of 1933 and may not be sold, offered for sale, pledged or hypothecated in the absence of an
effective registration or an applicable exemption to registration. The Company accounts for the BFC investment
on the cost method due to the restricted nature of the shares and the less than 20% ownership. As of
December 31, 2008, net carrying value of the investment in BFC totaled $826,000, net of other-than-temporary
impairment write-downs of $746,000 in 2007 and $1.0 million in 2008, which amount is included in other assets.

3. Cash and Cash Equivalents

The Company manages its cash and cash equivalents, which consist of cash on hand, amounts due from
banks, federal funds sold, and short-term investments with original maturity of three months or less, based upon
the Company’s operating, investment, and financing activities. For the purpose of reporting cash flows, these
same accounts are included in cash and cash equivalents.

The Company is required to maintain reserves with the Federal Reserve Bank. Reserve requirements are
based on a percentage of deposit liabilities. The average reserve balances required were $7.7 million for 2008 and
$3.5 million for 2007.

The following table sets forth information with respect to federal funds sold:

2008 2007
(In thousands)
Balance, December 31 . . ..ot $ — $  —
Annualized weighted-average interest rate, December 31 ................. 0.00% 0.00%
Average amount outstanding during the year (1) ........................ $14,160 $ 17,990
Weighted-average interest rate forthe year .............. .. .. .. ... ..... 2.34% 4.93%
Maximum amount outstanding at any monthend .. ...................... $28,000 $111,000

(1) Average balance was computed using daily averages.

4. Securities Purchased under Agreements to Resell

Securities purchased under agreements to resell are usually collateralized by U.S. government agency and
mortgage-backed securities. The counter-parties to these agreements are nationally recognized investment
banking firms that meet credit requirements of the Company and with whom a master repurchase agreement has
been duly executed. As of December 31, 2008, the Company entered into three long-term resale agreements
totaling $150.0 million. The agreements have terms of seven to ten years with interest rates ranging from 7.00%,
to 7.15%. The counterparty has the right to a quarterly call. All $150.0 million resell agreements are callable as
of December 31, 2008. When the callable term starts, there may be no interest earned for those days when the
certain conditions are met. In addition to long-term agreements, the Company entered into a short-term resale
agreement of $51.0 million at a rate of 0.10% that matured in January 2009.
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Securities purchased under agreements to resell were $201.0 million at an annualized weighted average
interest rate of 5.39% at December 31, 2008 compared to $516.1 million at an annualized weighted average
interest rate of 7.55% at December 31, 2007. The following table sets forth information with respect to securities
purchased under resell agreements.

2008 2007
(In thousands)
Balance, December 31 . . . oot $201,000  $516,100
Annualized weighted-average interest rate, December 31 ................ 5.39% 7.55%
Average amount outstanding during the year (1) ....................... $220,736  $300,788
Weighted-average interest rate fortheyear .............. ... ... ...... 6.65% 7.79%
Maximum amount outstanding atany monthend ....................... $370,125  $516,100

(1) Average balance was computed using daily averages.

For those securities obtained under the resale agreements, the collateral is either held by a third party
custodian or by the counter-party and is segregated under written agreements that recognize the Company’s
interest in the securities. Interest income associated with securities purchased under resale agreements totaled
$14.7 million for 2008, $23.4 million for 2007, and zero for 2006.

5. Securities

Securities Available-for-Sale. The following table reflects the amortized cost, gross unrealized gains, gross
unrealized losses, and fair values of securities available-for-sale as of December 31, 2008, and December 31,
2007:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
(In thousands)

2008
U.S. treasury SeCUrities . ............ueiuernernennnnn.. $ 10,510 $ 35 0§ — $ 10,545
U.S. government sponsored entities ..................... 764,341 1,641 — 765,982
State and municipal securities .. ............ .. ... ... 23,059 214 37 23,236
Mortgage-backed securities .. .......... ... 2,029,265 53,476 5,278 2,077,463
Collateralized mortgage obligations ..................... 179,939 462 7,523 172,878
Asset-backed securities . ........... .. 423 — 63 360
Corporate bonds . .......... ... ... 35,246 — 2,676 32,570
Preferred stock of government sponsored entities .......... 783 — — 783

Total ... $3,043,566  $55,828  $15,577 $3,083,817
2007
U.S. government sponsored entities ..................... $ 532,894 $ 1,735 $ 19 $ 534,610
State and municipal securities .. ............ .. ... ... 33,657 388 24 34,021
Mortgage-backed securities . . .........c. i 1,320,963 9,920 5,835 1,325,048
Commercial mortgage-backed securities ................. 9,189 — 271 8,918
Collateralized mortgage obligations ..................... 215,015 89 3,867 211,237
Asset-backed securities .. .......... ... 603 — 2 601
Corporate bonds . ........ ... 126,535 — 841 125,694
Preferred stock of government sponsored entities .......... 34,750 403 2,785 32,368
Foreign corporate bonds .. ........ .. ... .. .. .. . .. ..., 75,000 168 — 75,168

Total . ... $2,348,606 $12,703  $13,644 $2,347,665
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The amortized cost and fair value of securities available-for-sale at December 31, 2008, by contractual

maturities are shown below. Actual maturities may differ from contractual maturities because borrowers may
have the right to call or repay obligations with or without call or repayment penalties.

Amortized
Cost Fair Value
(In thousands)
Dueinone yearorless .......... ...t $ 147756 $ 14,866
Due after one year through fiveyears ............. .. .. ... ... ... 792,405 789,099
Due after five years through tenyears ............ ... ... ... ....... 369,017 371,095
Due aftertenyears (1) ..ottt 1,867,388 1,908,757
Total ... $3,043,566  $3,083,817

(1) Equity securities are reported in this category.

Proceeds from sales, calls, and repayments of securities available-for-sale were $3.61 billion during 2008,
$1.28 billion during 2007, and $369.4 million during 2006. In 2008, gains of $29.4 million and losses of $6,000
were realized on sales and calls of securities available-for-sale compared with $2.9 million in gains and $2.1
million in losses realized in 2007, and $259,000 in gains and $58,000 in losses realized in 2006.

Declines in the fair value of available-for-sale securities below their cost that are deemed to be other than
temporary are reflected in earnings as realized losses. In estimating other-than-temporary impairment losses,
management considers, among other things, (i) the length of time and the extent to which the fair value has been
less than cost, (ii) the financial condition and near-term prospects of the issuer, and (iii) the intent and ability of
the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated
recovery in fair value. The new cost basis is not changed for subsequent recoveries in fair value.

The Company periodically evaluates its investments for other-than-temporary impairment. The Company
has investments in perpetual floating rate preferred securities issued by Freddie Mac and Fannie Mae with an
aggregate par value of $39 million as of December 31, 2008, and $38 million as of December 31, 2007. As of
December 31, 2008, the Bank held agency preferred stock with a carrying value of $783,000. Based on an
evaluation of the length of time and extent to which the market value of these preferred stock have been less than
market and the financial condition and near-term prospects of the issuers, the Bank recorded other-than-
temporary impairment charges of zero in 2007 and $35,000 in 2006 to write down the value of these securities to
their market value. In March 2007, the Company sold 200,000 shares of its Freddie Mac preferred stock which
had been written down by $2.4 million in 2004 and recorded a gain of $2.2 million. In September 2008, the
Federal Housing Finance Agency placed Fannie Mae and Freddie Mac under receivership and suspended
indefinitely the payment of future dividends on their issues of preferred stock. In light of these developments, the
Bank recognized additional other-than-temporary impairment loss of $35.3 million in 2008 to write down the
value of these securities to their respective fair values as of December 31, 2008.

Between 2002 and 2004, the Company purchased a number of mortgage-backed securities and collateralized
mortgage obligations comprised of interests in non-agency guaranteed residential mortgages. At December 31,
2008, the remaining par value was $15.8 million for mortgage-backed securities with unrealized losses of $5.1
million and $154.2 million for collateralized mortgage obligations with unrealized losses of $7.4 million. The
remaining par value of these securities totaled $170.0 million which represents 5.5% of the fair value of the
Company’s securities available-for-sale and 1.5% of the Company’s total assets. At December 31, 2008, the
unrealized loss for these securities totaled $12.5 million which represented 7.3% of the par amount of these
non-agency guaranteed residential mortgages and resulted from increases in credit spreads subsequent to the date

F-19



CATHAY GENERAL BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

that these securities were purchased. Based on the Company’s analysis at December 31, 2008, there was no
“other-than-temporary” impairment in these securities due to the low loan to value ratio for the loans underlying
these securities, the credit support provided by junior tranches of these securitizations, and the continued AAA
rating of these securities. The Company has the ability and intent to hold the securities, including the non-agency
collateralized mortgage obligations securities discussed above with unrealized losses of $12.5 million for a
period of time sufficient for a recovery of cost for those issues with unrealized losses.

The Company’s unrealized loss on investments in corporate bonds relates to three investments in bonds of
financial institutions in the amounts of $25 million, $10 million and $250,000, all of which were investment
grade at the date of acquisition and as of December 31, 2008. The unrealized losses were primarily caused by the
widening of credit spreads since the dates of acquisition. The contractual terms of those investments do not
permit the issuers to settle the security at a price less than the amortized cost of the investment. The Company
currently does not believe it is probable that it will be unable to collect all amounts due according to the
contractual terms of the investment. Therefore, it is expected that these debentures would not be settled at a price
less than the amortized cost of the investment. Because the Company has the ability and intent to hold this
investment until a recovery of fair value, which may be maturity, it does not consider its investments in corporate
bonds to be other-than-temporarily impaired at December 31, 2008.

The temporarily impaired securities represent 5.3% of the fair value of the Company’s securities as of
December 31, 2008. Unrealized losses for securities with unrealized losses for less than twelve months represent
6.6%, and securities with unrealized losses for twelve months or more represent 9.5% of the historical cost of
these securities. These unrealized losses were generally resulted from increases in credit spreads subsequent to
the date that these securities were purchased. All of these securities are investment grade as of December 31,
2008. At December 31, 2008, 38 issues of securities had unrealized losses for 12 months or longer and 32 issues
of securities had unrealized losses of less than 12 months.

At December 31, 2008, management believes the impairment is temporary and, accordingly, no impairment
loss has been recognized in the Company’s consolidated statements of income. The table below shows the fair
value, unrealized losses, and number of issuances as of December 31, 2008, of the temporarily impaired
securities in the Company’s available-for-sale securities portfolio:

Temporarily Impaired Securities as of December 31, 2008

Less than 12 months 12 months or longer Total
Unrealized No. of Unrealized No. of Unrealized No. of
Description of securities Fair Value Losses Issuances Fair Value Losses Issuances Fair Value Losses Issuances

(Dollars in thousands)
State and municipal

securities . ......... $ 339 $ 15 1 $ 1,098 $ 22 2 $ 1,437 % 37 3
Mortgage-backed

securities . ......... 8,294 247 26 12,139 5,031 9 20,433 5,278 35
Collateralized mortgage

obligations ........ — — 1 107,503 7,523 24 107,503 7,523 25
Asset-backed

securities .......... — — — 360 63 2 360 63 2
Corporate bonds . .. ... 32,385 2,611 4 185 65 1 32,570 2,676 5

Total ........... $41,018 $2,873 32 $121,285 $12,704 38 $162,303 $15,577 70
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Securities having a carrying value of $2.94 billion at December 31, 2008, and $1.88 billion at December 31,
2007, were pledged to secure public deposits, other borrowings, treasury tax and loan, Federal Home Loan Bank
advances, securities sold under agreements to repurchase, and foreign exchange transactions.

6. Loans

Most of the Company’s business activity is predominately with Asian customers located in Southern and
Northern California; New York City; Houston and Dallas, Texas; Seattle, Washington; Boston, Massachusetts;
Chicago, Illinois; and Edison, New Jersey. The Company has no specific industry concentration, and generally its
loans are collateralized with real property or other pledged collateral of the borrowers. Loans are generally
expected to be paid off from the operating profits of the borrowers, refinancing by another lender, or through sale
by the borrowers of the secured collateral.

The components of loans in the consolidated balance sheets as of December 31, 2008, and December 31,
2007, were as follows:

2008 2007
(In thousands)

Type of Loans:
Commercial 10ans . . ... ...t $1,620,438  $1,435,861
Residential mortgage loans . ........... .. .. .. ... .. .. 622,741 555,703
Commercial mortgage loans ............. ... ..., 4,132,850 3,762,689
Equity liNes . ... ...t 168,756 108,004
Real estate construction loans ... ............. . ... 913,168 799,230
Installment loans . .......... ... i 11,340 15,099
Otherloans . .......... . 3,075 7,059
Gross loans . ..o 7,472,368 6,683,645
Less:
Allowance forloan loSses . ...t (122,093) (64,983)
Unamortized deferred loanfees .............. .. ... ... ... ....... (10,094) (10,583)
NELLOANS - o o v e et e e e e e e e $7,340,181  $6,608,079

There were no loans held for sale as of December 31, 2008, and December 31, 2007. At December 31, 2008,
certain of the Company’s real estate loans were pledged to the Federal Home Loan Bank of San Francisco under
its specific pledge program.

Loans serviced for others as of December 31, 2008, totaled $260.9 million and were comprised of $51.5

million of commercial loans, $55.4 million of commercial real estate loans, $142.5 million in construction loans,
and $11.5 million of residential mortgages.
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The Company has entered into transactions with its directors, executive officers, or principal holders of its
equity securities, or the associates of such persons (“Related Parties”). Such transactions were made in the
ordinary course of business on substantially the same terms and conditions, including interest rates and collateral,
as those prevailing at the same time for comparable transactions with customers who are not related parties. In
management’s opinion, these transactions did not involve more than normal credit risk or present other
unfavorable features. All loans to Related Parties were current as of December 31, 2008. An analysis of the
activity with respect to loans to Related Parties for the years indicated is as follows:

December 31,
2008 2007
(In thousands)
Balance at beginning of year ............. ... i $ 135,882 $ 66,871
Additional loans made .. ... . ... 131,289 238,980
Payment received .. ....... ... (128,852) (169,969)
Balance atend of year ................ciiiiiiiiii . $ 138,319 $ 135,882

The allowance for loan losses and the reserve for off-balance sheet credit commitments are significant
estimates that can and do change based on management’s process in analyzing the loan portfolio and on
management’s assumptions about specific borrowers, underlying collateral, and applicable economic and
environmental conditions, among other factors. An analysis of the activity in the allowance for credit losses for
the years indicated is as follows:

December 31,

2008 2007 2006
(In thousands)

Allowance for Loan Losses
Balance at beginning of year . ............. .. ... $ 64,983 $ 60,220 $56,438
Provision for credit IOSSES . . . .. 106,700 11,000 2,000
Transfers to reserve for off-balance sheet credit commitments .............. (2,756) (107) (656)
Loans charged off . ....... ... .. .. (48,683) (10,074)  (2,030)
Recoveries of charged off loans . ........... ... ... ... .. .. .. ... ... ... 1,849 3,512 1,315
Allowance from acquisitions ... ............c.iueinienennnn.. — 432 3,153
Balance atend Of year .. .......ooiiiiii it $122,093 $ 64,983 $60,220
Reserve for Off-balance Sheet Credit Commitments
Balance at beginning of year . .............ooiiiiiiii $ 4576 $ 4,469 $ 3,813
Provision for credit losses/transfers . ........... .. . 2,756 107 656
Balance atend of year .. ........ ..o i $ 7,332 $ 4,576 $ 4,469
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The Company had identified impaired loans with a recorded investment of approximately $181.2 million as
of December, 2008, and $70.0 million as of December 31, 2007. The average balance of impaired loans was
$106.7 million for 2008 and $46.0 million for 2007. Interest collected on impaired loans totaled $8.8 million in
2008, $2.8 million in 2007, and $0.9 million in 2006. The Bank recognizes interest income on impaired loans
based on its existing method of recognizing interest income on non-accrual loans. The following table present

impaired loans and the related allowance as of the dates indicated:

At December 31,
2008 2007
(In thousands)
Balance of impaired loans with no allocated allowance ............................. $ 79,852 $50,249
Balance of impaired loans with an allocated allowance ............................. 101,350 19,701
Total recorded investment in impaired loans . ............. ... .. .. .. .. .. ... $181,202 $69,950
Amount of the allowance allocated to impaired loans . .......... ... ... .. .. ... ..... $ 28,538 $ 4,937

The impaired loans included in the table above were comprised of $20.9 million in commercial loans and
$160.3 million in real estate loans as of December 31, 2008, and were comprised of $6.7 million in commercial

loans and $63.3 million in real estate loans as of December 31, 2007.

The following is a summary of non-accrual loans as of December 31, 2008, 2007, and 2006 and the related

net interest foregone for the years then ended:

2008 2007 2006
(In thousands)
Non-accrual Loans . ........... ... $181,202 $58,275 $22.,322
Contractual interest dUue . . ...ttt 14,043 5,324 1,851
Interest recognized . ... ... .. 8,782 2,756 851
Net interest foregone ... ...ttt $ 5261 $ 2,568 $ 1,000

During the fourth quarter of 2006, the Company recognized $1.47 million of interest income, which is not
reflected in the table above for 2006 amounts, from the full payoff of a loan that had been on non-accrual status
since 2004. As of December 31, 2008, there were no commitments to lend additional funds to those borrowers

whose loans have been restructured, were considered impaired, or were on non-accrual status.

Accruing loans past due 90 days or more were $6.7 million at December 31, 2008, and $9.3 million at

December 31, 2007.

As of December 31, 2008, the Company has one aircraft leveraged lease in a Boeing 737, which is leased to
Continental Airlines until 2012, with a book value of $4.4 million. As of December 31, 2008, the aircraft was
subject to $6.0 million of third-party financing in the form of long-term debt that provides for no recourse against
the Company and is secured by a first lien on the aircraft. The residual value at the end of the lease term is
estimated to be $2.5 million based on an independent updated appraisal. For Federal income tax purposes, the
Company has the benefit of tax deductions for depreciation on the entire leased asset and for interest paid on the
long-term debt. Deferred taxes are provided to reflect the temporary differences associated with the leveraged

lease.
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The Company’s investment in the leveraged lease at December 31, 2008, was comprised of rentals
receivable, net of the principal and interest on the non-recourse debt, of $3.1 million, estimated residual value of
$2.5 million, and deferred income of $1.1 million. Total deferred tax liabilities were $5.1 million at
December 31, 2008. No income was recorded on the Continental Airlines leveraged lease during the three years
from 2006 to 2008. Through December 31, 2008, Continental Airlines had made all scheduled lease payments
and had performed in accordance with its contractual terms.

7. Other Real Estate Owned

At December 31, 2008, net carrying value of other real estate owned increased $44.9 million to $61.0
million from $16.1 million at December 31, 2007. OREO located in California was comprised of eight
properties, including $13.5 million for land zoned for residential and retail purposes in Riverside County,
California; $10.3 million for land zoned for apartments in Anaheim, California; $4.4 million for a condo project
in Los Angeles, California; $3.7 million for four pieces of land zoned for residential purposes, and three other
properties totaling $0.6 million. OREO located in Texas was comprised of five properties, including two
shopping centers totaling $16.3 million, a $7.1 million apartment building, a $1.4 million hotel, and an office
building of $0.8 million. At December 31, 2007, OREO was comprised of two properties in Texas, an apartment
building of $8.9 million and a shopping center of $6.9 million, and three other properties of $0.3 million.

An analysis of the activity in the valuation allowance for other real estate losses for the years ended on
December 31, 2008, 2007, and 2006 is as follows:

2008 2007 2006
(In thousands)
Balance, beginningof year ........... ... ... ... $ 210 $283 $—
Provision for loSSes . .. ... 3,604 210 283
OREO disposal . ... .o e — (283) —
Balance,endof year ............. . i $3.814 $210 $283

The following table presents the components of other real estate owned expense for the year ended:

2008 2007 2006

(In thousands)
OPETating EXPENSE . . ot vttt ettt e et e e e $1,338  $153  $344
Provision for IoSSES . . ... 3,604 210 283
Net loss/(gain) on disposal . ...ttt 11 (29) 31
Total other real estate owned eXpense . ..............vvuvernennenn.. $4,953  $334  $596

8. Investments in Affordable Housing

The Company has invested in certain limited partnerships that were formed to develop and operate housing for
lower-income tenants throughout the United States. The Company’s investments in these partnerships were $103.6
million at December 31, 2008, and $94.0 million at December 31, 2007. At December 31, 2008 and December 31,
2007, six of the limited partnerships in which the Company has an equity interest were determined to be variable
interest entities for which the Company is the primary beneficiary. The consolidation of these limited partnerships
in the Company’s consolidated financial statements increased total assets and liabilities by $22.8 million at
December 31, 2008, and by $22.5 million at December 31, 2007. Other borrowings for affordable housing limited
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partnerships were $19.5 million at December 31, 2008 and $19.6 million at December 31, 2007; recourse is limited
to the assets of the limited partnerships. Unfunded commitments for affordable housing limited partnerships of
$22.1 million as of December 31, 2008, and $19.2 million as of December 31, 2007 were recorded under other
liabilities.

Each of the partnerships must meet regulatory requirements for affordable housing for a minimum 15-year
compliance period to fully utilize the tax credits. If the partnerships cease to qualify during the compliance
period, the credits may be denied for any period in which the projects are not in compliance and a portion of the
credits previously taken is subject to recapture with interest. The remaining tax credits to be utilized over a
multiple-year period are $74.1 million for Federal and $2.3 million for state at December 31, 2008. The
Company’s usage of tax credits approximated $10.0 million in 2008, $8.4 million in 2007, and $7.7 million in
2006. For the year ended December 31, operations of investments in affordable housing resulted in pretax losses
of $7.4 million for 2008, $6.6 million for 2007, and $5.4 million for 2006. Losses in excess of the Bank’s
investment in two limited partnerships have not been recorded in the Company’s consolidated financial
statements because the Company had fully satisfied all capital commitments required under the respective limited
partnership agreements.

9. Premises and Equipment

Premises and equipment consisted of the following at December 31, 2008, and December 31, 2007:

2008 2007
(In thousands)

Land and land improvements . ...............c..uiiiiineinaiiann.n. $ 31,721  $ 31,468
Building and building improvements . ................. ... 33,163 32,052
Furniture, fixtures and equipment ... ........ ...ttt 26,319 25,730
Leasehold Improvement . .......... ... ittt 12,307 12,196
COoNnStruCtion IN PIOCESS .« v vt vttt e e e e e e et e e 35,204 5,992

138,714 107,438
Less: Accumulated depreciation/amortization . ........................ 34,607 30,590
Premises and equipment, net . . ..ot $104,107 $ 76,848

The amount of depreciation/amortization included in operating expense was $4.2 million in 2008, $4.3
million in 2007, and $3.8 million in 2006.

10. Deposits
The following table displays deposit balances as of December 31, 2008, and December 31, 2007:

2008 2007
Amount Amount

(Dollars in thousands)

Demand . ......... . $ 730,433 $ 785,364
NOW aCCOUNES & v e e e e e e e e e 257,234 231,583
Money market acCCOUNts ... ..ottt 659,454 681,783
SAVING ACCOUNLS .« .« . vt vttt e et e et e e e e e e 316,263 331,316
Time deposits under $100,000 .. .......... ..., 1,644,407 1,311,251
Time deposits of $100,000 or more . ...........c.ovviineinnaaon.. 3,228,945 2,937,070

Total ... $6,836,736  $6,278,367
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Time deposits outstanding as of December 31, 2008, mature as follows.

2009 2010 2011 2012 2013  Thereafter Total
(In thousands)
Time deposits, $100,000 and over .... $3,183,135 $42,259 $2,867 $684 $— $— $3,228,945
Other time deposits ................ 1,592,897 44,251 6,871 64 319 5 1,644,407

$4,776,032  $86,510 $9,738 $748 $319 $ 5 $4,873,352

Accrued interest payable on customer deposits was $19.3 million at December 31, 2008, and $20.4 million
at December 31, 2007. The following table summarizes the interest expense on deposits by account type for the
years ended December 31, 2008, 2007, and 2006:

Year Ended December 31,
2008 2007 2006
(In thousands)
Interest bearingdemand . .......... .. ... ... ... .. .. .. ..., $ 1544 $ 2,823 $ 2,796
Money market accounts . ........... .. 13,581 21,531 16,145
SaVING ACCOUNLS . . o\ttt ettt et et 1,188 3,258 3,416
Time deposits .. ...ttt 161,397 181,891 137,734
Total . ... $177,710  $209,503  $160,091

11. Borrowed Funds

Federal Funds Purchased. Federal funds purchased were $52.0 million at December 31, 2008, and $41.0
million at December 31, 2007. The table below provides comparative data for federal funds purchased:

2008 2007 2006
(Dollars in thousands)
Average amount outstanding during the year (1) ................ $40,128  $32,190  $43,407
Maximum amount outstanding at month-end (2) ... ............. 81,000 98,000 75,000
Balance, December 31 . ......... ... . . . . .. 52,000 41,000 50,000
Rateatyear-end ........ ... .. . . i 0.26% 4.00% 5.31%
Weighted-average interest rate fortheyear .................... 2.25% 5.01% 5.06%

(1) Average balances were computed using daily averages.
(2) Highest month-end balances were June 2008, September 2007, and April 2006.

Securities Sold under Agreements to Repurchase. Securities sold under agreements to repurchase were $1.6
billion with a weighted average rate of 3.95% at December 31, 2008, compared to $1.4 billion with a weighted
average rate of 3.57% at December 31, 2007. Seventeen floating-to-fixed rate agreements totaling $900.0 million
are with initial floating rates for a period of time ranging from six months to one year, with the floating rates
ranging from the three-month LIBOR minus 100 basis points to the three-month LIBOR minus 340 basis points.
Thereafter, the rates are fixed for the remainder of the term, with interest rates ranging from 4.29% to 5.07%.
After the initial floating rate term, the counterparties have the right to terminate the transaction at par at the fixed
rate reset date and quarterly thereafter. Thirteen fixed-to-floating rate agreements totaling $650.0 million are with
initial fixed rates ranging from 1.00% and 3.50% and initial fixed rate terms ranging from six months to eighteen
months. For the remainder of the seven year terms, the rates float at 8% minus the three-month LIBOR rate with
a maximum rate ranging from 3.25% to 3.75% and minimum rate of 0.0%. After the initial fixed rate term, the
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counterparties have the right to terminate the transaction at par at the floating rate reset date and quarterly
thereafter. In addition, there were $60.0 million in short-term securities sold under agreements to repurchase that
mature in January 2009.

At December 31, 2008, included in long-term transactions are twenty-seven repurchase agreements totaling
$1.4 billion that were callable but which had not been called. Ten fixed-to-floating rate repurchase agreements of
$50.0 million each have variable interest rates currently at a range from 3.50% to 3.75% maximum rate until
their final maturities in the second half of 2014 for $400 million and in January 2015 for $100 million. Four
floating-to-fixed rate repurchase agreements of $50.0 million each have fixed interest rates ranging from 4.89%
to 5.07% until their final maturities in January 2017. Ten floating-to-fixed rate repurchase agreements totaled
$550.0 million have fixed interest rates ranging from 4.29% to 4.78% until their final maturities in 2014. Two
floating-to-fixed rate repurchase agreements of $50.0 million each have fixed interest rates at 4.75% and 4.79%
until their final maturities in 2011. One floating-to-fixed rate repurchase agreement of $50.0 million has fixed
interest rate at 4.83% until its final maturity in 2012.

These transactions are accounted for as collateralized financing transactions and recorded at the amounts at
which the securities were sold. The Company may have to provide additional collateral for the repurchase
agreements, as necessary. The underlying collateral pledged for the repurchase agreements consists of U.S.
Treasury securities, U.S. government agency security debt, and mortgage-backed securities with a fair value of
$1.7 billion as of December 31, 2008, and $1.5 billion as of December 31, 2007.

The table below provides comparative data for securities sold under agreements to repurchase:

December 31,
2008 2007 2006
(Dollars in thousands)
Average amount outstanding during the year (1) .......... $1,554,023 $ 941,380 $374,356
Maximum amount outstanding at month-end (2) . ......... 1,610,000 1,391,025 445,000
Balance, December 31 ......... ... ... . . . . . . . . ... ... 1,610,000 1,391,025 400,000
Rateatyear-end ......... ... ... .. ..., 3.95% 3.57% 4.40%
Weighted-average interest rate for the year .............. 3.90% 3.72% 4.19%

(1) Average balances were computed using daily averages.
(2) Highest month-end balances were December 2008, December 2007, and July 2006.
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Advances from the Federal Home Loan Bank Total advances from the FHLB of San Francisco increased
$74.2 million to $1.45 billion at December 31, 2008 from $1.38 billion at December 31, 2007. Non-puttable
advances totaled $749.4 million with a weighted rate of 1.63% and puttable advances totaled $700.0 million with
a weighted average rate of 4.42% at December 31, 2008. The FHLB has the right to terminate the puttable
transaction at par at each three-month anniversary after the first puttable date. FHLB advances of $300.0 million
at a weighted average rate of 4.31% were puttable as of December 31, 2008. The remaining puttable FHLB
advances of $400.0 million at a weighted average rate of 4.50% are puttable at the second anniversary date in
2009. At December 31, 2008, the total unused borrowing capacity under the Bank’s line of credit with the FHLB
was $582.7 million. The Bank’s line of credit with the FHLB is non-cancelable as long as the Bank is a member
of the FHLB and has pledged adequate collateral and is available without payment of a commitment fee. The
following relates to the outstanding advances at December 31, 2008 and 2007:

2008 2007
Amount Weighted Average Amount Weighted Average

Maturity (In thousands) Interest Rate (In thousands) Interest Rate
Within 90 days ............. $ 520,000 0.25% $ 530,000 4.53%
91 days through 365 days .. ... — — — —
I-2years ................. 65,000 3.49 — —
2—4years ... 864,362 4.58 145,180 5.51
4-5Syears ................. — — 700,000 4.42

$1,449,362 2.98% $1,375,180 4.58%

As of December 31, 2008, the Company had approved overnight credit lines of $191.0 million with other
financial institutions including an outstanding amount of $52.0 million. Credit lines can be drawn upon if other
financial institutions have funds available. There are no commitment fees for these credit lines.

Other Liabilities. On November 23, 2004, the Company entered into an agreement with its Chief Executive
Officer (“CEO”) pursuant to which the CEO agreed to defer any bonus amounts in excess of $225,000 for the
year ended December 31, 2005, until January 1 of the first year following such time as the CEO separates from
the Company. Accordingly, an amount equal to $610,000 was deferred in 2004 and was accrued in other
liabilities in the consolidated balance sheet. The Company agreed to accrue interest on the deferred portion of the
bonus at 7.0% per annum compounded quarterly. The deferred amount will be increased each quarter by the
amount of interest computed for that quarter. Beginning on the tenth anniversary of the agreement, the interest
rate will equal 275 basis points above the prevailing interest rate on the ten-year Treasury Note. Interest of
$54,000 during 2008, $51,000 during 2007, and $47,000 during 2006 was accrued on this deferred bonus. The
balance was $808,000 at December 31, 2008, and $754,000 at December 31, 2007.

12. Capital Resources

The Company has participated in the U.S. Treasury Troubled Asset Relief Program Capital Purchase
Program under the Emergency Economic Stabilization Act of 2008, although both the Company and its banking
subsidiary are well capitalized and meet all the applicable regulatory capital requirements. Upon the approval of
participation, the U.S. Treasury purchased the Company’s senior preferred stock on December 5, 2008, in the
amount of $258.0 million. The senior preferred stock pays cumulative compounding dividends at a rate of 5% per
year for the first five years, and thereafter at a rate of 9% per year. They are non-voting, other than class voting
rights on matters that could adversely affect the shares. They are callable at par after three years. Prior to the end
of three years, the senior preferred shares may only be redeemed with the proceeds from one or more qualified
equity offerings. In conjunction with the purchase of senior preferred shares, the U.S. Treasury received warrants
to purchase common stock of 1,846,374 shares at exercise price of $20.96 with an aggregate market price equal
to $38.7 million, 15% of the senior preferred stock amount that U.S. Treasury invested.

F-28



CATHAY GENERAL BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

On September 29, 2006, the Bank issued $50.0 million in subordinated debt in a private placement
transaction. The debt has a maturity term of 10 years, is unsecured and bears interest at a rate of LIBOR plus 110
basis points. As of December 31, 2008, $50.0 million was outstanding with a rate of 2.56% under this note
compared to $50.0 million at a rate of 5.93% at December 31, 2007. Interest expense on the subordinated debt
was $2.3 million in 2008, $3.3 million in 2007, and $844,000 for 2006. The subordinated debt was issued
through the Bank and qualifies as Tier 2 capital for regulatory reporting purpose and is included as a component
of long-term debt in the accompanying consolidated balance sheet.

The Bancorp established three special purpose trusts in 2003 and two in 2007 for the purpose of issuing trust
preferred securities to outside investors (Capital Securities). The trusts exist for the purpose of issuing the Capital
Securities and investing the proceeds thereof, together with proceeds from the purchase of the common stock of
the trusts by the Bancorp, in Junior Subordinated Notes issued by the Bancorp. Subject to some limitations,
payment of distributions out of the monies held by the trusts and payments on liquidation of the trusts or the
redemption of the Capital Securities are guaranteed by the Bancorp to the extent the trusts have funds on hand at
such time. The obligations of the Bancorp under the guarantees and the Junior Subordinated Debentures are
subordinate and junior in right of payment to all indebtedness of the Bancorp and will be structurally
subordinated to all liabilities and obligations of the Bancorp’s subsidiaries. The Bancorp has the right to defer
payments of interest on the Junior Subordinated Notes at any time or from time to time for a period of up to
twenty consecutive quarterly periods with respect to each deferral period. Under the terms of the Junior
Subordinated Notes, the Bancorp may not, with certain exceptions, declare or pay any dividends or distributions
on its capital stock or purchase or acquire any of its capital stock if the Bancorp has deferred interest on the
Junior Subordinated Notes.

The five special purpose trusts are considered variable interest entities under FIN 46R. Because the Bancorp
is not the primary beneficiary of the trusts, the financial statements of the trusts are not included in the
consolidated financial statements of the Company.

The Junior Subordinated Notes are currently included in the Tier 1 capital of the Bancorp for regulatory
capital purposes. On March 1, 2005, the Federal Reserve adopted a final rule that retains trust preferred securities
in the Tier I capital of bank holding companies, but with stricter quantitative limits and clearer qualitative
standards. Under the rule, after a five-year transition period, the aggregate amount of trust preferred securities
and certain other capital elements will be limited to 25% of Tier 1 capital elements, net of goodwill, less any
associated deferred tax liability. The amount of trust preferred securities and certain other elements in excess of
the limit could be included in Tier 2 capital, subject to restrictions. In the last five years before maturity, the
outstanding amount must be excluded from Tier 1 capital and included in Tier 2 capital. Bank holding companies
with significant international operations would generally be expected to limit trust preferred securities and certain
other capital elements to 15% of Tier 1 capital elements, net of goodwill. This rule is not expected to have a
materially adverse effect on our capital positions.

The Company issued junior subordinated debt securities of $46.4 million on March 30, 2007, and $20.6
million on May 31, 2007, in connection with pooled offerings of trust preferred securities by two newly formed
and wholly-owned subsidiaries, Cathay Capital Trust III and Cathay Capital Trust IV, both of which are
Delaware statutory business trusts. On March 30, 2007, Cathay Capital Trust III issued and sold $45.0 million of
trust preferred securities in a private placement to institutional investors and $1.4 million of common securities to
the Bancorp. Similarly, on May 31, 2007, Cathay Capital Trust IV issued and sold $20.0 million of trust
preferred securities in a private placement to institutional investors and $619,000 of common securities to the
Bancorp. The trust preferred securities issued by Cathay Capital Trust III have a stated maturity of June 15, 2037,
and bear interest at a per annum rate based on the three-month LIBOR plus 148 basis points, payable on a
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quarterly basis. The trust preferred securities issued by Cathay Capital Trust IV have a scheduled maturity of

September 6, 2037, and bear interest at a per annum rate based on the three-month LIBOR plus 140 basis points,
payable on a quarterly basis.

Interest expense on the Junior Subordinated Notes was $6.7 million for 2008, $8.0 million for 2007, and
$4.5 million for 2006.

The table below summarizes the outstanding Junior Subordinated Notes issued by the Company to each trust
as of December 31, 2008:

Principal Not Annualized Current Payable/
Issuance Balance of Redeemable Stated Coupon  Interest Date of Rate Distribution
Trust Name Date Debentures Until Maturity Rate Rate Change Date
(Dollars in thousands)
Cathay Capital
TrustI ........... June 26, $20,619 June 30, June 30, 3-month 4.62% December 30, March 30
2003 2008 2033 LIBOR 2008 June 30
+3.15% September 30

December 30
Cathay Statutory

TrustI ........... September 17, 20,619 September 17, September 17,  3-month 4.87% December 17, March 17
2003 2008 2033 LIBOR 2008 June 17
+3.00% September 17
December 17
Cathay Capital
TrustIl .......... December 30, 12,887 March 30, March 30, 3-month 4.37% December 30, March 30
2003 2009 2034 LIBOR 2008 June 30
+2.90% September 30
December 30
Cathay Capital
TrustIII ......... March 28, 46,392 June 15, June 15, 3-month 3.48% December 15, March 15
2007 2012 2037 LIBOR 2008 June 15
+1.48% September 15
December 15
Cathay Capital
TrustIV ......... May 31, 20,619 September 6,  September 6, 3-month 3.59% December 8, March 6
2007 2012 2037 LIBOR 2008 June 6
1.40% September 6

December 6

13. Income Taxes

For the years ended December 31, 2008, 2007, and 2006, the current and deferred amounts of the income
tax expense are summarized as follows:

2008 2007 2006
(In thousands)
Current:
Federal . ... $ 50,643 $ 62,507 $53,564
1] 721 P 19,762 20,118 16,186
$ 70,405 $ 82,625 $69,750
Deferred:
Federal . ... (38,741) (8,834) (1,897)
] 721 (12,110) (2,600) (594)
$(50,851)  $(11,434)  $(2,491)
Total iINCOME taAX EXPEMSE . .« . . v $ 19,554 $ 71,191 $67,259
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Temporary differences between the amounts reported in the financial statements and the tax basis of assets

and liabilities give rise to deferred taxes. Net deferred tax assets at December 31, 2008, and at December 31,
2007, are included in other assets in the accompanying consolidated balance sheets and are as follows:

2008 2007
(In thousands)

Deferred Tax Assets
Loan loss allowance, due to differences in computation of bad debts . ... .... $ 53,735 $ 28,563
Writedown on equity SECUIIteS . .. ..ottt ittt e 16,964 1,671
Stock option cOMPENSation EXPENSE . . . o v o v v v vv e e e e 12,760 10,035
SHALE LA o o oo 7,111 5,894
Non-accrual INterest . . ... ... 2,254 1,352
Write-down on other real estate owned . ............ ... ... ... ... 1,845 537
Unrealized loss on securities available-for-sale, net ..................... — 396
Other, NEL . ..ot 2,600 2,918
Gross deferred tax asSetS . ..ottt 97,269 51,366
Deferred Tax Liabilities
Core deposit intangibles . .. ...ttt (11,493) (14,317)
Leveraged 1ease . ... ... ..ottt e (5,130) (5,841)
Investment in aircraft financing trust and venture capital partnerships ....... (15,472)  (15,806)
Investment in affordable housing partnerships .. ........................ 427) (1,306)
Unrealized gain on securities available-for-sale,net ..................... (16,924) —
Dividends on Federal Home Loan Bank common stock .................. (5,059) (3,727)
Other, Net . ..o (3,970) (4,967)
Gross deferred tax liabilities . . ... ..ottt e (58,475) (45,964)
Valuation TESEIVE . ..ttt ettt e e e e e et e (339) —
Net deferred taxX aSSELS . . .. vv vttt e e e e e e $ 38,455 $ 5,402

Amounts for the current year are based upon estimates and assumptions as of the date of this report and
could vary from amounts shown on the tax returns as filed.

In assessing the realization of deferred tax assets, management considers whether it is more likely than not
that some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax
assets is dependent on the generation of future taxable income during the periods in which those temporary
differences become deductible. Management considers the projected future taxable income and tax planning
strategies in making this assessment. Based upon the level of historical taxable income and projections for future
taxable income over the periods in which the deferred tax assets are deductible, management believes it is more
likely than not the Company will realize all benefits related to these deductible temporary differences except for
$339,000 of state deferred taxes for a portion of the writedowns related to the Company’s investments in
common and preferred stock.

As of December 31, 2008, the Company had income tax receivables of approximately $3.4 million
compared to $1.9 million at December 31, 2007. These income tax receivables are included in other assets in the
accompanying consolidated balance sheets. Other liabilities included current income taxes payable of $11.3
million as of December 31, 2008, and $12.4 million as of December 31, 2007.
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At December 31, 2008, the Company had federal net operating loss carry forwards of approximately $2.7
million which expire through 2022. The Federal net operating loss carry-forwards were acquired in connection
with the Company’s acquisition of United Heritage Bank. Federal and state tax laws related to a change in
ownership place limitations on the annual amount of operating loss carryovers that can be utilized to offset post-
acquisition operating income based on the value of the acquired bank at the ownership change date.

As previously disclosed, on December 31, 2003, the California Franchise Tax Board (FTB) announced its
intent to list certain transactions that in its view constitute potentially abusive tax shelters. Included in the
transactions subject to this listing were transactions utilizing regulated investment companies (RICs) and real
estate investment trusts (REITs). While the Company continues to believe that the tax benefits recorded in 2000,
2001, and 2002 with respect to its regulated investment company were appropriate and fully defensible under
California law, the Company participated in Option 2 of the Voluntary Compliance Initiative of the Franchise
Tax Board, and paid all California taxes and interest on these disputed 2000 through 2002 tax benefits, and at the
same time filed a claim for refund for these years while avoiding certain potential penalties. The Company
retains potential exposure for assertion of an accuracy-related penalty should the FTB prevail in its position in
addition to the risk of not being successful in its refund claims. In June 2008, the Company received a notice
from the FTB indicating that the FTB intends to deny the Company’s claim for refund for its 2000 through 2002
tax years. The Company is in discussions with the FTB to resolve this matter.

The FASB issued Interpretation No. 48 Accounting for Uncertainty in Income Taxes (“FIN 48”) which
requires that the amount of recognized tax benefit should be the maximum amount which is more-likely-than-not
to be realized and that amounts previously recorded that do not meet the requirements of FIN 48 be charged as a
cumulative effect adjustment to retained earnings. As of December 31, 2006, the Company reflected a $12.1
million net state tax receivable related to payments it made in April 2004 under the Voluntary Compliance
Initiative program for the years 2000, 2001, and 2002, after giving effect to reserves for loss contingencies on the
refund claims. The Company has determined that its refund claim related to its regulated investment company is
not more-likely-than-not to be realized and consequently charged a total of $8.5 million, comprised of the $7.9
million after tax amount related to its refund claims as well as a $0.6 million after tax amount related to
California net operating losses generated in 2001 as a result of its regulated investment company, to the balance
of retained earnings as of the January 1, 2007, effective date of FIN 48.

At the January 1, 2007, adoption date of FIN 48, the total amount of the Company’s unrecognized tax
benefits was $5.5 million, of which $1.6 million, if recognized, would affect the effective tax rate. The Company
recognizes interest and penalties accrued related to unrecognized tax benefits in income tax expense. During
2007, upon the expiration of applicable statue of limitations, unrecognized tax benefits of $0.8 million were
recognized and recorded as a reduction in goodwill and unrecognized tax benefits of $0.2 million were
recognized as a reduction in income tax expense. During 2008, the Company accrued $2.0 million in additional
tax expense primarily related to net interest deductions claimed in prior years in its California income tax returns.
A reconciliation of the beginning and ending amounts of gross unrecognized tax benefits is as follows:

2008 2007
(In thousands)
Balance, beginning of year ........... ... ... il $5,444  $5,519
Changes based on tax positions related to the current year ........... 513 —
Change for tax positions in prior years . .................c..c...o... 2,008 917
Reductions for tax positions of prior years ........................ (125) (992)
Balance, end of YEar ... ... .......uuti $7,840  $5,444
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At January 1, 2007, the adoption date of FIN 48, the total amount of accrued interest and penalties was $1.7
million. For the years ended December 31, the Company recognized interest and penalties of $0.4 million in
2008 and of $0.2 million in 2007. In February 2008, the Company withdrew, with the agreement of the
California Franchise Tax Board, a claim related to GBC Bancorp’s 2001 California tax return and reversed $0.5
million of accrued penalties with a corresponding decrease in goodwill. As of December 31, 2008 and 2007, the
Company had accrued interest and penalties of $1.9 million.

The Company’s tax returns are open for audits by the Internal Revenue Service back to 2005 and by the
Franchise Tax Board of the State of California back to 2000. The Company is currently under audit by the
California Franchise Tax Board for the years 2000 to 2004. During the second quarter of 2007, the Internal
Revenue Service completed an examination of the Company’s 2004 and 2005 tax returns and did not propose any
adjustments deemed to be material. As the Company is presently under audit by a number of tax authorities, it is
reasonably possible that unrecognized tax benefits could change significantly over the next twelve months. The
Company does not expect that any such changes would have a material impact on its annual effective tax rate.

Income tax expense results in effective tax rates that differ from the statutory Federal income tax rate for the
years indicated as follows:

2008 2007 2006
(In thousands)

Tax provision at Federal statutory rate . ............... $24,526  35.0% $68,831 35.0% $64,690 35.0%
State income taxes, net of Federal income tax benefit . . .. 4,634 6.6 11,374 5.8 10,144 5.5
Interest on obligations of state and political subdivisions,

which are exempt from Federal taxation ............ 427) (0.6) (695) (0.3) (945) (0.5)
Low income housing tax credit . .. ................... (9,535) (13.6) (8,017) 4.1 (6,504) (3.5)
Other, Net . ... ... 356 0.5 (302) (0.2) (126) (0.1)
Total iNCOME tax EXPENSE . . . v v v v vvvvrvrrennnnennnn. $19,554 27.9% $71,191 36.2% $67,259 36.4%

14. Stockholders’ Equity and Earnings per Share

As a bank holding company, the Bancorp’s ability to pay dividends will depend upon the dividends it
receives from the Bank and on the income it may generate from any other activities in which it may engage,
either directly or through other subsidiaries.

Under California banking law, the Bank may not, without regulatory approval, pay a cash dividend that
exceeds the lesser of the Bank’s retained earnings or its net income for the last three fiscal years, less any cash
distributions made during that period. The amount of retained earnings available for cash dividends to the
Bancorp immediately after December 31, 2008, is restricted to approximately $125.6 million under this
regulation.

During 2003, the Bank formed Cathay Real Estate Investment Trust (“Trust”) to provide the Bank flexibility
in raising capital. In 2003 and 2004, the Trust sold to accredited investors $8.6 million of its 7.0% Series A
Non-Cumulative preferred stock which pays dividends, if declared, at the end of each quarter. This preferred
stock qualifies as Tier 1 capital under current regulatory guidelines. Dividends of $602,000 in 2008, dividends of
$602,000 in 2007, and dividends of $602,000 in 2006 were paid to accredited investors. For the years ended and
as of December 31, 2008, December 31, 2007, and December 31, 2006, the net income and assets of the Trust
were eliminated in consolidation.
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The Board of Directors of the Bancorp is authorized to issue preferred stock in one or more series and to fix
the voting powers, designations, preferences or other rights of the shares of each such class or series and the
qualifications, limitations, and restrictions thereon. Any preferred stock issued by the Bancorp may rank prior to
the Bancorp common stock as to dividend rights, liquidation preferences, or both, may have full or limited voting
rights, and may be convertible into shares of the Bancorp common stock.

On November 16, 2000, the Bancorp’s Board of Directors adopted a Rights Agreement between the Bancorp and
American Stock Transfer and Trust Company, as Rights Agent, and declared a dividend of one preferred share
purchase right for each outstanding share of the Bancorp common stock. The dividend was payable on January 19,
2001, to stockholders of record at the close of business on the record date, December 20, 2000. Each preferred share
purchase right entitles the registered holder to purchase from the Bancorp one one-thousandth of a share of the
Bancorp’s Series A junior participating preferred stock at a price of $200, subject to adjustment. In general, the rights
become exercisable if, after December 20, 2000, a person or group acquires 15% or more of the Bancorp’s common
stock or announces a tender offer for 15% or more of the common stock. The Board of Directors is entitled to redeem
the rights at one cent per right at any time before any such person acquires 15% or more of the outstanding common
stock. The rights will expire in ten years. The complete terms and conditions of the rights are contained in the Rights
Agreement, between the Bancorp and the Rights Agent, which was filed as an exhibit to the Bancorp’s Form 8-A on
December 20, 2000. The Rights Agreement is a successor to the Bancorp’s prior rights agreement, which expired at the
close of business on December 20, 2000.

Pursuant to the U.S. Treasury Troubled Asset Relief Program Capital Purchase Program under the
Emergency Economic Stabilization Act of 2008, on December 5, 2008, the U.S. Treasury purchased 258,000
shares of the Company’s Series B preferred stock in the amount of $258.0 million. The Series B preferred stock
pays cumulative compounding dividends at a rate of 5% per year for the first five years, and thereafter at a rate of
9% per year. In conjunction with the purchase of senior preferred shares, the U.S. Treasury received warrants to
purchase common stock of 1,846,374 shares at the exercise price of $20.96 with an aggregate market price equal
to $38.7 million, 15% of the senior preferred stock amount that the U.S. Treasury invested. The exercise price of
$20.96 on warrants was calculated based on the average of closing prices of the Company’s common stock on the
20 trading days ending on the last trading day prior to November 17, 2008, the date that the Company received
the preliminary approval of capital purchase from the U.S. Treasury.

The following is the reconciliation of the numerators and denominators of the basic and diluted earnings per
share computations for the years as indicated:

Year Ended December 31,
2008 2007 2006
Per Per Per
Income Shares Share Income Shares Share Income Shares Share

(Numerator) (Denominator) Amount (Numerator) (Denominator) Amount (Numerator) (Denominator) Amount

(In thousands, except shares and per share data)
Net income . .. .. $50,521 $125,469 $117,570
Dividends on
preferred
stock ........ (1,140) — —

Basic EPS

income ...... $49,381 49,414,824  $1.00 $125469 50.418,303 $2.49 $117,570 51,234,596  $2.29
Effect of dilutive

stock

options ...... 114,969 557,146 569,899

Diluted EPS
income ...... $49,381 49,529,793  $1.00 $125,469 50,975,449 $2.46 $117,570 51,804,495 $2.27
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Options to purchase an additional 4.5 million shares and warrants to purchase an additional 883,000 shares
at December 31, 2008, and options to purchase an additional 2.0 million shares at December 31, 2007, and
options to purchase an additional 1.5 million shares at December 31, 2006, were not included in the computation
of diluted earnings per share because their inclusion would have had an anti-dilutive effect.

15. Commitments and Contingencies

Litigation. The Company is involved in various litigation concerning transactions entered into during the
normal course of business. Management, after consultation with legal counsel, does not believe that the
resolution of such litigation will have a material effect upon its consolidated financial condition, results of
operations, or liquidity taken as a whole.

Lending. In the normal course of business, the Company becomes a party to financial instruments with off-
balance sheet risk to meet the financing needs of its customers. These financial instruments include commitments
to extend credit in the form of loans or through commercial or standby letters of credit and financial guarantees.
Those instruments represent varying degrees of exposure to risk in excess of the amounts included in the
accompanying consolidated balance sheets. The contractual or notional amount of these instruments indicates a
level of activity associated with a particular class of financial instrument and is not a reflection of the level of
expected losses, if any.

The Company’s exposure to credit loss in the event of non-performance by the other party to the financial
instrument for commitments to extend credit is represented by the contractual amount of those instruments. The
Company uses the same credit policies in making commitments and conditional obligations as it does for
on-balance sheet instruments. Unless noted otherwise, the Company does not require collateral or other security
to support financial instruments with credit risk.

Financial instruments whose contract amounts represent the amount of credit risk include the following:

2008 2007
(In thousands)
Commitments to extend credit .. .........ouutin . $2,047,985  $2,310,887
Standby letters of credit . ........ ... .. 79,423 62,413
Commercial letters of credit . ... 66,220 71,089
Bill of lading guarantees . ................iuiiiiiin 493 323
Total ... $2,194,121  $2,444,712

Commitments to extend credit are agreements to lend to a customer provided there is no violation of any
condition established in the commitment agreement. These commitments generally have fixed expiration dates
and are expected to expire without being drawn upon. The total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case
basis. The amount of collateral obtained if deemed necessary by the Company upon extension of credit is based
on management’s credit evaluation of the borrowers.

As of December 31, 2008, the Company does not have fixed-rate or variable-rate commitments with
characteristics similar to options, which provide the holder, for a premium paid at inception to the Company, the
benefits of favorable movements in the price of an underlying asset or index with limited or no exposure to losses
from unfavorable price movements.

As of December 31, 2008, commitments to extend credit of $2.0 billion include commitments to fund fixed
rate loans of $96.8 million and adjustable rate loans of $1.9 billion.
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Commercial letters of credit and bill of lading guarantees are issued to facilitate domestic and foreign trade
transactions while standby letters of credit are issued to make payments on behalf of customers if certain
specified future events occur. The credit risk involved in issuing letters of credit and bill of lading guarantees is
essentially the same as that involved in making loans to customers.

Leases. The Company is obligated under a number of operating leases for premises and equipment with
terms ranging from one to 51 years, many of which provide for periodic adjustment of rentals based on changes
in various economic indicators. Rental expense was $7.8 million for 2008, $7.6 million for 2007, and $6.6
million for 2006. The following table shows future minimum payments under operating leases with terms in
excess of one year as of December 31, 2008.

Year Ending December 31, Commitments

{In thousands)
2000 . 5,874
2000 4,325
20 L 3,538
200 2,883
200 2,560
Thereafter . ... ... 3,293
Total minimum lease payments . .. .........un ittt $22,473

Rental income was $0.5 million for 2008, $0.9 million for 2007, and $1.2 million for 2006. The following
table shows future rental payments to be received under operating leases with terms in excess of one year as of
December 31, 2008:

Year Ending December 31, Commitments
(In thousands)
2000 . 204
2000 L 75
20 L 41
2012 and thereafter ......... ... .. . . 97
Total minimum lease payments to be received ............. ... ... .. ... .... $417

16. Fair Value Measurements

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles, and expands disclosures about fair value measurements. The Company adopted SFAS
No. 157 on January 1, 2008, and determined the fair values of our financial instruments based on the three-level
fair value hierarchy established in SFAS 157. The three-level inputs to measure the fair value of assets and
liabilities are as follows:

e Level I—Quoted prices in active markets for identical assets or liabilities.

* Level 2—Observable prices in active markets for similar assets or liabilities; prices for identical or
similar assets or liabilities in markets that are not active; directly observable market inputs for
substantially the full term of the asset and liability; market inputs that are not directly observable but
are derived from or corroborated by observable market data.

e Level 3 — Unobservable inputs based on the Company’s own judgments about the assumptions that a
market participant would use.
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The Company uses the following methodologies to measure the fair value of its financial assets on a
recurring basis:

Securities available for sale. For certain actively traded agency preferred stocks and U.S. Treasury
securities, the Company measures the fair value based on quoted market prices in active exchange markets at the
reporting date, a Level 1 measurement. The Company measures all other securities by using quoted market prices
for similar securities or dealer quotes, a Level 2 measurement. This category generally includes U.S. Government
agency securities, state and municipal securities, mortgage-backed securities (“MBS”), commercial MBS,
collateralized mortgage obligations, asset-backed securities and corporate bonds.

Trading securities. The Company measures the fair value of trading securities based on quoted market
prices in active exchange markets at the reporting date, a Level 1 measurement.

Impaired loans. The Company does not record loans at fair value on a recurring basis. However, from time
to time, nonrecurring fair value adjustments to collateral dependent impaired loans are recorded based on either
current appraised value of the collateral, a Level 2 measurement, or management’s judgment and estimation of
value reported on old appraisals which are then adjusted based on recent market trends, a Level 3 measurement.

Other real estate owned. Real estate acquired in the settlement of loans is initially recorded at fair value,
less estimated costs to sell. The Company records other real estate owned at fair value on a non-recurring basis.
However, from time to time, nonrecurring fair value adjustments to other real estate owned are recorded based on
current appraised value of the property, a Level 2 measurement, or management’s judgment and estimation based
on reported appraisal value, a Level 3 measurement.

Equity investment. The Company does not record equity investment at fair value on a recurring basis.
However, from time to time, nonrecurring fair value adjustments to equity investment are recorded based on

quoted market prices in active exchange market at the reporting date, a Level 1 measurement.

Warrants. The Company measures the fair value of warrants based on unobservable inputs based on
assumption and management judgment, a Level 3 measurement.

Foreign Exchange Contracts. The Company measures the fair value of foreign exchange contracts based on
dealer quotes on a recurring basis, a Level 2 measurement.
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The following table presents the Company’s hierarchy for its assets and liabilities measured at fair value on
a recurring and non-recurring basis at December 31, 2008:

Fair Value Measurements Using

Total at
Level 1 Level 2 Level 3 Fair Value
(In thousands)
Assets
On a Recurring Basis
Securities available-for-sale ............. ... ... . ... ...... $11,328 $3,072,489 $ —  $3,083.817
Trading SeCUrities . ... ... .....iuiien e 12 — — 12
Warrants .. ... — — 122 122
Foreign exchange contracts . .................c.ouuuien... — 1,122 — 1,122
On a Non-recurring Basis
Impairedloans . ........ ... ... . — 70,372 2,594 72,966
Otherreal estateowned (1) ........... .. ... ... ... .. ...... — 39,146 26,106 65,252
Equity investment . ............ ... i 826 — — 826
Total @SSELS . . . oottt $12,166 $3,183,129 $28,822 $3,224,117
Liabilities
On a Recurring Basis
Foreign exchange CONtracts . ... ............uuuuununnnnnn. $ — $ 9235 $ — $ 97235
Total liabilities . .. ........... ... .. . $ — $ 9235 § — $ 97235

(1) Other real estate owned balance of $61.0 million in the consolidated balance sheet is net of estimated
disposal costs.

The Company measured the fair value of its warrants on a recurring basis using significant unobservable
inputs. The fair value of warrants was $122,000 at December 31, 2008, compared to $125,000 at December 31,
2007. The fair value adjustment of $3,000 was included in other operating income in 2008.

17. Fair Value of Financial Instruments
The following methods and assumptions were used to estimate the fair value of each class of financial

instruments.

Cash and Cash Equivalents. For cash and cash equivalents, the carrying amount was assumed to be a
reasonable estimate of fair value.

Short-term Investments. For short-term investments, the carrying amount was assumed to be a reasonable
estimate of fair value.

Securities purchased under agreements to resell. The fair value of the agreements to resell is based on
dealer quotes.

Securities Available for Sale. For securities available-for-sale, fair values were based on quoted market

prices at the reporting date. If a quoted market price was not available, fair value was estimated using quoted
market prices for similar securities or dealer quotes.
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Loans. Fair values were estimated for portfolios of loans with similar financial characteristics. Each loan
category was further segmented into fixed and adjustable rate interest terms and by performing and
non-performing categories.

The fair value of performing loans was calculated by discounting scheduled cash flows through the
estimated maturity using estimated market discount rates that reflect the credit and interest rate risk inherent in
the loan.

The entire allowance for credit losses was applied to classified loans including non-accruals. Accordingly,
they are considered to be carried at fair value as the allowance for credit losses represents the estimated discount
for credit risk for the applicable loans.

Deposit Liabilities. The fair value of demand deposits, savings accounts, and certain money market deposits
was assumed to be the amount payable on demand at the reporting date. The fair value of fixed-maturity
certificates of deposit was estimated using the rates currently offered for deposits with similar remaining
maturities.

Securities Sold under Agreements to Repurchase. The fair value of the repurchase agreements is based on
dealer quotes.

Advances from Federal Home Loan Bank. The fair value of the advances is based on quotes from the FHLB
to settle the advances.

Other Borrowings. This category includes federal funds purchased, revolving line of credit, and other short-
term borrowings. The fair value of other borrowings is based on current market rates for borrowings with similar
remaining maturities.

Subordinated Debt. The fair value of subordinated debt is estimated based on the current spreads to LIBOR
for subordinated debt.

Junior Subordinated Notes. The fair value of the Junior Subordinated Notes is estimated based on the
current spreads to LIBOR for junior subordinated notes.

Off-Balance-Sheet Financial Instruments. The fair value of commitments to extend credit, standby letters of
credit, and financial guarantees written were estimated using the fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the present creditworthiness of the
counter-parties. The fair value of guarantees and letters of credit was based on fees currently charged for similar
agreements or on the estimated cost to terminate them or otherwise settle the obligations with the counter-parties
at the reporting date.

Fair value estimates were made at specific points in time, based on relevant market information and
information about the financial instrument. These estimates do not reflect any premium or discount that could
result from offering for sale at one time the Bank’s entire holdings of a particular financial instrument. Because
no market exists for a significant portion of the Bank’s financial instruments, fair value estimates were based on
judgments regarding future expected loss experience, current economic conditions, risk characteristics of various
financial instruments, and other factors. These estimates were subjective in nature and involved uncertainties and
matters of significant judgment and therefore cannot be determined with precision. Changes in assumptions
could significantly affect the estimates.
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Fair Value of Financial Instruments

As of December 31, 2008 As of December 31, 2007
Carrying Carrying
Amount Fair Value Amount Fair Value

(In thousands)
Financial Assets

Cash and due frombanks ...................... $ 84818 $ 84,818 $ 118437 $ 118,437
Short-term investments ........................ 25,000 25,000 2,278 2,278
Securities purchased under agreements to resell . . . . . 201,000 198,435 516,100 520,695
Long-term certificates of deposits .. .............. — — 50,000 51,470
Securities available-for-sale .................... 3,083,817 3,083,817 2,347,665 2,347,665
Loans,net ....... ... 7,340,181 7,348,316 6,608,079 6,657,249
Investment in Federal Home Loan Bank Stock ..... 71,791 71,791 65,720 65,720
Financial Liabilities
Deposits ..ot 6,836,736 6,861,412 6,278,367 6,291,736
Federal funds purchased ....................... 52,000 52,000 41,000 41,000
Securities sold under agreement to repurchase . . . ... 1,610,000 1,785,725 1,391,025 1,452,737
Advances from Federal Home Loan Bank ......... 1,449,362 1,523,718 1,375,180 1,399,658
Other borrowings . . .. ... 19,500 19,500 27,943 27,943
Long-termdebt ........... ... ... ... .. ... ..... 171,136 91,496 171,136 147,930
As of December 31, 2008 As of December 31, 2007
Notional Notional
Amount Fair Value Amount Fair Value
(In thousands)
Off-Balance Sheet Financial Instruments
Commitments to extend credit .................. $2,047,985 $ (3,089) $2,310,887 $ (2,879)
Standby letters of credit ....................... 79,423 417) 62,413 (333)
Other letters of credit . ........................ 66,220 (38) 71,089 (36)
Bill of lading guarantees ....................... 493 2) 323 (1)

18. Employee Benefit Plans

Employee Stock Ownership Plan. Under the Company’s Amended and Restated Cathay Bank Employee
Stock Ownership Plan (“ESOP”), the Company can make annual contributions to a trust in the form of either
cash or common stock of the Company for the benefit of eligible employees. Employees are eligible to
participate in the ESOP after completing two years of service for salaried full-time employees or 1,000 hours for
each of two consecutive years for salaried part-time employees. The amount of the annual contribution is
discretionary except that it must be sufficient to enable the trust to meet its current obligations. The Company
also pays for the administration of this plan and of the trust. The Company has not made contributions to the trust
since 2004 and does not expect to make any contributions in the future. Effective June 17, 2004, the ESOP was
amended to provide the participants the election either to reinvest the dividends on the Company stock allocated
to their accounts or to have these dividends distributed to the participant. The ESOP trust purchased 36,428
shares in 2008, 20,594 shares in 2007, and 27,970 shares in 2006, of the Bancorp’s common stock at an
aggregate cost of $0.6 million in 2008, $0.6 million in 2007 and $1.0 million in 2006. Except for 9,500 shares
purchased on the open market in 2006, all purchases during 2008 and during 2007 were through the Dividend
Reinvestment Plan. The distribution of benefits to participants totaled 55,235 shares in 2008, 197,231 shares in
2007, and 88,095 shares in 2006. As of December 31, 2008, the ESOP owned 1,615,895 shares, or 3.3% of the
Company’s outstanding common stock.
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401(k) Plan. In 1997, the Board approved the Company’s 401(k) Profit Sharing Plan, which began on
March 1, 1997. Salaried employees who have completed three months of service and have attained the age of 21
are eligible to participate. Enrollment dates are on January 1st, April Ist, July Ist, and October 1st of each year.
Participants may contribute up to 75% of their eligible compensation for the year but not to exceed the dollar
limit set by the Internal Revenue Code. Participants may change their contribution election on the enrollment
dates. The Company matches 100% on the first 5% of compensation contributed per pay period by the
participant, after one year of service. The vesting schedule for the matching contribution is 0% for less than two
years of service, 25% after two years of service and from then on, at an increment of 25% each year until 100%
is vested after five years of service. In February 2009, the Board revised and reduced contribution match for the
Company’s 401(k) Profit Sharing Plan. Effective on April 1, 2009, the Company will match 100% on the first
2.5% of compensation contributed per pay period by the participant, after one year of service. The Company’s
contribution amounted to $1.9 million in 2008, $1.6 million in 2007, and $1.4 million in 2006. The Plan allows
participants to withdraw all or part of their vested amount in the Plan due to certain financial hardship as set forth
in the Internal Revenue Code and Treasury Regulations. Participants may also borrow up to 50% of the vested
amount, up to a maximum of $50,000. The minimum loan amount is $1,000.

19. Equity Incentive Plans

In 1998, the Board adopted the Cathay Bancorp, Inc. Equity Incentive Plan. Under the Equity Incentive
Plan, as amended in September, 2003, directors and eligible employees may be granted incentive or non-statutory
stock options, and/or restricted stock units, and/or awarded restricted stock, up to 7,000,000 shares of the
Company’s common stock on a split adjusted basis. In May 2005, the shareholders of the Company approved the
2005 Incentive Plan which provides that 3,131,854 shares of the Company’s common stock may be granted as
incentive or non-statutory stock options, or as restricted stock, or as restricted stock units. In conjunction with the
approval of the 2005 Incentive Plan, the Bancorp agreed to cease granting awards under the Equity Incentive
Plan. As of December 31, 2008, the only type of options granted by the Company has been non-statutory stock
options. These options and restricted stock units have been granted to selected bank officers and non-employee
directors at exercise prices equal to the fair market value of a share of the Company’s common stock on the date
of grant. Such options and restricted stock units have a maximum ten-year term and vest in 20% annual
increments (subject to early termination in certain events) except for certain options granted to Chief Executive
Officer of the Company in March 22, 2005, May 22, 2005, and February 21, 2008 as further discussed below. If
such options expire or terminate without having been exercised, any shares not purchased will again be available
for future grants or awards.

Cash received from exercises of stock options totaled $373,000 from 20,906 exercised shares for 2008 and
$2.2 million from 136,348 exercised shares for 2007. The fair value of stock options vested in 2008 was $7.3
million compared to $7.4 million in 2007. Aggregate intrinsic value for options exercised was $136,000 in 2008
and $2.1 million in 2007.
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A summary of stock option activity for 2008, 2007, and 2006 follows:

Weighted-Average Aggregate
Weighted-Average Remaining Contractual Intrinsic
Shares Exercise Price Life (in years) Value (in ,000)

Balance, December 31,2005 ............. 4,316,112 $26.33 7.5 $42,263
Granted ......................... 807,630 36.58
Exercised ........................ (162,534) 20.32
Forfeited ........................ (178,181) 30.99

Balance, December 31,2006 .. ........... 4,783,027 $28.09 7.0 $34,011

Granted ......................... — —

Exercised ............ ... ... ... ... (136,348) 16.34
Forfeited ........................ (72,399) 3343

Balance, December 31,2007 .. ........... 4,574,280 $28.36 6.1 $24,487
Granted ......................... 689,200 23.37
Exercised ........................ (20,906) 17.80
Forfeited ........................ (36,200) 31.97

Balance, December 31,2008 ............. 5,206,374 $27.72 5.6 $ 6,220

Exercisable, December 31,2008 .......... 3,707,580 $26.78 4.7 $ 5,926

At December 31, 2008, 1,548,921 shares were available under the 2005 Incentive Plan for future grants. The
following table shows stock options outstanding and exercisable as of December 31, 2008, the corresponding
exercise prices, and the weighted-average contractual life remaining:

Outstanding

Weighted-Average
Remaining Contractual Life

(in Years)

Exercisable Shares

M Shares

$1063 .............. 92,836
1106 .............. 10,240
1134 ... ... ... 10,240
1505.............. 130,488
1628 .............. 156,056
1729 ..ol 10,240
1993 ... ... ..., 336,844
21.09 ... ... 10,240
2201 ... 406,674
2337 oo 683,950
2480 ... .. ... 888,816
2870 .. ... ... ... 523,200
3226 . ... 40,000
3247 .o 245,060
3354 ... . 264,694
3381 ... 3,000
37.00 . ... 642,484
3838 ... 15,000
3690 .. ... L. 310,082
3624 ... 414,230
3826 .. ... 12,000
5,206,374
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336,844
10,240
406,674

888,816
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32,000
245,060
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1,800
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4,800
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On January 16, 2003, Dunson K. Cheng, Chairman of the Board, President and Chief Executive Officer of
the Company, was granted an option to purchase 153,060 shares and on November 20, 2003, was granted an
option to purchase 638,670 shares of the Company’s common stock under the Company’s Equity Incentive Plan.
In March 2005, the Company determined that these grants, in combination, exceeded by 391,730 shares a
limitation in the Equity Incentive Plan as to the number of shares that could be subject to awards made to any one

participant in any calendar year.

Effective March 22, 2005, Mr. Cheng agreed to cancel the options as to the 391,730 excess shares, and to
waive all rights that he has to purchase such excess shares upon exercise of the option. Also, on March 22, 2005,
the Executive Compensation Committee approved granting to Mr. Cheng an option to purchase a total of 245,060
shares of common stock of the Company at an exercise price equal to the closing market price of the common
stock on the NASDAQ National Market on that date of which 30% vested immediately, 10% vested on
November 20, 2005, and an additional 20% vested on November 20, 2006, 2007, and 2008, respectively. On
May 12, 2005, the Executive Compensation Committee approved granting Mr. Cheng an option under the 2005
Incentive Plan to purchase a total of 264,694 shares of common stock of the Company at an exercise price equal
to the closing market price of the common stock on the NASDAQ National Market on that date of which 40%
vested on November 20, 2005, and an additional 20% vested on November 20, 2006, 2007, and 2008,

respectively.

On February 21, 2008, the Company granted options of 100,000 shares to Mr. Cheng, of which 50% would
vest on February 21, 2009, and the remaining 50% would vest on February 21, 2010.

The Company has granted non-vested stock to its Chairman of the Board, President, and Chief Executive
Officer. The shares vest ratably over certain years if certain annual performance criteria are met. The following
table presents information relating to the non-vested stock grants as of December 31, 2008:

Grant date Grant date
January 31, January 25,

2007 2006
Grant Shares . ... e 20,000 30,000
Vested ratably OVer . ... ... i e 2 years 3 years
Price per share at rant . ..............uiriiineinereneennnnn.. $ 34.66 $ 36.24
Vested shares .. ... 10,000 20,000
Unvested shares . ........... i 10,000 10,000

The stock compensation expense recorded related to the non-vested stock above was $59,000 in 2008,
$680,000 in 2007 and $332,000 in 2006. Because certain performance criteria for 2008 were not met, 20,000
shares of restricted stock were forfeited in February 2009.
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In addition to stock options and restricted stock awards above, in February 2008, the Company also granted
restricted stock units on 82,291 shares of the Company’s common stock to its eligible employees. On the date of
granting of these restricted stock units, the closing price of the Company’s stock was $23.37 per share. Such
restricted stock units have a maximum term of five years and vest in approximately 20% annual increments
subject to employees’ continued employment with the Company. The following table presents information
relating to the restricted stock units grant as of December 31, 2008:

Weighted-Average
Remaining Contractual

Units Life (in years)
Balance at December 31,2007 ......... ... . . . ... = —
Granted . ... .. 82,291 3.0
Forfeited ... ... ... . ... . . . . (2,754)
Balance at December 31,2008 .. ....... ... . . . ... 79,537 2.1

The compensation expense recorded related to the restricted stock units above was $272,000 in 2008.
Unrecognized stock-based compensation expense related to the restricted stock units was $1.4 million at
December 31, 2008, and is expected to be recognized over the next 4.1 years.

Prior to 2006, the Company presented the entire amount of the tax benefit on options exercised as operating
activities in the consolidated statements of cash flows. After adoption of SFAS No. 123R in January 2006, the
Company reports only the benefits (short-fall) of tax deductions in excess of grant-date fair value as cash flows
from financing activity. The following table summarizes the tax benefit from options exercised:

2008 2007 2006
(In thousands)

(Short-fall)/benefit of tax deductions in excess of grant-date fair value .............. $247) $791 $ 777
Benefit of tax deductions on grant-date fair value ............ .. ... ... .. .. ... ... 304 103 287
Total benefit of tax dedUCtionS . . .. .ottt et e e e e $ 57 $894 $1,064
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20. Condensed Financial Information of Cathay General Bancorp

The condensed financial information of the Company as of December 31, 2008, and December 31, 2007,
and for the years ended December 31, 2008, 2007, and 2006 is as follows:

Balance Sheets

Year Ended December 31,
2008 2007

(In thousands, except
share and per share data)

Assets

Cash . .. $ 260 $ 1,966

Short-term certificates of deposit ........ ... .. . i 39,300 —

Investment in bank subsidiari€s ... ....... ... 1,363,387 1,083,753

Investment in non-bank subsidiaries ... ....... ... 3,158 3,244

OtNer ASSEES . o v vttt 11,034 11,196
Total @SSetS . . oottt $1,417,139 $1,100,159

Liabilities

Junior subordinated debt . ... ... ... $ 121,136 $ 121,136

Other Habilities . . ... .o e e 3,116 7,104
Total HabilitieS . .. ... ... 124,252 128,240

Commitments and CONLNGENCIES . .. ..ottt ettt e et e — —

Stockholders’ equity
Preferred stock, $0.01 par value; 10,000,000 shares authorized,
258,000 issued and outstanding in 2008, and none in 2007 .................. 3 —
Common stock, $0.01 par value; 100,000,000 shares authorized, 53,715,815 issued
and 49,508,250 outstanding in 2008, and 53,543,752 issued and 49,336,187

outstanding in 2007 . . .. ... 537 535
Additional paid-in-capital .. ........ ... 749,164 480,557
Accumulated other comprehensive income (loss), net .......................... 23,327 (545)
Retained earnings ... ... ...ttt 645,592 617,108
Treasury stock, at cost (4,207,565 shares in 2008 and in 2007) .. ................. (125,736) (125,736)
Total stockholders’ eqUILY . . ... ..ottt e e 1,292,887 971,919
Total liabilities and stockholders’ equity . ........... .. ... i, . $1,417,139 $1,100,159
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Statements of Income

Year Ended December 31,
2008 2007 2006
(In thousands)
Cash dividends from Cathay Bank ... ......... ... ... ... ... ... ... ...... $26,727 $ 58,500 $ 98,179
Cash dividends from GBC Venture Capital . ............................ — 1,400 1,680
Interest iNCOME . . . .. ..o e e 26 76 74
INEETest EXPENSE . . . v\ttt e 6,746 8,166 5,946
NON-INterest INCOME . . . . .ottt e et e et et e e e e e e (1,003) (1,024) (381)
NON-INLEIESt EXPEISE . o v v v ettt et e et et et e e 937 1,134 1,417
Income before income tax benefit ......... ... . . . ... 18,067 49,652 92,189
Income tax benefit . ......... .. .. .. .. (3,641) (4,309) (3,225)
Income before undistributed earnings of subsidiaries ..................... 21,708 53,961 95,414
Undistributed earnings of subsidiaries . ............ ... .. ... ... ... ..., 28,813 71,508 22,156
NELINCOME . . o e v v ettt e e e e e e e e e e $50,521 $125,469 $117,570
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Statements of Cash Flows

Cash flows from Operating Activities

NEtINCOME . . .ottt ettt et ettt e e e e
Adjustments to reconcile net income to net cash provided by operating

activities:

Equity in undistributed earnings of subsidiaries . .......................
Increase in accrued €XPensSe . ... .. ..ottt
Write-downs on venture capital and other investments ..................
Loss in fair value of warrants . ............... ...t .
Excess tax short-fall/(benefits) from stock options .....................
Increase in Other assets ... ..........uuiuiii it
(Decrease)/increase in other liabilities . ............. ... ... ... ........

Net cash provided by operating activities . ........................

Cash flows from Investment Activities

Additional investment in subsidiary . ............ . ... i
Increase in short-term investment . .. ...ttt
Exercise of warrants to acquire common stock . .......... .. ... .. .. .. ..
Proceeds from sale of common stock acquired from exercise of warrants . ..
Equity investment . .. ... ... it e
Acquisitions, net of cash acquired ............ .. ... ... . ..

Net cash used in investment activities .....................o.....

Cash flows from Financing Activities

Repayment of short term borrowing . .......... .. .. .. . .. .. . ...
Issuance of Series B Preferred Stock .......... .. .. .. .. .. .. ... ...
Issuance of Common Stock Warrant ............ ... ... .. ... ...,
Accretion of discount on Series B Preferred Stock ............... ... ...
Increase in other borrowings . . ...
Issuance of junior subordinated debt ............ ... ... .. ... .. .. .. ..
Cashdividends . ........ ... i
Proceeds from shares issued under the Dividend Reinvestment Plan .......
Proceeds from exercise of stockoptions .. ........... ... .. .. . .. ...
Excess tax (short-fall)/benefits from share-based payment arrangements . . . .
Purchase of treasury stock ......... .. .. ..

Net cash used in financing activities . .. ......... ... ...,

Decrease in cash and cash equivalents ...............................
Cash and cash equivalents, beginning of year .........................

Cash and cash equivalents, end of year ............. .. .. ... .. ... .....
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Year Ended December 31,
2008 2007 2006
(In thousands)

$ 50,521 $125,469 $117,570

(28,813)  (71,509)  (22,156)
29 60 60
1,356 933 432
21 78 (816)

247 (791) (777)
(1,169) (536) (98)
(5,179) 6,861 (320)
17,013 60,565 93,895
(219,300) — —
(39,300) — —
(62) — (2,209)

16 — 3,679

— — (1,726)
— (9,709)  (70,815)
(258,646)  (9,709) (71,071)
—(10,000) (27,120)
240,554 — —
17,673 — —
(227) — —
— — 15,000
— 65,000 —
(20,750)  (20,525) (18,426)
2,551 2,445 2,622
373 2,228 3,302
(247) 791 777
—(92,425) —
239,927  (52,486) (23,845)
(1,706)  (1,630)  (1,021)
1,966 3,596 4,617
$ 260 $ 1,96 $ 3,596




CATHAY GENERAL BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

21. Dividend Reinvestment Plan

The Company has a dividend reinvestment plan which allows for participants’ reinvestment of cash
dividends and certain optional additional investments in the Company’s common stock. Shares issued under the
plan and the consideration received were 151,157 shares for $2.6 million in 2008, 78,087 shares for $2.4 million
in 2007, and 75,003 shares for $2.6 million in 2006.

22. Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can result in certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Bank’s financial
statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The Bank’s capital amounts
and classification are also subject to qualitative judgments by the regulators about components, risk weightings,
and other factors. See Note 12 for discussion of possible future disallowance of Capital Securities as Tier 1
capital.

The Federal Deposit Insurance Corporation has established five capital ratio categories: “well capitalized”,
“adequately capitalized”, “undercapitalized”, ““significantly undercapitalized” and “critically undercapitalized.”
A well capitalized institution must have a Tier 1 capital ratio of at least 6%, a total risk-based capital ratio of at
least 10%, and a leverage ratio of at least 5%. At December 31, 2008 and 2007, the FDIC categorized the Bank
as well capitalized under the regulatory framework for prompt corrective action. There are no conditions or
events since that notification which management believes have changed the well capitalized category of the
Bank.

The Bancorp’s and the Bank’s capital and leverage ratios as of December 31, 2008, and December 31, 2007,
are presented in the tables below:

As of December 31, 2008 As of December 31, 2007
Company Bank Company Bank

Balance Percentage Balance Percentage Balance Percentage Balance Percentage

(Dollars in thousands)
Tier I Capital (to risk-weighted

ASSELS) v e $ 1,058,751 12.12% $ 1,012,164 11.60% $ 755431 9.09% $ 750,698 9.04%
Tier I Capital minimum
requirement . ................. 349,462 4.00 349,053 4.00 332,384 4.00 332,014 4.00
Excess ................ $ 709,289 8.12% $ 663,111 7.60% $ 423,047 5.09% $ 418,684 5.04%
Total Capital (to risk-weighted
ASSELS) L $ 1,217,795 13.94% $ 1,171,494 13.42% $ 874,056 10.52% $ 870,257 10.49%
Total I Capital minimum
requirement .................. 698,924 8.00 698,105 8.00 664,768 8.00 664,027 8.00
Excess ................ $ 518,871 594% $ 473,389 542% $ 209,288 2.52% $ 206,230 2.49%
Tier I Capital (to average assets)
Leverage ratio .............. $ 1,058,751 9.79% $ 1,012,164 9.38% $ 755,431 7.83% $ 750,698 7.79%
Minimum leverage requirement . . . . 432,453 4.00 431,840 4.00 385,812 4.00 385,269 4.00
Excess ................ $ 626,298 579% $ 580,324 538% $ 369,619 3.83% $ 365429 3.79%
Total average assets (1) ........... $10,811,335 $10,796,005 $9,645,310 $9,631,720
Risk-weighted assets ............. $ 8,736,555 $ 8,726,316 $8,309,598 $8,300,343

(1) Average assets represent average balances for the fourth quarter of each year presented.
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23. Quarterly Results of Operations (Unaudited)

The following table sets forth selected unaudited quarterly financial data:

Summary of Operations
2008 2007

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

(In thousands, except per share data)

Interestincome . ................... $145,467 $146,122 $144,062 $154,300 $164,553 $159,171 $149,693 $141,854
Interest eXpense . .................. 71,225 72,521 71,948 79,110 84,108 79,344 73,196 69,102
Net interest income . ............... 74,242 73,601 72,114 75,190 80,445 79,827 76,497 72,752
Provision for credit losses ........... 62,900 15,800 20,500 7,500 5,700 2,200 2,100 1,000
Net-interest income after provision for

loanlosses ..................... 11,342 57,801 51,614 67,600 74,745 77,627 74,397 71,752
Non-interest income (loss) ........... 11,577 (8,369) 9,175 6,524 6,582 8,859 6,162 5,884
Non-interest eXpense . .............. 36,398 35,171 33,754 31,956 33,612 33,222 32285 30,229
Income before income tax expense .... (13,479) 14,261 27,035 42,258 47,715 53,264 48,274 47,407
Income tax expense ................ (10,579) 7,370 7,804 14,959 16,799 19,258 17,693 17,441
Netincome ................c.o.... (2,900) 6,891 19,231 27,299 30,916 34,006 30,581 29,966
Dividends on preferred stock . ........ (1,140) — — — — — — —
Net income available to common

stockholders .................... (4,040) 6,891 19,231 27,299 30,916 34,006 30,581 29,966
Basic net income available to common

stockholders per common share . . . . . $ (0.08$ 014$ 039% 055%$ 062% 068% 0603$ 0.58

Diluted net income avaiilable to
common stockholders per common
share ........ ... ool $ (008)8% 014$ 039$% 055% 0628% 067$% 060$ 057
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Forward-Looking Statements

This Annual Report contains forward-looking statements within the meaning of the applicable provisions of the Private Securities
Litigation Reform Act of 1995 regarding management’s beliefs, projections, and assumptions concerning future results and events.
We intend such forward-looking statements to be covered by the safe harbor provision for forward-looking statements in these
provisions. All statements other than statements of historical fact are “forward-looking statements” for purposes of federal and state
securities laws, including statements about anticipated future operating and financial performance, financial position and liquidity,
growth opportunities and growth rates, growth plans, acquisition and divestiture opportunities, business prospects, strategic
alternatives, business strategies, financial expectations, regulatory and competitive outlook, investment and expenditure plans,
financing needs and availability, and other similar forecasts and statements of expectation and statements of assumptions underlying
any of the foregoing. Words such as “aims,” “anticipates,” “believes,” “could,” “estimates,” “expects,” “hopes,” “intends,” “may,”
“plans,” “projects,” “seeks,” “shall,” “should,” “will,” “predicts,” “potential,” “continue,” and variations of these words and similar
expressions are intended to identify these forward-looking statements. Forward-looking statements by us are based on estimates,
beliefs, projections, and assumptions of management and are not guarantees of future performance. These forward-looking statements
are subject to certain risks and uncertainties that could cause actual results to differ materially from our historical experience and
our present expectations or projections. Such risks and uncertainties and other factors include, but are not limited to, adverse
developments or conditions related to or arising from: significant volatility and deterioration in the credit and financial markets;
adverse changes in general economic conditions; the effects of the Emergency Economic Stabilization Act and the Troubled Asset
Relief Program (TARP) and any changes or amendments thereto; deterioration in asset or credit quality; the availability of capital;
the impact of any goodwill impairment that may be determined; acquisitions of other banks, if any; fluctuations in interest rates;
the soundness of other financial institutions; expansion into new market areas; earthquakes, wildfires, or other natural disasters;
competitive pressures; legislative, regulatory, and accounting rule changes and developments; and general economic or business
conditions in California and other regions where Cathay Bank has operations, including, but not limited to, adverse changes in
economic conditions resulting from a prolonged economic downturn. These and other factors are further described in the Annual
Report on Form 10-K for the year ended December 31, 2008 (at Item 1A in particular), contained in this Annual Report, other
reports and registration statements filed with the Securities and Exchange Commission (“SEC”), and other filings we make with
the SEC from time to time. Actual results in any future period may also vary from the past results discussed in this report. Given
these risks and uncertainties, we caution readers not to place undue reliance on any forward-looking statements, which speak to the
date of this report. We have no intention and undertake no obligation to update any forward-looking statement or to publicly

announce any revision of any forward-looking statement to reflect future developments or events, except as required by law.

Cathay General Bancorp’s Annual Report on Form 10-K and Form 10-K/A for the year ended December 31, 2008, and other filings
with the SEC are available at the website maintained by the SEC at http://www.sec.gov, or by request directed to Cathay General
Bancorp, 9650 Flair Drive, El Monte, California 91731, Attention: Investor Relations (626) 279-3286. These reports and filings are
also available at http://www.cathaygeneralbancorp.com. The information contained on the websites of Cathay General Bancorp

and Cathay Bank are not part of this Annual Report.

Cathay Bank, Member FDIC, is an Equal Housing Lender.
FDIC insurance coverage is limited to deposit accounts at Cathay Bank’s U.S. domestic branch locations.
Non-Deposit Investment Products ARE NOT FDIC INSURED | ARE NOT BANK GUARANTEED | MAY LOSE VALUE.

THis 1s A GREENER ANNUAL REPORT.
© Cathay General Bancorp is committed to reducing its impact on the environment.
By producing our report this way, we lessened the impact on the environment in the following ways:

AAA 22 trees preserved for the future Qj(( 65 Ibs. waterborne waste not created
FSC == 9,572 gal. wastewater flow saved 8 1,059 Ibs. solid waste not generated

Mixed Sources
Product group from well-managed é b
forests, controlled sources and > 2,086 Ibs. net greenhouse gases prevented 5 15,962,346 BT Us of energy not consumed
recycled wood or fiber
Environmental impact estimates for savings pertaining to the use of post consumer recycled fiber share the same common reference data
Cert no. SCS-COC-00648
www.fsc.org
© 1996 Forest Stewardship Council the lifecycle environmental impacts of paper production and disposal.

as the Environmental Defense Fund paper calculator, which is based on research done by the Paper Task Force, a peer-reviewed study of

The cover and editorial portion of this book is printed on recycled 100% PCW.
The Form 10-K portion of this book is printed on recycled 10% PCW.
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