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FORWARD-LOOKING STATEMENTS

This report on Form 10-Q contains forward-looking statements about Westamerica Bancorporation for which it claims
the protection of the safe harbor provisions contained in the Private Securities Litigation Reform Act of 1995.
Examples of forward-looking statements include, but are not limited to: (i) projections of revenues, expenses, income
or loss, earnings or loss per share, the payment or nonpayment of dividends, capital structure and other financial
items; (ii) statements of plans, objectives and expectations of the Company or its management or board of directors,
including those relating to products or services; (iii) statements of future economic performance; and (iv) statements

non

of assumptions underlying such statements. Words such as "believes", "anticipates”, "expects", "intends", "targeted",
"projected", "continue", "remain", "will", "should", "may" and other similar expressions are intended to identify

forward-looking statements but are not the exclusive means of identifying such statements.

These forward-looking statements are based on Management’s current knowledge and belief and include information
concerning the Company’s possible or assumed future financial condition and results of operations. A number of
factors, some of which are beyond the Company’s ability to predict or control, could cause future results to differ
materially from those contemplated. These factors include but are not limited to (1) the length and severity of current
and potential future difficulties in the global, national and California economies and the effects of government efforts
to address those difficulties; (2) liquidity levels in capital markets; (3) fluctuations in asset prices including, but not
limited to stocks, bonds, real estate, and commodities; (4) the effect of acquisitions and integration of acquired
businesses; (5) economic uncertainty created by terrorist threats and attacks on the United States, the actions taken in
response, and the uncertain effect of these events on the national and regional economies; (6) changes in the interest
rate environment; (7) changes in the regulatory environment; (8) competitive pressure in the banking industry; (9)
operational risks including data processing system failures or fraud; (10) volatility of interest rate sensitive loans,
deposits and investments; (11) asset/liability management risks and liquidity risks; (12) the effect of natural disasters,
including earthquakes, fire, flood, drought, and other disasters, on the uninsured value of loan collateral, the financial
condition of debtors and issuers of investment securities, the economic conditions affecting the Company’s market
place, and commodities and asset values, and (13) changes in the securities markets. The reader is directed to the
Company's annual report on Form 10-K for the year ended December 31, 2012, for further discussion of factors which
could affect the Company's business and cause actual results to differ materially from those expressed in any
forward-looking statement made in this report. The Company undertakes no obligation to update any forward-looking
statements in this report.
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PART I - FINANCIAL INFORMATION
Item 1 Financial Statements

WESTAMERICA BANCORPORATION
CONSOLIDATED BALANCE SHEETS

(unaudited)
At
September At December
30, 31,
2013 2012
(In thousands)

Assets:
Cash and due from banks $388,579 $ 491,382
Investment securities available for sale 1,060,428 825,636
Investment securities held to maturity, with fair values of: $1,129,976 at September
30, 2013 and $1,184,557 at December 31, 2012 1,141,083 1,156,041
Purchased covered loans 296,380 372,283
Purchased non-covered loans 57,838 74,891
Originated loans 1,523,090 1,664,183
Allowance for loan losses (31,916 ) (30,234
Total loans 1,845,392 2,081,123
Non-covered other real estate owned 5,697 12,661
Covered other real estate owned 9,273 13,691
Premises and equipment, net 37,972 38,639
Identifiable intangibles, net 19,714 23,261
Goodwill 121,673 121,673
Other assets 176,676 188,086
Total Assets $4,806,487 $ 4,952,193
Liabilities:
Noninterest bearing deposits $1,689,986 $ 1,676,071
Interest bearing deposits 2,418,321 2,556,421
Total deposits 4,108,307 4,232,492
Short-term borrowed funds 47,821 53,687
Federal Home Loan Bank advances 25,631 25,799
Term repurchase agreement 10,000 10,000
Debt financing 15,000 15,000
Other liabilities 57,888 55,113
Total Liabilities 4,264,647 4,392,091

Shareholders' Equity:
Common stock (no par value), authorized - 150,000 shares issued and outstanding:

26,578 at September 30, 2013 and 27,213 at December 31, 2012 371,088 372,012
Deferred compensation 2,711 3,101
Accumulated other comprehensive income 4,120 14,625
Retained earnings 163,921 170,364
Total Shareholders' Equity 541,840 560,102
Total Liabilities and Shareholders' Equity $4,806,487 $ 4,952,193

)
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See accompanying notes to unaudited consolidated financial statements.
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WESTAMERICA BANCORPORATION

CONSOLIDATED STATEMENTS OF INCOME

Interest and Fee Income:

Loans

Investment securities available for sale
Investment securities held to maturity
Total Interest and Fee Income
Interest Expense:

Deposits

Short-term borrowed funds

Term repurchase agreement

Federal Home Loan Bank advances
Debt financing

Total Interest Expense

Net Interest Income

Provision for Loan Losses

Net Interest Income After Provision For Loan Losses
Noninterest Income:

Service charges on deposit accounts
Merchant processing services

Debit card fees

Other service fees

ATM processing fees

Trust fees

Financial services commissions

Loss on sale of securities

Other

Total Noninterest Income
Noninterest Expense:

Salaries and related benefits
Occupancy

Outsourced data processing services
Amortization of identifiable intangibles
Furniture and equipment
Professional fees

Courier service

Other real estate owned

Other

Total Noninterest Expense

Income Before Income Taxes
Provision for income taxes

Net Income

Average Common Shares Outstanding

(unaudited)
For the Three Months  For the Nine Months
Ended September 30,
2013 2012 2013 2012

(In thousands, except per share data)

$25,116
5,426
7,414
37,956

809

20

25

122
200
1,176
36,780
1,800
34,980

6,433
2,151
1,467
716
701
567
150

2,234
14,419

13,826
3,829
2,139
1,163
974
730
725
179
4,193
27,758
21,641
4,903
$16,738

26,670

$31,779
4,918
8,575
45,272

1,020
15

25

122
200
1,382
43,890
2,800
41,090

6,847
2411
1,308
729
782
540
175

1,834
14,626

14,294
3,901
2,156
1,336
991
786
772
679
4,354
29,269
26,447
6,425
$20,022

27,513

$78,696
16,293
22,701
117,690

2,555
58

73

360

601
3,647
114,043
6,400
107,643

19,427
6,973
4,302
2,174
2,128
1,720
614

5,643
42,981

42,293
11,353
6,436
3,547
2,875
2,109
2,204
791
13,019
84,627
65,997
14,876
$51,121

26,900

$101,180
14,644
24,646
140,470

3,314
63

74

361

601
4,413
136,057
8,400
127,657

20,969
7,333
3,816
2,122
2,648
1,526
540
(1,287 )
5,161
42,828

43,833
11,609
6,318
4,076
2,883
2,455
2,350
912
14,215
88,651
81,834
19,843
$61,991

27,769
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Diluted Average Common Shares Outstanding 26,705 27,565 26,919
Per Common Share Data:

Basic earnings $0.63 $0.73 $1.90
Diluted earnings 0.63 0.73 1.90
Dividends paid 0.37 0.37 1.11

See accompanying notes to unaudited consolidated financial statements.

5.

27,821

$2.23
2.23
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WESTAMERICA BANCORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited)
For the Three Months For the Nine Months
Ended September 30,
2013 2012 2013 2012
(In thousands)
Net income $16,738  $20,022 $51,121 $61,991
Other comprehensive (loss) income:
(Decrease) increase in net unrealized gains on securities available
for sale (712 ) 2,441 (18,173) 5,277
Decrease (increase) in deferred tax expense 299 (1,026 ) 7,641 (2,219 )
(Decrease) increase in net unrealized gains on securities
available for sale, net of tax 413 ) 1,415 (10,532) 3,058
Post-retirement benefit transition obligation amortization 15 15 45 45
Deferred tax expense (6 ) (6 ) (18 ) (18 )
Post-retirement benefit transition obligation amortization, net of
tax 9 9 27 27
Total other comprehensive (loss) income 404 ) 1,424 (10,505) 3,085
Total comprehensive income $16,334 $21,446 $40,616 $65,076

See accompanying notes to unaudited consolidated financial statements.
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WESTAMERICA BANCORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Balance, December 31, 2011
Net income for the period

Other comprehensive income
Exercise of stock options

Tax benefit decrease upon exercise
of stock options

Restricted stock activity

Stock based compensation

Stock awarded to employees
Purchase and retirement of stock
Dividends

Balance, September 30, 2012

Balance, December 31, 2012
Net income for the period

Other comprehensive loss
Exercise of stock options

Tax benefit decrease upon exercise
of stock options

Restricted stock activity

Stock based compensation

Stock awarded to employees
Purchase and retirement of stock
Dividends

Balance, September 30, 2013

See accompanying notes to unaudited consolidated financial statements.

-

(unaudited)

Accumulated

Outstanding  Stock

28,150 $377,775 $ 3,060

27,396 $ 371,211

27,213 $372,012 $

26,578 $ 371,088 $ 2,711

(In thousands)

Accumulated
Other
Comprehensive  Retained
Compensation Income (Loss) Earnings Total
11,369 $ 166,437 $558,641
61,991 61,991

3,085 3,085
2917
O )
523
1,180
74

(27,478 ) (38,686 )
(30,875 ) (30,875)
14,454 $ 170,075 $558,841

14,625 $ 170,364  $560,102
51,121 51,121

(10,505 ) (10,505)
9,219

202 )
678
1,081
84
(27,615 ) (39,789)
(29,949 ) (29,949)
4,120 $ 163,921 $541,840

10
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WESTAMERICA BANCORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

For the Nine Months
Ended September 30,
2013 2012
(In thousands)
Operating Activities:
Net income $51,121  $61,991
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 13,325 10,574
Loan loss provision 6,400 8,400

Net amortization of deferred loan fees (333 ) (402 )
Decrease in interest income receivable 1,420 1,183
Decrease (increase) in other assets 7,344 (155 )
Increase in income taxes payable 856 500
Increase in net deferred tax asset 3,719 ) (7,370 )
Increase (decrease) in interest expense payable 50 (97 )
(Decrease) increase in other liabilities (984 ) 12,696
Stock option compensation expense 1,081 1,180
Tax benefit decrease upon exercise of stock options 202 9

Loss on sale of securities available for sale - 1,287
Gain on sale of other assets (548 ) (656 )
Net loss on sale of premises and equipment 16 78
Originations of mortgage loans for resale 441 ) (897 )
Net proceeds from sale of mortgage loans originated for resale 447 626

Net gain on sale of foreclosed assets (892 ) (2,545 )
Writedown of foreclosed assets 1,752 3,033

Net Cash Provided by Operating Activities 77,097 89,735
Investing Activities:

Net repayments of loans 231,002 296,278
Proceeds from FDIC1 loss-sharing indemnification 6,478 25,768
Purchases of investment securities available for sale (355,440) (211,349)
Purchases of investment securities held to maturity (152,116) (410,829)
Proceeds from sale/maturity/calls of securities available for sale 100,660 116,916
Proceeds from maturity/calls of securities held to maturity 164,369 156,363
Net change in FRB2/FHLB3 securities 2,243 1,336
Proceeds from sale of foreclosed assets 14,986 23,155
Purchases of premises and equipment (1,581 ) (3,875 )
Net Cash Provided by (Used in) Investing Activities 10,601 (6,237 )
Financing Activities:

Net change in deposits (123,914) (118,868)
Net change in short-term borrowings and FHLB3 advances (5,866 ) (60,058 )
Exercise of stock options 9,219 2,917
Tax benefit decrease upon exercise of stock options (202 ) (O )
Repurchases/retirement of stock (39,789 ) (38,686 )
Dividends paid (29,949 ) (30,875 )

11
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Net Cash Used in Financing Activities

Net Change In Cash and Due from Banks

Cash and Due from Banks at Beginning of Period
Cash and Due from Banks at End of Period

Supplemental Cash Flow Disclosures:

Supplemental disclosure of non cash activities:

Loan collateral transferred to other real estate owned
Supplemental disclosure of cash flow activities:
Interest paid for the period

Income tax payments for the period

See accompanying notes to unaudited consolidated financial statements.
1 Federal Deposit Insurance Corporation ("FDIC")

2 Federal Reserve Bank ("FRB")

3 Federal Home Loan Bank ("FHLB")

_8-

Form 10-Q
(190,501) (245,579)
(102,803) (162,081)
491,382 530,045
$388,579 $367,964
$5,404 $6,362
3,982 5,091
17,931 27,466

12
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
Note 1: Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and pursuant to the rules and regulations of the
Securities and Exchange Commission. The results of operations reflect interim adjustments, all of which are of a
normal recurring nature and which, in the opinion of Management, are necessary for a fair presentation of the results
for the interim periods presented. The interim results for the three and nine months ended September 30, 2013 and
2012 are not necessarily indicative of the results expected for the full year. These unaudited consolidated financial
statements should be read in conjunction with the audited consolidated financial statements and accompanying notes
as well as other information included in the Company's Annual Report on Form 10-K for the year ended December
31, 2012.

The Company has evaluated events and transactions subsequent to the balance sheet date. Based on this evaluation,
the Company is not aware of any events or transactions that occurred subsequent to the balance sheet date but prior to
filing that would require recognition or disclosure in its unaudited consolidated financial statements.

Note 2: Accounting Policies

The Company’s accounting policies are discussed in Note 1 to the audited consolidated financial statements included
in the Company’s Annual Report on Form 10-K for the year ended December 31, 2012. Certain amounts in prior
periods have been reclassified to conform to the current presentation.

Certain accounting policies underlying the preparation of these financial statements require Management to make
estimates and judgments. These estimates and judgments may significantly affect reported amounts of assets and
liabilities, revenues and expenses, and disclosures of contingent assets and liabilities. Management exercises judgment
to estimate the appropriate level of the allowance for credit losses, the acquisition date fair value of purchased loans,
and the evaluation of other than temporary impairment of investment securities, which are discussed in the Company’s
accounting policies.

Recently Adopted Accounting Standards

FASB ASU 2012-06, Subsequent Accounting for an Indemnification Asset Recognized at the Acquisition Date as a

Result of a Government-Assisted Acquisition of a Financial Institution, was issued October 2012 to provide guidance

for consistently measuring an indemnification asset subsequent to acquisition. Subsequent accounting for changes in

the measurement of the indemnification asset should be on the same basis as a change in the assets subject to

indemnification. Any amortization of changes in value is limited to the shorter of the contractual term of the

indemnification agreement or the remaining life of the indemnified assets. The Company’s historical accounting
treatment is consistent with ASU 2012-06, and therefore there was no effect on the Company’s financial statements at
January 1, 2013, when adopted.

FASB ASU 2013-02, Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income, was
issued February 2013 requiring an entity to provide information about the amounts reclassified out of accumulated
other comprehensive income by component. In addition, an entity is required to present, either on the face of the
statement where net income is presented or in the notes, significant amounts reclassified out of accumulated other
comprehensive income by the respective line items of net income but only if the amount reclassified is required under
U.S. GAAP to be reclassified to net income in its entirety in the same reporting period. For other amounts that are not
required under U.S. GAAP to be reclassified in their entirety to net income, an entity is required to cross-reference to
other disclosures required under U.S. GAAP that provide additional detail about those amounts. The adoption of the

13
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update did not have a material effect on the Company’s financial statements at January 1, 2013, the date adopted. The
Company’s only item reclassified out of other comprehensive income to net income is the amortization of
unrecognized post retirement benefit transition obligation, which is immaterial for purposes of disclosure.

Recently Issued Accounting Standards

FASB ASU 2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax Benefit When a Net Operating
Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists, was issued July 2013 to provide
guidance on the financial statement presentation of an unrecognized tax benefit when a net operating loss
carryforward, a similar loss, or a tax credit carryforward exists. The update provides that an unrecognized tax benefit,
or a portion of an unrecognized tax benefit, should be presented in the financial statements as a reduction to a deferred
tax asset for a net operating loss carryforward, a similar tax loss or a tax credit carryforward, unless an exception
applies. The Company does not expect the adoption of this update to have a material effect on the financial statements
when adopted on January 1, 2014.

9.

14
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Note 3: Investment Securities

An analysis of the amortized cost, unrealized gains and losses accumulated in other comprehensive income, and fair

value of investment securities available for sale follows:

Investment Securities Available for Sale
At September 30, 2013

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses
(In thousands)
U.S. Treasury securities $ 3,507 $ 17 $ -
Securities of U.S. Government sponsored
entities 95,810 119 (201 )
Residential mortgage-backed securities 34,862 2,095 (13 )
Commercial mortgage-backed securities 3,559 23 -
Obligations of States and political
subdivisions 188,164 6,868 (208 )
Residential collateralized mortgage
obligations 275,444 883 (12,104 )
Asset-backed securities 14,980 2 (113 )
FHLMC (1) and FNMA (2) stock 824 8,280 -
Corporate securities 433,857 2,416 (1,573 )
Other securities 2,049 1,019 (138 )
Total $ 1,053,056 $ 21,722 $ (14,350 )

(1) Federal Home Loan Mortgage Corporation
(2) Federal National Mortgage Association

Fair
Value

3,524

95,728
36,944
3,582

194,824

264,223
14,869
9,104
434,700
2,930

$ 1,060,428

An analysis of the amortized cost, unrealized gains and losses, and fair value of investment securities held to maturity

follows:

Investment Securities Held to Maturity
At September 30, 2013

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses

(In thousands)
Securities of U.S. Government sponsored

entities $ 1,854 $ - $ @« )
Residential mortgage-backed securities 67,522 958 (284 )
Obligations of States and political

subdivisions 747,905 7,771 (18,433 )
Residential collateralized mortgage

obligations 323,802 1,601 (2,716 )
Total $ 1,141,083 $§ 10,330 $ (21,437 )

[The remainder of this page intentionally left blank]

Fair
Value

$ 1,850
68,196
737,243

322,687
$ 1,129,976

15
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An analysis of the amortized cost, unrealized gains and losses accumulated in other comprehensive income, and fair
value of investment securities available for sale follows:

Investment Securities Available for Sale
At December 31, 2012

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

U.S. Treasury securities $ 3,520 $ 38 $ = $ 3,558
Securities of U.S. Government sponsored
entities 49,335 207 (17 ) 49,525
Residential mortgage-backed securities 53,078 3,855 (1 ) 56,932
Commercial mortgage-backed securities 4,076 69 - 4,145
Obligations of States and political subdivisions 200,769 14,730 (252 ) 215,247
Residential collateralized mortgage obligations 219,613 1,786 (294 ) 221,105
Asset-backed securities 16,130 18 (143 ) 16,005
FHLMC and FNMA stock 824 2,061 5 ) 2,880
Corporate securities 250,655 3,009 (826 ) 252,838
Other securities 2,091 1,370 (60 ) 3,401
Total $ 800,091 $ 27,143 $ (1,598 ) $ 825,636

An analysis of the amortized cost, unrealized gains and losses, and fair value of investment securities held to maturity
follows:

Investment Securities Held to Maturity
At December 31, 2012

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In
thousands)
Securities of U.S. Government sponsored
entities $ 3,232 $ 43 $ - $ 3,275
Residential mortgage-backed securities 72,807 2,090 (10 ) 74,887
Obligations of States and political
subdivisions 680,802 23,004 (1,235 ) 702,571
Residential collateralized mortgage
obligations 399,200 5,185 (561 ) 403,824
Total $ 1,156,041 $ 30,322 $ (1,806 ) $ 1,184,557

The amortized cost and fair value of investment securities by contractual maturity are shown in the following tables at
the dates indicated:

At September 30, 2013

Securities Available Securities Held
for Sale to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value

(In thousands)

17
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Maturity in years:

1 year or less

Over 1 to 5 years

Over 5 to 10 years

Over 10 years

Subtotal

Mortgage-backed securities and residential collateralized
mortgage obligations

Other securities

Total

-11-

$82,545 $82,914 $ 11,209
497,991 499,327 175,599
65,067 66,961 305,349
90,715 94,443 257,602
736,318 743,645 749,759

313,865 304,749 391,324
2,873 12,034 -
$1,053,056 $1,060,428 $ 1,141,083

$ 11,457
178,347
303,332
245,957
739,093

390,883

$ 1,129,976

18
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Maturity in years:
1 year or less
Over 1 to 5 years
Over 5 to 10 years
Over 10 years
Subtotal

At December 31, 2012
Securities Available

Mortgage-backed securities and residential collateralized

mortgage obligations
Other securities
Total

for Sale to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
(In thousands)

$40,380 $ 40,686 $ 10,265 $ 10,496
309,293 312,480 167,162 171,769
59,817 63,540 227,603 236,608
110,919 120,467 279,004 286,973
520,409 537,173 684,034 705,846
276,767 282,182 472,007 478,711
2,915 6,281 - -

$800,091 $ 825,636 $1,156,041 $ 1,184,557

Securities Held

Expected maturities of mortgage-backed securities can differ from contractual maturities because borrowers have the
right to call or prepay obligations with or without call or prepayment penalties. In addition, such factors as
prepayments and interest rates may affect the yield on the carrying value of mortgage-backed securities. At September
30, 2013 and December 31, 2012, the Company had no high-risk collateralized mortgage obligations as defined by

regulatory guidelines.

An analysis of gross unrealized losses of investment securities available for sale follows:

Securities of U.S. Government
sponsored entities
Residential mortgage-backed
securities

Obligations of States and
political subdivisions
Residential collateralized
mortgage obligations
Asset-backed securities
Corporate securities

Other securities

Total

Investment Securities Available for Sale
At September 30, 2013

An analysis of gross unrealized losses of investment securities held to maturity follows:

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In thousands)
$24,673 $ (201 ) $- $ - $24,673 $ (201
28 - 855 (13 ) 883 (13
11,186 (104 ) 3,519 (104 ) 14,705 (208
213,501 (11,358 ) 21,970 (746 ) 235471 (12,104
5,008 (1 ) 4,769 (112 ) 9,777 (113
193,377 (1,303 ) 21,713 (270 ) 215,090 (1,573
- - 1,862 (138 ) 1,862 (138
$447,773 '$ (12,967 ) $54,688 $ (1,383 ) $502,461 $ (14,350
Investment Securities Held to Maturity
At September 30, 2013
Less than 12 months 12 months or longer Total

~— N N —
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Fair
Value

Securities of U.S. Government

sponsored entities

$1,854 $

Residential mortgage-backed

securities

24,309

Obligations of States and political

subdivisions

370,514

Residential collateralized

mortgage obligations
Total

-12-

166,265
$562,942 $

Unrealized
Losses
4
(167
(18,034

(2,644
(20,849

Fair Unrealized
Value Losses
(In thousands)

) $- $ -

) 7,452 (117

) 9,278 (399

) 11,545 (72

) $28,275 $ (588

Fair
Value
$1,854 $
) 31,761
) 379,792

) 177,810
) $591,217 $

Unrealized
Losses
4
(284
(18,433

2,716
(21,437
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The unrealized losses on the Company’s investment securities were caused by market conditions for these types of
investments, particularly interest rates which rose between December 31, 2012 and September 30, 2013, causing bond

prices to decline. The Company evaluates securities on a quarterly basis including changes in security ratings issued

by ratings agencies, changes in the financial condition of the issuer, and, for mortgage-related and asset-backed

securities, delinquency and loss information with respect to the underlying collateral, changes in the levels of

subordination for the Company’s particular position within the repayment structure and remaining credit enhancement
as compared to expected credit losses of the security. Substantially all of these securities continue to be investment

grade rated by one or more major rating agencies. In addition to monitoring credit rating agency evaluations,

Management performs its own evaluations regarding the credit worthiness of the issuer or the securitized assets

underlying asset backed securities.

The Company does not intend to sell any investments and has concluded that it is more likely than not that it will not
be required to sell the investments prior to recovery of the amortized cost basis. Therefore, the Company does not
consider these investments to be other-than-temporarily impaired as of September 30, 2013.

The fair values of the investment securities could decline in the future if the general economy deteriorates, inflation
increases, credit ratings decline, the issuer’s financial condition deteriorates, or the liquidity for securities declines. As

a result, other than temporary impairments may occur in the future.

As of September 30, 2013, $769,576 thousand of investment securities were pledged to secure public deposits,
short-term borrowed funds, and term repurchase agreements, compared to $850,421 thousand at December 31, 2012.

An analysis of gross unrealized losses of investment securities available for sale follows:

Investment Securities Available for Sale
At December 31, 2012

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(In thousands)
Securities of U.S. Government

sponsored entities $9,983 $ 17 ) $- $ - $9,983 $ (17 )
Residential mortgage-backed

securities 103 (1 ) 11 - 114 (1 )
Obligations of States and political

subdivisions 2,080 (23 ) 8,928 (229 ) 11,008 (252 )
Residential collateralized

mortgage obligations 72,803 (294 ) - - 72,803 (294 )
Asset-backed securities - - 5,828 (143 ) 5,828 (143 )
FHLMC and FNMA stock - - 1 5 ) 1 5 )
Corporate securities 53,570 (423 ) 24,597 (403 ) 78,167 (826 )
Other securities - - 1,940 (60 ) 1,940 (60 )
Total $138,539 $ (758 ) $41,305 $ (840 ) $179,844 $ (1,598 )

An analysis of gross unrealized losses of investment securities held to maturity follows:

Investment Securities Held to Maturity
At December 31, 2012
Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized
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Fair Losses Fair Losses Fair Losses
Value Value Value
(In thousands)
Residential mortgage-backed

securities $113 $ - $664 $ @10 ) $777 $ (@10 )
Obligations of States and political

subdivisions 69,839 (1,205 ) 4275 (30 ) 74,114 (1,235 )
Residential collateralized

mortgage obligations 26,683 (386 ) 9,353 (175 ) 36,036 (561 )
Total $96,635 $ (1,591 ) $14292 $ (215 ) $110,927 $ (1,806 )

During the second quarter 2012, the Company transferred one residential collateralized mortgage obligation with a
carrying value of $9,077 thousand from the held to maturity portfolio to the available for sale portfolio. The
residential collateralized mortgage obligation was subsequently sold due to a decline in the credit worthiness from
increased losses on subordinate tranches resulting in proceeds of $7,790 thousand and a realized loss on sale of $1,287
thousand during the quarter.

-13-
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The following table provides information about the amount of interest income from taxable and
investment securities:

non-taxable

For the Three Months  For the Nine Months

Ended September 30,
2013 2012 2013
(In thousands)
Taxable:
Mortgage related securities $3,195 $3,855 $10,126
Other 2,307 1,850 6,500
Total taxable 5,502 5,705 16,626
Tax-exempt 7,338 7,788 22,368
Total interest income from investment securities $12,840 $13,493  $38,994

Note 4: Loans and Allowance for Credit Losses
A summary of the major categories of loans outstanding is shown in the following table.

At September 30, 2013

Consumer
Commercial Residential Installment
Commercial Real Estate Construction Real Estate & Other
(In thousands)
Originated loans $310,497 $ 604,170 $ 9,223 $ 185,830 $ 413,370
Purchased covered loans:
Impaired 11 2,870 - - 253
Non impaired 35,340 203,534 4,017 8,805 56,039
Purchase discount 2,478 ) (10,440 ) (50 ) (434 ) (1,087 )
Purchased non-covered
loans:
Impaired 647 2,556 - - 197
Non impaired 7,590 33,722 1,249 1,007 13,859
Purchase discount (732 ) (524 ) - (262 ) (1,471 )
Total $350,875 $ 835,888 $ 14,439 $ 194946 $ 481,160
At December 31, 2012
Consumer
Commercial Residential Installment
Commercial Real Estate Construction Real Estate & Other
(In thousands)
Originated loans $340,116 $ 632,927 $ 7,984 $ 222458 $ 460,698
Purchased covered loans:
Impaired 308 7,585 1,824 - 257
Non impaired 59,135 247,534 5,462 9,374 66,932
Purchase discount (8,459 ) (15,1490 ) @279 ) (433 ) (1,817 )
Purchased non-covered
loans:
Impaired 1,261 6,763 - - 297

2012

$10,931
4,811
15,742
23,548

$39,290

Total
$1,523,090
3,134

307,735
(14,489 )

3,400

57,427

(2,989 )
$1,877,308

Total
$1,664,183
9,974
388,437
(26,128 )

8,321
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Purchase discount
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9,840 38,673 1,619 3,110 18,554
@70 ) (1,748 ) (95 ) (474 ) (2,039
$401,331 $§ 916,594 $ 16,515 $§ 234,035 $ 542,882

)

71,796
(5,226 )
$2,111,357
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Changes in the carrying amount of impaired purchased covered loans were as follows:

Impaired purchased covered loans

Carrying amount at the beginning of the period

Reductions during the period
Carrying amount at the end of the period

For the
Nine Months
Ended
September 30,
2013

$ 7,865
(5,405 )
$ 2,460

For the Year Ended
December 31, 2012
(In thousands)

$ 18,591
(10,726 )
$ 7,865

Changes in the carrying amount of impaired purchased non-covered loans were as follows:

Impaired purchased non-covered loans

Carrying amount at the beginning of the period

Reductions during the period
Carrying amount at the end of the period

For the
Nine Months
Ended
September 30,
2013

$ 6,764
4,240 )
$ 2,524

Changes in the accretable yield for purchased loans were as follows:

Accretable yield:
Balance at the beginning of the period

Reclassification from nonaccretable difference

Accretion
Balance at the end of the period

Accretion
Reduction in FDIC indemnification asset
(Increase) in interest income

For the
Nine Months
Ended
September 30,
2013

$ 4,948
11,053

(11,598 )

$ 4,403

$ (11,598 )

8,856

$ (2,742 )

The following summarizes activity in the allowance for credit losses:

For the Year Ended
December 31, 2012
(In thousands)

$ 15,572
(8,808 )
$ 6,764
For the
Year Ended
December 31, 2012
(In thousands)
$ 9,990
12,121
(17,163 )
$ 4,948
$ (17,163 )
13,207
$ (3,956 )

Allowance for Credit Losses
For the Three Months Ended September 30, 2013

Commercial
Real Real
Commercial Estate€Constructidistate

Consumer
ResidentlaktallnRintchaBedchased

anNon-cov€resered
Other Loans Loans Unallocated Total

(In thousands)
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Allowance for loan losses:

Balance at beginning of period $4,384 $11,275 $478 $532 $2,603 $- $285 $11,369 $30,926
Additions:
Provision 102 447 53 (104) 1,154 - 1,300 (1,152) 1,800
Deductions:
Chargeoffs (637 ) 117 ) - - @09 ) - 79 ) - (1,742)
Recoveries 326 30 - - 516 - 60 - 932
Net loan losses 311 ) &7 ) - - @393) - 19 ) - (810 )
Balance at end of period 4,175 11,635 531 428 3,364 - 1,566 10,217 31,916
Liability for off-balance sheet credit exposure 1,613 - 103 - 483 - - 494 2,693
Total allowance for credit losses $5,788 $11,635 $634 $428 $3.847 $- $1,566 $10,711 $34,609
-15-
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Allowance for Credit Losses
For the Nine Months Ended September 30, 2013

Consumer
Commercial ResidentikdstallmeiurchaseBurchased
Real Real and Non-coverédovered
Commercial Estate€Constructidistate Other Loans Loans Unallocated Tot
(In thousands)
Allowance for loan losses:
Balance at beginning of period $6,445 $10,063 $484 $380 $3,194 $- $1,005 $8,663 $30.:
Additions:
Provision (667 ) 2,100 47 157 1,660 116 1,433 1,554 6,4(
Deductions:
Chargeoffs (2,687) (656 ) - (109) (3,114) (116) (955 ) - (7,6
Recoveries 1,084 128 - - 1,624 - 83 - 2,9’
Net loan losses (1,603) (528 ) - (109) (1,490) (116) (872 ) - (4,7
Balance at end of period 4,175 11,635 531 428 3,364 - 1,566 10,217 31,¢
Liability for off-balance sheet credit exposure 1,613 - 103 - 483 - - 494 2,6¢
Total allowance for credit losses $5,788 $11,635 $634 $428 $3,847 $- $1,566 $10,711 $34,

Allowance for Credit Losses
For the Three Months Ended September 30, 2012

Consumer
Commercial ResidentikdstallmeRurchaseBurchased
Real Real and Non-coverédovered

Commercial Estate ConstructionEstate Other Loans Loans Unallocated T
(In thousands)
Allowance for loan losses:

Balance at beginning of period $6,330 $9.899 $2,681 $602 $3,031 $- $240  $8,740 $3]
Additions:
Provision 829 587 (87 ) 103 894 535 1,105 (1,166) 2,
Deductions:
Chargeoffs 65 ) (168 ) (2,091) (224) (1,439) (535) (111 ) - (4
Recoveries 500 145 26 - 589 - 16 - 1,
Net loan recoveries (losses) 435 23 ) (2,065) (224) (850 ) (535) (95 ) - (3
Balance at end of period 7,594 10,463 529 481 3,075 - 1,250 7,574 3(
Liability for off-balance sheet credit exposure 1,642 14 2 - 402 - - 633 2,
Total allowance for credit losses $9,236 $10,477 $531 $481 $3.477 $- $1,250 $8,207 $3°

Allowance for Credit Losses
For the Nine Months Ended September 30, 2012

Consumer
Commercial ResidentidinstallmeiurchaseBurchased
Real Real and Non-coverédovered
Commercial Estate Construction Estate Other Loans Loans Unallocated
(In thousands)
Allowance for loan losses:
Balance at beginning of period $6,012 $10,611 $2,342 $781 $3,072 $- $- $9,779 ¢

Additions:
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Provision 4,088 790 54 856 2,338 560 1,919 (2,205)
Deductions:
Chargeoffs (3,623) (1,116) (2,091) (1,156) (4,303) (560) (723 ) -
Recoveries 1,117 178 224 - 1,968 - 54 -
Net loan losses (2,506) (938 ) (1,867) (1,156) (2,335) (560) (669 ) -
Balance at end of period 7,594 10,463 529 481 3,075 - 1,250 7,574
Liability for off-balance sheet credit exposure 1,642 14 2 - 402 - - 633
Total allowance for credit losses $9,236 $10,477 $531 $481 $3.477 $- $1,250 $8,207 ¢

The allowance for credit losses and recorded investment in loans evaluated for impairment follow:

Allowance for credit losses:

Individually evaluated for impairment

Collectively evaluated for impairment

Purchased loans with evidence of credit deterioration
Total

Carrying value of loans:

Individually evaluated for impairment

Collectively evaluated for impairment

Purchased loans with evidence of credit deterioration
Total

-16-

Allowance for Credit Losses and
Recorded Investment in Loans Evaluated for Impa
At September 30, 2013

Consumer
Commercial Residential InstallmentPurchased Purch:
Real Real and Non-coveredCove
Commercial Estate Construction Estate Other Loans Loa

(In thousands)

$100 $550 $- $- $

- $
5,688 11,085 634 428 3,847

$5,788  $11,635 $634  $428 $3,847  $

$2,427  $4,305  $- $- $- $
308,070 599,865 9,223 185,830 413,370

$310,497 $604,170 $9,223 $185,830 $413,370 $

= $465

- 1,10
- $1,56
3,771 $23,0
51,543 270,
2,524 2,46
57,838 $296,
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Allowance for Credit Losses and
Recorded Investment in Loans Evaluated for Impai
At December 31, 2012

Consumer
Commercial Residential InstallmentPurchased Purch:
Real Real and Non-coveredCove
Commercial Estate Construction Estate Other Loans Loa

(In thousands)
Allowance for credit losses:

Individually evaluated for impairment $1,865 $134 $- $- $- $- $753
Collectively evaluated for impairment 6,314 9,938 484 380 3,613 - 252
Purchased loans with evidence of credit deterioration - - - - - - -
Total $8,179 $10,072 $484  $380 $3,613 $- $1,00
Carrying value of loans:

Individually evaluated for impairment $5,153  $4,161 $- $- $- $3,029 $16,6
Collectively evaluated for impairment 334963 628,766 7,984 222458 460,698 65,098 347,
Purchased loans with evidence of credit deterioration - - - - - 6,764 7,86
Total $340,116 $632,927 $7,984 $222458 $460,698 $74,891 $372,

The Bank’s customers are small businesses, professionals and consumers. Given the scale of these borrowers,
corporate credit rating agencies do not evaluate the borrowers’ financial condition. The Bank maintains a Loan Review
Department which reports directly to the Board of Directors. The Loan Review Department performs independent
evaluations of loans and assigns credit risk grades to evaluated loans using grading standards employed by bank
regulatory agencies. Loans judged to carry lower-risk attributes are assigned a “pass” grade, with a minimal likelihood
of loss. Loans judged to carry higher-risk attributes are referred to as “classified loans,” and are further disaggregated,
with increasing expectations for loss recognition, as “substandard,” “doubtful,” and “loss.” Loan Review evaluations occur
every calendar quarter. If the Bank becomes aware of deterioration in a borrower’s performance or financial condition
between Loan Review examinations, assigned risk grades will be re-evaluated promptly. Credit risk grades assigned
by the Loan Review Department are subject to review by the Bank’s regulatory authority during regulatory
examinations.

The following summarizes the credit risk profile by internally assigned grade:

Credit Risk Profile by Internally Assigned Grade
At September 30, 2013

Consumer
Commercial Residential InstallmentPurchased Purchased
Real Real and Non-covered Covered
Commercial Estate Construction Estate Other Loans Loans (1) Total
(In thousands)
Grade:
Pass $299,483 $560,102 $8,770 $183,729 $411,705 $43,780 $209,835 $1,717,404
Substandard 9,998 44,068 453 2,101 1,254 16,071 100,955 174,900
Doubtful 1,016 - - - 37 976 36 2,065
Loss - - - - 374 - 43 417
Default risk purchase discount - - - - - (2,989) (14,489) (17,478 )
Total $310,497 $604,170 $9,223 $185,830 $413,370 $57,838 $296,380 $1,877,308

(1) Credit risk profile reflects internally assigned grade of purchased covered loans without regard to FDIC
indemnification.
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Credit Risk Profile by Internally Assigned Grade
At December 31, 2012

Consumer
Commercial Residential InstallmentPurchased Purchased
Real Real and Non-covered Covered
Commercial Estate Construction Estate Other Loans Loans (1) Total
(In thousands)
Grade:
Pass $324,452 $599,472 $7,518 $219,655 $459,076 $51,901 $274,976 $1,937,050
Substandard 11,413 33,455 466 2,803 1,158 27,066 122,815 199,176
Doubtful 4,251 - - - 46 1,145 470 5,912
Loss - - - - 418 5 150 573
Default risk purchase discount - - - - - (5,226) (26,128) (31,354 )
Total $340,116 $632,927 $7,984 $222,458 $460,698 $74,891 $372,283 $2,111,357

(1) Credit risk profile reflects internally assigned grade of purchased covered loans without regard to FDIC
indemnification.

-17-
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The following tables summarize loans by delinquency and nonaccrual status:

Summary of Loans by Delinquency and Nonaccrual Status
At September 30, 2013

Past Due
30-59 60-89 90
Days Days days or
Past Due Past Due More
Current and and and and

Accruing Accruing  Accruing Accruing Nonaccrual Total Loans
(In thousands)

Commercial $305,713 $ 2,483 $ 327 $ - $ 1,974 $310,497
Commercial real estate 588,099 7,104 4,062 - 4,905 604,170
Construction 8,770 453 - - - 9,223
Residential real estate 182,921 2,884 25 - - 185,830
Consumer installment & other 409,412 2,733 833 392 - 413,370
Total originated loans 1,494,915 15,657 5,247 392 6,879 1,523,090
Purchased non-covered loans 54,097 22 354 - 3,365 57,838
Purchased covered loans 265,519 3,029 1,524 23 26,285 296,380
Total $1,814,531 $ 18,708 $ 7,125 $ 415 $ 36,529 $1,877,308

Summary of Loans by Delinquency and Nonaccrual Status
At December 31, 2012

Past Due
30-59 60-89 90
Days Days days or
Past Due Past Due More
Current and and and and

Accruing Accruing  Accruing Accruing Nonaccrual Total Loans
(In thousands)

Commercial $333,474 $ 754 $ 278 $ - $ 5,610 $340,116
Commercial real estate 616,276 7,941 2,809 - 5,901 632,927
Construction 7,984 - - - - 7,984
Residential real estate 220,032 1,510 683 - 233 222,458
Consumer installment & other 455,007 4,021 1,184 455 31 460,698
Total originated loans 1,632,773 14,226 4,954 455 11,775 1,664,183
Purchased non-covered loans 65,567 1,757 64 4 7,499 74,891
Purchased covered loans 352,619 4,811 1,677 155 13,021 372,283
Total $2,050,959 $ 20,794 $ 6,695 $ 614 $32,295 $2,111,357

The following is a summary of the effect of nonaccrual loans on interest income:

For the Three
Months For the Nine Months
Ended September 30,
2013 2012 2013 2012

(In thousands)
Interest income that would have been recognized had the loans
performed in accordance with their original terms $789 $1,348 $2,178 $3,517
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Less: Interest income recognized on nonaccrual loans 307 ) (84 ) (886 ) (2,021 )
Total reduction of interest income $482 $664 $1,292 $1,496

There were no commitments to lend additional funds to borrowers whose loans were on nonaccrual status at
September 30, 2013 and December 31, 2012.

-18-
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The following summarizes impaired loans:

Impaired Loans
At September 30, 2013

Unpaid
Recorded Principal Related
Investment Balance Allowance
(In thousands)
Impaired loans with no related allowance recorded:
Commercial $ 8,237 $ 13,733 $ -
Commercial real estate 17,035 19,741 -
Construction 2,384 2,848 -
Consumer installment and other 1,587 1,707 -
Impaired loans with an allowance recorded:
Commercial 1,000 2,173 100
Commercial real estate 12,902 14,573 1,015
Total:
Commercial $9,237 $ 15,906 $ 100
Commercial real estate 29,937 34,314 1,015
Construction 2,384 2,848 -
Consumer installment and other 1,587 1,707 -

Impaired Loans
At December 31, 2012

Unpaid
Recorded Principal Related
Investment Balance Allowance
(In thousands)
Impaired loans with no related allowance recorded:
Commercial $ 3,100 $ 9,506 $ -
Commercial real estate 24,135 27,972 -
Construction 2,363 2,992 -
Residential real estate 668 668 -
Consumer installment and other 2,328 2,616 -
Impaired loans with an allowance recorded:
Commercial 12,129 13,739 2,588
Commercial real estate 4,038 4,038 164
Total:
Commercial $ 15,229 $ 23,245 $ 2,588
Commercial real estate 28,173 32,010 164
Construction 2,363 2,992 -
Residential real estate 668 668 -
Consumer installment and other 2,328 2,616 -

Impaired loans may include troubled debt restructured loans. Impaired loans at September 30, 2013, included $7,538
thousand of restructured loans, including $4,923 thousand that were on nonaccrual status. Impaired loans at December
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31, 2012, included $6,678 thousand of restructured loans, including $988 thousand that were on nonaccrual status.

-19-
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Impaired Loans
For the Three Months Ended September  For the Nine Months Ended September
30, 30,
2013 2012 2013 2012
AverageRecognized Average Recognized Average Recognized Average Recognized
Recorded Interest Recorded Interest Recorded Interest Recorded Interest
Investment Income Investment Income Investment Income Investment Income
(In thousands)

Commercial $9,977 $ 35 $16,980 $ 71 $11,726 $ 141 $12,772 $ 188
Commercial real estate 27,714 129 26,302 210 27,795 634 28,079 937
Construction 2,660 29 8,081 29 2,389 80 6,891 188
Residential real estate 207 - 1,158 - 483 - 712 -
Consumer installment and other 1,054 8 2,493 9 1,359 23 2,618 35
Total $41,612 $ 201 $55,014 $ 319 $43,752 $ 878 $51,072 $ 1,348

The following table provides information on troubled debt restructurings:

Troubled Debt Restructurings
At September 30, 2013

Period-End
Number Individual
of Pre-Modification Period-End Impairment
Contracts  Carrying Value Carrying Value Allowance
(In thousands)
Commercial 4 $ 1,991 $ 1,689 $ =
Commercial real estate 3 6,295 5,849 394
Total 7 $ 8,286 $ 7,538 $ 394
Troubled Debt Restructurings
At December 31, 2012
Period-End
Number Individual
of Pre-Modification Period-End Impairment
Contracts  Carrying Value Carrying Value Allowance
(In thousands)
Commercial 3 $ 1,318 $ 1,196 $ 797
Commercial real estate 2 5,391 5,482 -
Total 5 $ 6,709 $ 6,678 $ 797

No loans were modified that were considered troubled debt restructurings during the three months ended September
30, 2013 and 2012. During the nine months ended September 30, 2013 and 2012, the Company modified four loans
with a total carrying value of $3,019 thousand and two loans with a total carrying value of $1,817 thousand,
respectively, that were considered troubled debt restructurings.

The concessions granted in the four restructurings completed in the first nine months of 2013 consisted of
modification of payment terms to lower the interest rate and extend the maturity date to allow for deferred principal
repayment. The concessions granted in the restructurings completed during the first nine months of 2012 largely
consisted of modification of payment terms extending the maturity date to allow for deferred principal repayment.
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During the three months ended September 30, 2013 and 2012, no troubled debt restructurings defaulted. During the
nine months ended September 30, 2013 and 2012 a commercial real estate loan with a carrying value of $3,954
thousand and a construction loan with a carrying value of $3,068 thousand, respectively, defaulted. A troubled debt
restructuring is considered to be in default when payments are ninety days or more past due.

The Company pledges loans to secure borrowings from the Federal Home Loan Bank (“FHLB”). The carrying value of
the FHLB advances was $25,631 thousand and $25,799 thousand at September 30, 2013 and December 31, 2012,
respectively. The loans restricted due to collateral requirements approximate $28,083 thousand and $32,084 thousand
at September 30, 2013 and December 31, 2012, respectively. The amount of loans pledged exceeds collateral
requirements. The FHLB does not have the right to sell or repledge such loans.

There were no loans held for sale at September 30, 2013 and December 31, 2012.

-20-
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Note 5: Concentration of Credit Risk

The Company’s business activity is with customers in Northern and Central California. The loan portfolio is well
diversified within the Company’s geographic market, although the Company has significant credit arrangements that
are secured by real estate collateral. In addition to real estate loans outstanding as disclosed in Note 4, the Company
had loan commitments and standby letters of credit related to real estate loans of $65,012 thousand and $69,345
thousand at September 30, 2013 and December 31, 2012, respectively. The Company requires collateral on all real
estate loans with loan-to-value ratios at origination generally no greater than 75% on commercial real estate loans and
no greater than 80% on residential real estate loans.

Note 6: Other Assets

Other assets consisted of the following:

At
September
30, At December 31,
2013 2012
(In thousands)
Cost method equity investments:
Federal Reserve Bank stock (1) $ 14,069 $ 14,069
Federal Home Loan Bank stock (2) 5,110 7,353
Other investments 376 376
Total cost method equity investments 19,555 21,798
Life insurance cash surrender value 45,882 45,579
Deferred taxes receivable 55,389 42,449
Limited partnership investments 19,452 20,631
Interest receivable 18,754 20,274
FDIC indemnification receivable 3,526 13,847
Prepaid assets 2,456 11,679
Other assets 11,662 11,829
Total other assets $176,676 $ 188,086

(1) A bank applying for membership in the Federal Reserve System is required to subscribe to stock in the Federal
Reserve Bank (FRB) in a sum equal to six percent of the bank’s paid-up capital stock and surplus. One-half of the
amount of the bank's subscription shall be paid to the FRB and the remaining half will be subject to call when deemed
necessary by the Board of Governors of the Federal Reserve System.

(2) Borrowings from the Federal Home Loan Bank (FHLB) must be supported by capital stock holdings. The
minimum activity-based requirement is 4.7% of the outstanding advances. The requirement may be adjusted from
time to time by the FHLB within limits established in the FHLB's Capital Plan.

Note 7: Goodwill and Identifiable Intangible Assets

The Company has recorded goodwill and other identifiable intangibles associated with purchase business
combinations. Goodwill is not amortized, but is periodically evaluated for impairment. The Company did not
recognize impairment during the nine months ended September 30, 2013 and 2012. Identifiable intangibles are
amortized to their estimated residual values over their expected useful lives. Such lives and residual values are also
periodically reassessed to determine if any amortization period adjustments are indicated. During the nine months
ended September 30, 2013 and 2012, no such adjustments were recorded.
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The carrying values of goodwill were (in thousands):

September 30, 2013
December 31, 2012
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$121,673
$121,673
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The gross carrying amount of identifiable intangible assets and accumulated amortization was:

At September 30, 2013 At December 31, 2012
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization  Amount Amortization
(In thousands)

Core Deposit Intangibles $56,808 $ (38,181 ) $56,808 $ (34,938 )
Merchant Draft Processing Intangible 10,300 (9,213 ) 10,300 (8,909 )
Total Identifiable Intangible Assets $67,108 $ (47,394 ) $67,108 $ (43,847 )

As of September 30, 2013, the current year and estimated future amortization expense for identifiable intangible assets
was:

Merchant

Core Draft

Deposit Processing

Intangibles Intangible Total
(In thousands)

Nine months ended September 30, 2013 (actual) $3,243 $ 304 $3,547
Estimate for year ended December 31, 2013 4,304 400 4,704
2014 3,946 324 4,270
2015 3,594 262 3,856
2016 3,292 212 3,504
2017 2,913 164 3,077
2018 1,892 29 1,921

Note 8: Deposits and Borrowed Funds

Deposits totaled $4,108,307 thousand at September 30, 2013, compared with $4,232,492 thousand at December 31,
2012. The following table provides additional detail regarding deposits.

Deposits
At
September At December 31,
30, 2013 2012
(In thousands)
Noninterest-bearing $1,689,986 $ 1,676,071
Interest-bearing:
Transaction 737,029 748,818
Savings 1,150,219 1,165,032
Time 531,073 642,571
Total deposits $4,108,307 $ 4,232,492

Demand deposit overdrafts of $7,039 thousand and $6,307 thousand were included as loan balances at September 30,
2013 and December 31, 2012, respectively. Interest expense for aggregate time deposits with individual account
balances in excess of $100 thousand was $257 thousand and $843 thousand in the third quarter and first nine months
of 2013, respectively and $360 thousand and $1,196 thousand in the third quarter and first nine months of 2012,
respectively.
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Short-term borrowed funds of $47,821 thousand at September 30, 2013 represent securities sold under agreements to
repurchase the securities. As the Company is obligated to repurchase the securities, the transfer of the securities is
accounted for as a secured borrowing rather than a sale. Securities sold under repurchase agreements are held in the
custody of independent securities brokers. The amount of the securities approximates $112,708 thousand at September
30, 2013. The short-term borrowed funds mature on an overnight basis.

FHLB advances with carrying value of $25,631 thousand at September 30, 2013 are secured by $28,083 thousand of
residential real estate loans and $8,967 thousand of securities at September 30, 2013. The FHLB advances are due in
full upon their maturity dates: $5,000 thousand mature in December 2013 and $20,000 thousand mature in January
2015. The FHLB advances may be paid off prior to such maturity dates subject to prepayment fees.

22-
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A term repurchase agreement of $10,000 thousand at September 30, 2013 represents securities sold under an
agreement to repurchase the securities. As the Company is obligated to repurchase the securities, the transfer of the
securities is accounted for as a secured borrowing rather than a sale. Securities sold under repurchase agreements are
held in the custody of independent securities brokers. The carrying amount of the related securities is approximately
$12,172 thousand at September 30, 2013. The term repurchase agreement matures in full in August 2014.

The Company has a $35,000 thousand unsecured line of credit which had no outstanding balance at September 30,
2013, and a variable interest rate of 2.0% per annum with interest payable monthly on outstanding advances.
Advances may be made up to the unused credit limit under the line of credit through March 19, 2014.

Debt financing of $15,000 thousand is a note issued by Westamerica Bancorporation on October 31, 2003 which
matures October 31, 2013. Interest of 5.31% per annum is payable semiannually on April 30 and October 31, with
principal due at maturity. The note is subject to financial covenants requiring the Company to maintain, at all times,
certain minimum levels of consolidated tangible net worth and maximum levels of capital debt. The Company
believes it is in compliance with all of the covenants required by the note as of September 30, 2013.

Note 9: Fair Value Measurements

The Company uses fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Available for sale investment securities are recorded at fair value on a recurring
basis. Additionally, from time to time, the Company may be required to record at fair value other assets on a
nonrecurring basis, such as certain loans held for investment, investment securities held to maturity, and other
assets. These nonrecurring fair value adjustments typically involve the lower-of-cost-or-fair value accounting of
individual assets.

In accordance with the Fair Value Measurement and Disclosure topic of the Codification, the Company bases its fair
values on the price that would be received to sell an asset or paid to transfer a liability in the principal market or most
advantageous market for an asset or liability in an orderly transaction between market participants on the
measurement date under current market conditions. A fair value measurement reflects all of the assumptions that
market participants would use in pricing the asset or liability, including assumptions about the risk inherent in a
particular valuation technique, the effect of a restriction on the sale or use of an asset, and the risk of nonperformance.

The Company groups its assets and liabilities measured at fair value into a three-level hierarchy, based on the markets
in which the assets and liabilities are traded and the reliability of the assumptions used to determine fair value. When
the valuation assumptions used to measure the fair value of the asset or liability are categorized within different levels
of the fair value hierarchy, the asset or liability is categorized in its entirety within the lowest level of the hierarchy.
These levels are:

Level 1 — Valuation is based upon quoted prices for identical instruments traded in active exchange markets, such as
the New York Stock Exchange. Level 1 includes U.S. Treasury, equity securities and federal agency securities, which
are traded by dealers or brokers in active markets. Valuations are obtained from readily available pricing sources for
market transactions involving identical assets or liabilities.

Level 2 — Valuation is based upon quoted prices for similar instruments in active markets, quoted prices for identical or
similar instruments in markets that are not active, and model-based valuation techniques for which all significant
assumptions are observable in the market. Level 2 includes mortgage-backed securities, corporate securities,
asset-backed securities, municipal bonds and residential collateralized mortgage obligations.

Level 3 — Valuation is generated from model-based techniques that use significant assumptions not observable in the
market. These unobservable assumptions reflect the Company’s estimates of assumptions that market participants
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would use in pricing the asset or liability. Valuation techniques include use of option pricing models, discounted cash
flow models and similar techniques.

The Company relies on independent vendor pricing services to measure fair value for investment securities available
for sale and investment securities held to maturity. The Company employs three pricing services. To validate the
pricing of these vendors, the Company routinely randomly selects securities for pricing by two or more of the vendors;
significant pricing differences, if any, are evaluated using all available independent quotes with the lowest quote
generally used as the fair value estimate. In addition, the Company conducts “other than temporary impairment (OTTI)”
analysis on a quarterly basis; securities selected for OTTI analysis include all securities at a market price below 95
percent of par value and with a market to book ratio below 95:100. As with any valuation technique used to estimate
fair value, changes in underlying assumptions used could significantly affect the results of current and future values.
Accordingly, these fair value estimates may not be realized in an actual sale of the securities.
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When the Company changes its valuation assumptions for measuring financial assets and financial liabilities at fair
value, either due to changes in current market conditions or other factors, it may need to transfer those assets or
liabilities to another level in the hierarchy based on the new assumptions used. The Company recognizes these
transfers at the end of the reporting period that the transfers occur. For the nine months ended September 30, 2013 and
2012, there were no transfers in or out of levels 1, 2 or 3.

Assets Recorded at Fair Value on a Recurring Basis

The table below presents assets measured at fair value on a recurring basis.

Quoted
Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Fair Value (Level 1) (Level 2) (Level 3)
(In thousands)
Investment securities available for sale:
At September 30, 2013 $1,060,428 $ 109,424 $ 951,004 $ -
At December 31, 2012 $825,636 $ 57,424 $ 768,212 $ -

Assets Recorded at Fair Value on a Nonrecurring Basis

The Company may be required, from time to time, to measure certain assets at fair value on a nonrecurring basis in
accordance with GAAP. These adjustments to fair value usually result from application of lower-of-cost-or-market
accounting of individual assets. For assets measured at fair value on a nonrecurring basis that were recorded in the
balance sheet at September 30, 2013 and December 31, 2012, the following table provides the level of valuation
assumptions used to determine each adjustment and the carrying value of the related assets at period end.

At September 30, 2013
Fair
Value Level 1 Level 2 Level 3 Total Losses
(In thousands)

Non-covered other real estate owned $5,697 $- $5,697 $- $ (963 )

Covered other real estate owned 9,273 - 9,273 - (74 )

Originated impaired loans 3,313 - 1,593 1,720 (116 )

Purchased covered impaired loans 15,719 - 10,229 5,490 (398 )
Total assets measured at fair value on a nonrecurring

basis $34,002 $- $26,792 $7,210 $ (1,551 )

At December 31, 2012
Fair
Value Level 1 Level 2 Level 3 Total Losses
(In thousands)

Non-covered other real estate owned $6,618 $- $6,618 $- $ (1,360 )
Covered other real estate owned 7,929 - 7,929 - (371 )
Originated impaired loans 5,197 - 3,097 2,100 (3,158 )
Purchased covered impaired loans 6,684 - 2,224 4,460 (83 )
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Total assets measured at fair value on a nonrecurring
basis $26,428  $- $19,868  $6,560 $ 4972 )

Level 2 — Valuation is based upon independent market prices or appraised value of the collateral, less 10% for selling
costs, generally. Level 2 includes other real estate owned that has been measured at fair value upon transfer to
foreclosed assets and impaired loans collateralized by real property where a specific reserve has been established or a
charge-off has been recorded. Losses on other real estate owned represent losses recognized in earnings subsequent to
its initial classification as foreclosed assets.

Level 3 — Valuation is based upon estimated liquidation values of loan collateral. The value of level 3 assets can also
include a component of real estate, which is valued as described for level 2 inputs, when collateral for the impaired
loan includes both business assets and real estate. Level 3 includes impaired loans where a specific reserve has been
established or a charge-off has been recorded.
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Disclosures about Fair Value of Financial Instruments

The following section describes the valuation methodologies used by the Company for estimating fair value of
financial instruments not recorded at fair value in the balance sheet.

Cash and Due from Banks Cash and due from banks represent U.S. dollar denominated coin and currency, deposits at
the Federal Reserve Bank and correspondent banks, and amounts being settled with other banks to complete the
processing of customers’ daily transactions. Collectively, the Federal Reserve Bank and financial institutions operate a
market in which cash and due from banks transactions are processed continuously in significant daily volumes
honoring the face value of the U.S. dollar.

Investment Securities Held to Maturity The fair values of investment securities were estimated using quoted prices as
described above for Level 1 and Level 2 valuation.

Loans Loans were separated into two groups for valuation. Variable rate loans, except for those described below,
which reprice frequently with changes in market rates were valued using historical cost. Fixed rate loans and variable
rate loans that have reached their minimum contractual interest rates were valued by discounting the future cash flows
expected to be received from the loans using current interest rates charged on loans with similar characteristics.
Additionally, the allowance for loan losses of $31,916 thousand at September 30, 2013 and $30,234 thousand at
December 31, 2012 and the fair value discount due to credit default risk associated with purchased covered and
purchased non-covered loans of $14,489 thousand and $2,989 thousand, respectively at September 30, 2013 and
purchased covered and purchased non-covered loans of $26,128 thousand and $5,226 thousand, respectively at
December 31, 2012 were applied against the estimated fair values to recognize estimated future defaults of contractual
cash flows. The Company does not consider these values to be a liquidation price for the loans.

FDIC Indemnification Receivable The fair value of the FDIC indemnification receivable recorded in Other Assets
was estimated by discounting estimated future cash flows using current market rates for financial instruments with
similar characteristics.

Deposit Liabilities Deposits with no stated maturity such as checking accounts, savings accounts and money market
accounts can be readily converted to cash or used to settle transactions at face value through the broad financial
system operated by the Federal Reserve Bank and financial institutions. The fair value of deposits with no stated
maturity is equal to the amount payable on demand. The fair values of time deposits were estimated by discounting
estimated future contractual cash flows using current market rates for financial instruments with similar
characteristics.

Short-Term Borrowed Funds The carrying amount of securities sold under agreement to repurchase and other
short-term borrowed funds approximate fair value due to the relatively short period of time between their origination

and their expected realization.

Federal Home Loan Bank Advances The fair values of FHLB advances were estimated by using redemption amounts
quoted by the Federal Home Loan Bank of San Francisco.

Term Repurchase Agreement The fair value of the term repurchase agreement was estimated by using interpolated
yields for financial instruments with similar characteristics.

Debt Financing The fair value of debt financing was estimated by using interpolated yields for financial instruments
with similar characteristics.
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The table below is a summary of fair value estimates for financial instruments and the level of the fair value hierarchy
within which the fair value measurements are categorized, excluding financial instruments recorded at fair value on a
recurring basis. The values assigned do not necessarily represent amounts which ultimately may be realized. In
addition, these values do not give effect to discounts to fair value which may occur when financial instruments are
sold in larger quantities. The carrying amounts in the following table are recorded in the balance sheet under the
indicated captions.

The Company has not included assets and liabilities that are not financial instruments, such as goodwill, long-term
relationships with deposit, merchant processing and trust customers, other purchased intangibles, premises and
equipment, deferred taxes and other assets and liabilities. The total estimated fair values do not represent, and should
not be construed to represent, the underlying value of the Company.
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Financial Assets:
Cash and due from banks
Investment securities held to maturity
Loans
Other assets - FDIC indemnification receivable

Financial Liabilities:
Deposits
Short-term borrowed funds
Federal Home Loan Bank advances
Term repurchase agreement
Debt financing

Financial Assets:
Cash and due from banks
Investment securities held to maturity
Loans
Other assets - FDIC indemnification receivable

Financial Liabilities:
Deposits
Short-term borrowed funds
Federal Home Loan Bank advances
Term repurchase agreement
Debt financing

At September 30, 2013

Quoted
Prices
in Active
Markets  Significant
for Other Significant
Estimated Identical Observable Unobservable
Carrying Fair Assets Inputs Inputs
Amount Value (Level 1) (Level2) (Level3)
(In thousands)
$388,579 $388,579  $388,579 $- $-
1,141,083 1,129,976 1,850 1,128,126 -
1,845,392 1,849,998 - - 1,849,998
3,526 3,526 - - 3,526

$4,108,307 $4,107,077 $- $3,577,234 $529,843

47,821 47,821 - 47,821 -
25,631 25,709 25,709 - -
10,000 10,073 - 10,073 -
15,000 15,051 - 15,051 -
At December 31, 2012
Quoted
Prices
in Active
Markets  Significant
for Other Significant
Estimated Identical Observable Unobservable
Carrying Fair Assets Inputs Inputs
Amount Value (Level 1) (Level2) (Level3)
(In thousands)
$491,382 $491,382 $491,382 $- $-
1,156,041 1,184,557 3,275 1,181,282 -
2,081,123 2,090,712 - - 2,090,712
13,847 13,834 - - 13,834
$4,232,492 $4,232,239 $- $3,589,921 $642,318
53,687 53,687 - 53,687 -
25,799 26,150 26,150 - -
10,000 10,135 - 10,135 -
15,000 15,645 - 15,645 -

The majority of the Company’s standby letters of credit and other commitments to extend credit carry current market
interest rates if converted to loans. No premium or discount was ascribed to these commitments because virtually all

funding would be at current market rates.

Note 10: Commitments and Contingent Liabilities
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Loan commitments are agreements to lend to a customer provided there is no violation of any condition established in
the agreement. Commitments generally have fixed expiration dates or other termination clauses. Since many of the
commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future funding requirements. Loan commitments are subject to the Company’s normal credit policies and
collateral requirements. Unfunded loan commitments were $321,127 thousand and $339,651 thousand at September
30, 2013 and December 31, 2012, respectively. Standby letters of credit commit the Company to make payments on
behalf of customers when certain specified future events occur. Standby letters of credit are primarily issued to
support customers’ short-term financing requirements and must meet the Company’s normal credit policies and
collateral requirements. Standby letters of credit outstanding totaled $31,897 thousand and $32,347 thousand at
September 30, 2013 and December 31, 2012, respectively. The Company also had commitments for commercial and
similar letters of credit of $344 thousand and $344 thousand at September 30, 2013 and December 31, 2012,
respectively.

Due to the nature of its business, the Company is subject to various threatened or filed legal cases. Based on the
advice of legal counsel, the Company does not expect such cases will have a material, adverse effect on its financial
position or results of operations. Legal liabilities are accrued when obligations become probable and the amount is
reasonably estimable. Legal costs related to covered assets are eighty percent indemnified under loss-sharing
agreements with the FDIC if certain conditions are met.
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Note 11: Earnings Per Common Share

The table below shows earnings per common share and diluted earnings per common share. Basic earnings per
common share are computed by dividing net income applicable to common equity by the average number of common
shares outstanding during the period. Diluted earnings per common share are computed by dividing net income
applicable to common equity by the average number of common shares outstanding during the period plus the impact
of common stock equivalents.

For the Three Months  For the Nine Months

Ended September 30,
2013 2012 2013 2012

(In thousands, except per share data)
Net income (numerator) $16,738 $20,022 $51,121 $61,991
Basic earnings per common share
Weighted average number of common shares outstanding - basic
(denominator) 26,670 27,513 26,900 27,769
Basic earnings per common share $0.63 $0.73 $1.90 $2.23
Diluted earnings per common share
Weighted average number of common shares outstanding - basic 26,670 27,513 26,900 27,769
Add exercise of options reduced by the number of shares that could
have been purchased with the proceeds of such exercise 35 52 19 52
Weighted average number of common shares outstanding - diluted
(denominator) 26,705 27,565 26,919 27,821
Diluted earnings per common share $0.63 $0.73 $1.90 $2.23

For the three and nine months ended September 30, 2013, options to purchase 1,356 thousand and 1,979 thousand
shares of common stock, respectively, were outstanding but not included in the computation of diluted net income per
share because the option exercise price exceeded the fair value of the stock such that their inclusion would have had
an anti-dilutive effect.

For the three and nine months ended September 30, 2012, options to purchase 1,995 thousand and 2,021 thousand
shares of common stock, respectively, were outstanding but not included in the computation of diluted net income per

share because the option exercise price exceeded the fair value of the stock such that their inclusion would have had
an anti-dilutive effect.

[The remainder of this page intentionally left blank]
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WESTAMERICA BANCORPORATION

FINANCIAL SUMMARY
For the Three Months For the Nine Months
Ended September 30,
2013 2012 2013 2012
(In thousands, except per share data)
Net Interest and Fee Income (FTE)1 $41,224 $48,712 $127,687 $150,743
Provision for Loan Losses 1,800 2,800 6,400 8,400
Noninterest Income
Loss on Sale of Securities - - - (1,287 )
Other 14,419 14,626 42 981 44,115
Total Noninterest Income 14,419 14,626 42,981 42,828
Noninterest Expense 27,758 29,269 84,627 88,651
Income Before Income Taxes (FTE)1 26,085 31,269 79,641 96,520
Income Tax Provision (FTE)1 9,347 11,247 28,520 34,529
Net Income $16,738 $20,022 $51,121 $61,991
Average Common Shares Outstanding 26,670 27,513 26,900 27,769
Diluted Average Common Shares Outstanding 26,705 27,565 26,919 27,821
Common Shares Outstanding at Period End 26,578 27,396
Per Common Share:
Basic Earnings $0.63 $0.73 $1.90 $2.23
Diluted Earnings 0.63 0.73 1.90 2.23
Book Value Per Common Share $20.39 $20.40
Financial Ratios:
Return on Assets 1.37 % 1.63 % 1.41 % 1.67 %
Return on Common Equity 12.42 % 14.68 % 12.70 % 15.23 %
Net Interest Margin (FTE)1 4.01 % 4.67 % 4.13 % 4.89 %
Net Loan Losses as a Percentage of Average Loans:
Originated Loans 0.20 % 0.63 % 0.31 % 0.66 %
Purchased Covered Loans 0.02 % 0.09 % 0.34 % 0.19 %
Purchased Non-covered Loans 0.00 % 2.19 % 0.24 % 0.69 %
Efficiency Ratio2 49.9 % 46.2 % 49.6 % 45.8 %
Average Balances:
Assets $4,830,475 $4,892,088  $4,859,473 $4,965,611
Earning Assets 4,093,727 4,160,953 4,125,407 4,116,471
Originated Loans 1,532,594 1,730,186 1,586,414 1,784,726
Purchased Covered Loans 310,650 435,953 338,597 475,815
Purchased Non-covered Loans 59,145 97,100 65,926 107,989
Deposits 4,130,881 4,176,342 4,153,956 4,219,129
Shareholders' Equity 534,634 542,708 538,319 543,855
Period End Balances:
Assets $4,806,487 $4,859,627
Earning Assets 4,078,819 4,106,647
1,523,090 1,708,414

Originated Loans
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Purchased Covered Loans
Purchased Non-covered Loans
Deposits

Shareholders' Equity

Capital Ratios at Period End:
Total Risk Based Capital
Tangible Equity to Tangible Assets

Dividends Paid Per Common Share
Common Dividend Payout Ratio

: WESTAMERICA BANCORPORATION - Form 10-Q

296,380 418,364
57,838 82,676
4,108,307 4,130,557
541,840 558,841

15.99 % 16.22

8.58 % 8.75
$0.37 $0.37
59 % 51

%
%
$1.11 $1.11
% 58 % 50 %

The above financial summary has been derived from the Company's unaudited consolidated financial statements. This
information should be read in conjunction with those statements, notes and the other information included elsewhere
herein. Percentages under the heading "Financial Ratios" are annualized with the exception of the efficiency ratio.

1 Yields on securities and certain loans have been adjusted upward to a "fully taxable equivalent" ("FTE") basis, which is a non-GAAP financial
measure, in order to reflect the effect of income which is exempt from federal income taxation at the current statutory tax rate.

2 The efficiency ratio is defined as noninterest expense divided by total revenue (net interest income on an FTE basis, which is a non-GAAP

financial measure, and noninterest income).
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

In order to provide stimulus to the economy following the “financial crisis” recession, the Federal Reserve’s Federal
Open Market Committee has maintained highly accommodative monetary policies to influence interest rates to low
levels. The Company’s principal source of revenue is net interest and fee income, which represents interest earned on
loans and investment securities (“earning assets”) reduced by interest paid on deposits and other borrowings (“interest
bearing liabilities”). The decline in market interest rates following the recession has reduced the spread between
interest rates on earning assets and interest bearing liabilities. As a result, the Company’s net interest margin and net
interest income have declined. The Company also earns revenue from service charges on deposit accounts, merchant
processing services, debit card fees, and other fees (“noninterest income”). Service charges on deposit accounts are
subject to laws and regulations; recent regulations and customer activity have caused service charges on deposit
accounts to decline in 2012 and the three and nine months ended September 30, 2013; however, debit card fees and
trust fees have increased due to higher transaction volumes and the Company’s sales efforts. The Company incurs
noninterest expenses to deliver products and services to our customers. Management is focused on controlling
noninterest expense levels, particularly due to the recent market interest rate pressure on net interest income.

Westamerica Bancorporation and subsidiaries (the “Company”) reported net income of $16.7 million or $0.63 diluted
earnings per common share for the third quarter 2013 and net income of $51.1 million or $1.90 diluted earnings per
common share for the nine months ended September 30, 2013. These results compare to net income of $20.0 million
or $0.73 diluted earnings per common share for the third quarter 2012 and net income of $62.0 million or $2.23
diluted earnings per common share for the nine months ended September 30, 2012. The nine months ended September
30, 2012 included a $1.3 million loss realized from the sale of a collateralized mortgage obligation bond which
reduced net income by $750 thousand and a tax refund from an amended tax return which increased net income by
$968 thousand.

Net Income

Following is a summary of the components of net income for the periods indicated:

For the Three Months For the Nine Months
Ended September 30,
2013 2012 2013 2012
(In thousands, except per share data)

Net interest income (FTE) $41,224 $48,712 $127,687 $150,743
Provision for loan losses (1,800 ) (2,800 ) (6,400 ) (8,400 )
Noninterest income 14,419 14,626 42 981 42,828
Noninterest expense (27,758 ) (29,269 ) (84,627 ) (88,651 )
Income before taxes (FTE) 26,085 31,269 79,641 96,520
Income tax provision (FTE) 9,347 ) (11,247 ) (28,520 ) (34,529 )
Net income $16,738 $20,022 $51,121 $61,991
Average diluted common shares 26,705 27,565 26,919 27,821
Diluted earnings per common share $0.63 $0.73 $1.90 $2.23
Average total assets $4,830,475 $4,892,088  $4,859473 $4,965,611
Net income to average total assets (annualized) 1.37 % 1.63 % 1.41 % 1.67 %
Net income to average common stockholders' equity
(annualized) 12.42 % 14.68 % 12.70 % 15.23 %

52



Edgar Filing: WESTAMERICA BANCORPORATION - Form 10-Q

Net income for the third quarter of 2013 was $3.3 million less than the same quarter of 2012, the net result of lower
net interest and fee income (fully taxable equivalent or “FTE”) and noninterest income, partially offset by decreases in
loan loss provision, noninterest expense and income tax provision (FTE). A decrease in net interest and fee income
(FTE) was mostly attributed to lower average balances of loans and lower yields on interest-earning assets, partially
offset by higher average balances of investments, lower average balances of interest-bearing deposits and lower rates
paid on interest-bearing deposits. The provision for loan losses was reduced, reflecting Management's evaluation of
losses inherent in the loan portfolio; net loan losses and nonperforming loan volumes have declined relative to earlier
periods. Noninterest expense decreased $1.5 million primarily due to reduced personnel costs, loan administration
costs, and expenses related to other real estate owned.

Comparing the first nine months of 2013 to the first nine months of 2012, net income decreased $10.9 million
primarily due to lower net interest and fee income (FTE), partially offset by higher noninterest income and decreases
in loan loss provision, noninterest expense and income tax provision (FTE). The lower net interest and fee income
(FTE) was primarily caused by a lower average volume of loans and lower yields on interest-earning assets, partially
offset by higher average balances of investments, lower average balances of interest-bearing deposits and lower rates
paid on interest-bearing deposits. The provision for loan losses was reduced, reflecting Management's evaluation of
losses inherent in the loan portfolio; net loan losses and nonperforming loan volumes have declined relative to earlier
periods. Noninterest expense decreased $4.0 million primarily due to reduced personnel costs, occupancy expense,
professional fees and intangible asset amortization.

-20.
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Net Interest and Fee Income (FTE)

Following is a summary of the components of net interest and fee income (FTE) for the periods indicated:

For the Three Months For the Nine Months
Ended September 30,
2013 2012 2013 2012
(In thousands)
Interest and fee income $37,956 $45,272 $117,690 $140,470
Interest expense (1,176 ) (1,382 ) 3,647 ) (4,413 )
FTE adjustment 4,444 4,822 13,644 14,686
Net interest income (FTE) $41,224 $48,712 $127,687 $150,743
Average earning assets $4,093,727 $4,160,953 $4,125407 $4,116,471
Net interest margin (FTE) (annualized) 4.01 % 4.67 % 4.13 % 4.89 %

Net interest and fee income (FTE) for the third quarter 2013 decreased $7.5 million compared with the same period in
2012 to $41.2 million, mainly due to lower average balances of loans (down $361 million) and lower yields on
interest-earning assets (down 0.68%), partially offset by higher average balances of investments (up $294 million),
lower average balances of interest-bearing deposits (down $139 million) and lower rates paid on interest-bearing
deposits (down 0.03%).

Comparing the first nine months of 2013 with the first nine months of 2012, net interest and fee income (FTE)
decreased $23.1 million primarily due to by a lower average volume of loans (down $378 million) and lower yields on
interest-earning assets (down 0.78%), partially offset by higher average balances of investments (up $387 million),
lower average balances of interest-bearing deposits (down $136 million) and lower rates paid on interest-bearing
deposits (down 0.03%).

Loan volumes have declined due to problem loan workout activities, particularly with purchased loans, and reduced
volumes of loan originations. In Management’s opinion, competitive loan pricing does not currently provide adequate
forward earnings potential. As a result, the Company has not currently taken an aggressive posture relative to loan
portfolio growth. Management has maintained relatively stable interest-earning asset volumes by increasing
investment securities as loan volumes have declined.

Yields on interest-earning assets have declined due to relatively low interest rates prevailing in the market.

Management’s response to prevailing economic conditions and competitive loan pricing has been to reduce loan
volumes, placing greater reliance on lower-yielding investment securities. Rates on interest-bearing deposits have

declined to offset some of the decline in asset yields.

At September 30, 2013, purchased FDIC covered loans represented 16 percent of the Company’s loan portfolio. Under
the terms of the FDIC loss-sharing agreements, the FDIC is obligated to reimburse the Bank 80 percent of loan
interest income foregone on covered loans. Such reimbursements are limited to the lesser of 90 days contractual
interest or actual unpaid contractual interest at the time a principal loss is recognized in respect to the underlying loan.
FDIC loss indemnification of covered non-residential assets expires February 6, 2014. For further information, see the
Loan Portfolio Credit Risk section of this report.

Interest and Fee Income (FTE)

Interest and fee income (FTE) for the third quarter of 2013 decreased $7.7 million or 15.4% from the same period in
2012. The decrease was caused by lower average balances of loans and lower yields on interest-earning assets,
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partially offset by higher average balances of investments. The total average balances of loans declined due to
decreases in the average balances of commercial real estate loans (down $143 million), taxable commercial loans
(down $62 million), consumer loans (down $67 million), residential real estate loans (down $57 million), tax-exempt
commercial loans (down $21 million) and construction loans (down $10 million). The average investment portfolio
increased largely due to higher average balances of corporate securities (up $209 million), collateralized mortgage
obligations and mortgage backed securities (up $67 million) and municipal securities (up $54 million), partially offset
by a $31 million decrease in average balances of securities of U.S. government sponsored entities. The average yield
on the Company's earning assets decreased from 4.80% in the third quarter 2012 to 4.12% in the corresponding period
of 2013. The composite yield on loans declined 0.35% to 5.35% mostly due to lower yields on commercial real estate
loans (down 0.61%), consumer loans (down 0.62%), tax-exempt commercial loans (down 0.35%) and residential real
estate loans (down 0.12%), partially offset by higher yields on taxable commercial loans (up 0.48%) and construction
loans (up 4.37%). Nonperforming loans are included in average loan volumes used to compute loan yields;
fluctuations in nonaccrual loan volumes impact loan yields. Yields on construction loans and taxable commercial
loans increased primarily due to higher delinquent interest received on nonaccrual loans. The investment yields in
general declined due to market rates. The investment portfolio yield decreased 0.66% to 3.06% primarily due to lower
yields on collateralized mortgage obligations and mortgage backed securities (down 0.58%), municipal securities
(down 0.61%) and corporate securities (down 0.55%).
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Comparing the first nine months of 2013 with the first nine months of 2012, interest and fee income (FTE) was down
$23.8 million. The decrease resulted from a lower average volume of loans and lower yields on interest earning assets,
partially offset by higher average balances of investments. The total average balances of loans declined due to
decreases in the average balances of commercial real estate loans (down $165 million), taxable commercial loans
(down $71 million), consumer loans (down $52 million), residential real estate loans (down $54 million), tax-exempt
commercial loans (down $23 million) and construction loans (down $13 million). The average investment portfolio
increased largely due to higher average balances of corporate securities (up $209 million), collateralized mortgage
obligations and mortgage backed securities (up $192 million) and municipal securities (up $42 million), partially
offset by a $54 million decrease in average balances of securities of U.S. government sponsored entities. The average
yield on the Company's earning assets decreased from 5.03% in the first nine months of 2012 to 4.25% in the
corresponding period of 2013. The composite yield on loans declined 0.42% to 5.40% mostly due to lower yields on
commercial real estate loans (down 0.49%), consumer loans (down 0.65%), taxable commercial loans (down 0.18%),
residential real estate loans (down 0.14%) and tax-exempt loans (down 0.22%), partially offset by higher yields on
construction loans (up 2.98%). Nonperforming loans are included in average loan volumes used to compute loan
yields; fluctuations in nonaccrual loan volumes impact loan yields. The yield on construction loans in the first nine
months of 2013 was elevated due to delinquent interest received on nonaccrual loans. The investment yields in general
declined due to market rates. The investment portfolio yield for the first nine months of 2013 decreased 0.78% to
3.18% compared with the same period in 2012 primarily due to lower yields on collateralized mortgage obligations
and mortgage backed securities (down 0.82%), municipal securities (down 0.51%) and corporate securities (down
0.66%).

Interest Expense

Interest expense has been reduced by lowering rates paid on interest-bearing deposits and by reducing the volume of
higher-cost funding sources. Lower-cost checking and savings deposits accounted for 86.9% of total average deposits
in the third quarter 2013 compared with 83.5% in the third quarter 2012. Interest expense in the third quarter of 2013
decreased $206 thousand or 14.9% compared with the same period in 2012 due to lower rates paid on interest-bearing
deposits and a shift from higher costing deposits to lower costing deposits. Interest-bearing liabilities declined due to
lower average balances of time deposits $100 thousand or more (down $113 million), time deposits less than $100
thousand (down $34 million) and preferred money market savings (down $21 million), partially offset by higher
average balances of regular savings (up $26 million) and money market savings (up $8 million). The average rate paid
on interest-bearing liabilities was 0.18% in the third quarter 2013 compared with 0.21% in the third quarter 2012.
Rates on interest-bearing deposits for the third quarter 2013 decreased 0.03% to 0.13% compared with third quarter
2012 primarily due to decreases in rates paid on time deposits less than $100 thousand (down 0.09%) and time
deposits $100 thousand or more (down 0.01%).

Comparing the first nine months of 2013 with the first nine months of 2012, interest expense declined $766 thousand
or 17.4% due to lower average balances of interest-bearing deposits and short-term borrowings, and lower rates paid
on interest-bearing deposits. Lower-cost checking and savings deposits accounted for 85.8% of total average deposits
in the first nine months of 2013 compared with 82.2% in the first nine months of 2012. Average interest-bearing
liabilities during the first nine months of 2013 fell $168 million compared with the first nine months of 2012 primarily
due to declines in the average balances of time deposits $100 thousand or more (down $122 million) and time deposits
less than $100 thousand (down $38 million), preferred money market accounts (down $23 million) and customer
sweep accounts (down $31 million), partially offset by increases in the average balances of regular savings (up $29
million) and money market savings (up $14 million). Rates paid on interest-bearing deposits averaged 0.14% during
the first nine months of 2013 compared with 0.17% for the first nine months of 2012 as a result of decreases in rates
paid on time deposits less than $100 thousand (down 0.11%) and time deposits $100 thousand or more (down 0.02%).
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Net Interest Margin (FTE)
The following summarizes the components of the Company's net interest margin for the periods indicated:

For the Three Months For the Nine Months

Ended September 30,
2013 2012 2013 2012
Yield on earning assets (FTE) 412 % 480 % 425 % 503 %
Rate paid on interest-bearing liabilities 018 % 021 % 019 % 021 %
Net interest spread (FTE) 394 % 459 % 4.06 % 482 %D
Impact of all other net noninterest bearing funds 007 % 008 % 007 % 007 %
Net interest margin (FTE) 401 % 467 % 413 % 489 %

During the third quarter of 2013, the net interest margin (FTE) decreased 0.66% compared with the same period in
2012. Lower yields on earning assets were partially offset by lower rates paid on interest-bearing liabilities and
resulted in a 0.65% decrease in net interest spread (FTE). The 0.07% net interest margin contribution of
noninterest-bearing demand deposits resulted in the net interest margin (FTE) of 4.01%. During the first nine months
of 2013, the net interest margin (FTE) decreased 0.76% compared with the first nine months of 2012. The net interest
spread (FTE) in the first nine months of 2013 was 4.06% compared with 4.82% in the first nine months of 2012, the
net result of a 0.78% decrease in earning asset yields, partially offset by lower cost of interest-bearing liabilities (down

0.02%).

[The remainder of this page intentionally left blank]
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Summary of Average Balances, Yields/Rates and Interest Differential

The following tables present, for the periods indicated, information regarding the consolidated average assets,

liabilities and shareholders’ equity, the amounts of interest income earned from average interest earning assets and the
resulting yields, and the amounts of interest expense incurred on average interest-bearing liabilities and the resulting

rates. Average loan balances include nonperforming loans. Interest income includes proceeds from loans on

nonaccrual status only to the extent cash payments have been received and applied as interest income and accretion of
purchased loan premiums and discounts. Yields on tax-exempt securities and loans have been adjusted upward to

reflect the effect of income exempt from federal income taxation at the current statutory tax rate (FTE).

Distribution of Assets, Liabilities & Shareholders’ Equity and Yields, Rates & Interest Margin

For the Three Months Ended
September 30, 2013

Interest
Average Income/ Yields/
Balance Expense Rates

(In thousands)
Assets
Investment securities:
Available for sale

Taxable $ 868,008 $ 3,722 1.72 %
Tax-exempt (1) 181,954 2,674 5.88 %
Held to maturity
Taxable 415,241 1,780 1.71 %
Tax-exempt (1) 726,135 8,591 4.73 %
Loans:
Commercial:
Taxable 245,292 3,915 6.33 %
Tax-exempt (1) 104,344 1,482 5.63 %
Commercial real estate 847,154 13,276 6.22 %
Real estate construction 15,002 364 9.63 %
Real estate residential 202,540 1,736 3.43 %
Consumer 488,057 4,860 3.95 %
Total loans (1) 1,902,389 25,633 5.35 %
Total interest-earning assets (1) 4,093,727 $ 42,400 4.12 %
Other assets 736,748
Total assets $ 4,830,475

Liabilities and shareholders' equity

Deposits:
Noninterest-bearing demand $ 1,699,169 $ - - %
Savings and interest-bearing transaction 1,889,808 294 0.06 %
Time less than $100,000 224,274 258 0.46 %
Time $100,000 or more 317,630 257 0.32 %
Total interest-bearing deposits 2,431,712 809 0.13 %
Short-term borrowed funds 56,844 20 0.14 %
Term repurchase agreement 10,000 25 098 %
Federal Home Loan Bank advances 25,663 122 1.89 %
Debt financing 15,000 200 5.35 %
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Total interest-bearing liabilities 2,539,219 $ 1,176 0.18 %
Other liabilities 57,453
Shareholders' equity 534,634

Total liabilities and shareholders' equity $ 4,830,475
Net interest spread (1) (2) 3.94 %
Net interest and fee income and interest margin (1) (3) $ 41,224 4.01 %

(1) Amounts calculated on a fully taxable equivalent basis using the current statutory federal tax rate.

(2) Net interest spread represents the average yield earned on interest-earning assets less the average rate incurred on
interest-bearing liabilities.

(3) Net interest margin is computed by calculating the difference between interest income and expense (annualized),
divided by the average balance of interest-earning assets.
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Distribution of Assets, Liabilities & Shareholders’ Equity and Yields, Rates & Interest Margin

Assets
Investment securities:
Available for sale
Taxable
Tax-exempt (1)
Held to maturity
Taxable
Tax-exempt (1)
Loans:
Commercial:
Taxable
Tax-exempt (1)
Commercial real estate
Real estate construction
Real estate residential
Consumer
Total loans (1)
Total interest-earning assets (1)
Other assets
Total assets

Liabilities and shareholders' equity
Deposits:
Noninterest bearing demand
Savings and interest-bearing transaction
Time less than $100,000
Time $100,000 or more
Total interest-bearing deposits
Short-term borrowed funds
Term repurchase agreement
Federal Home Loan Bank advances
Debt financing
Total interest-bearing liabilities
Other liabilities
Shareholders' equity

Total liabilities and shareholders' equity

Net interest spread (1) (2)

Net interest income and interest margin (1) (3)

(1) Amounts calculated on a fully taxable equivalent basis using the current statutory federal tax rate.

For the Three Months Ended
September 30, 2012

Average
Balance

$ 506,508
209,861

539,822
641,523

307,446
124,862
990,509
25,336
259,754
555,332
2,263,239
4,160,953
731,135

$ 4,892,088

$ 1,605,362
1,882,110
258,631
430,239
2,570,980
61,794
10,000
25,889
15,000
2,683,663
60,355
542,708

$ 4,892,088

Interest
Income/
Expense

(In thousands)

2,894
3,055

2,811
8,900

4,518
1,878
17,015
335
2,308
6,380
32,434
50,094

301
359
360
1,020
15

25
122
200
1,382

48,712

Yields/
Rates

2.29
5.82

2.08
5.55

5.85
5.98
6.83
5.26
3.55
4.57
5.70
4.80

0.06
0.55
0.33
0.16
0.10
0.97
1.87
5.35
0.21

4.59
4.67

%
%

%
%

%
%
%
%
%
%
%
%

%
%
%
%
%
%
%
%
%
%

%
%

(2) Net interest spread represents the average yield earned on interest-earning assets less the average rate incurred on

interest-bearing liabilities.
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(3) Net interest margin is computed by calculating the difference between interest income and expense (annualized),
divided by the average balance of interest-earning assets.
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Distribution of Assets, Liabilities & Shareholders’ Equity and Yields, Rates & Interest Margin

For the Nine Months Ended
September 30, 2013

Interest
Average Income/
Balance Expense
(In thousands)
Assets
Investment securities:
Available for sale
Taxable $ 797,721 10,879
Tax-exempt (1) 187,400 7,943
Held to maturity
Taxable 442,962 5,747
Tax-exempt (1) 706,387 26,397
Loans:
Commercial:

Taxable 258,995 12,024
Tax-exempt (1) 109,255 4,795
Commercial real estate 877,490 41,130

Real estate construction 15,657 988
Real estate residential 217,704 5,711
Consumer 511,836 15,720
Total loans (1) 1,990,937 80,368
Total Interest-earning assets (1) 4,125,407 131,334
Other assets 734,066
Total assets $ 4,859,473
Liabilities and shareholders' equity
Deposits:
Noninterest-bearing demand $ 1,657,819 -
Savings and interest-bearing transaction 1,905,341 882
Time less than $100,000 231,922 830
Time $100,000 or more 358,874 843
Total interest-bearing deposits 2,496,137 2,555
Short-term borrowed funds 58,548 58
Term repurchase agreement 10,000 73
Federal Home Loan Bank advances 25,719 360
Debt financing 15,000 601
Total interest-bearing liabilities 2,605,404 3,647
Other liabilities 57,931
Shareholders' equity 538,319
Total liabilities and shareholders' equity $ 4,859,473
Net interest spread (1) (2)
Net interest and fee income and interest margin (1) (3) $ 127,687

(1) Amounts calculated on a fully taxable equivalent basis using the current statutory federal tax rate.

Yields/
Rates

1.82
5.65

1.73
4.98

6.21
5.87
6.27
8.44
3.50
4.11
5.40
4.25

0.06
0.48
0.31
0.14
0.13
0.98
1.87
5.35
0.19

4.06
4.13

%
%

%
%

%
%
%
%
%
%
%
%

%
%
%
%
%
%
%
%
%

%

(2) Net interest spread represents the average yield earned on interest-earning assets less the average rate incurred on

interest-bearing liabilities.
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(3) Net interest margin is computed by calculating the difference between interest income and expense (annualized),
divided by the average balance of interest-earning assets.
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Distribution of Assets, Liabilities & Shareholders’ Equity and Yields, Rates & Interest Margin

Assets
Investment securities:
Available for sale
Taxable
Tax-exempt (1)
Held to maturity
Taxable
Tax-exempt (1)
Loans:
Commercial:
Taxable
Tax-exempt (1)
Commercial real estate
Real estate construction
Real estate residential
Consumer
Total loans (1)
Total interest-earning assets (1)
Other assets
Total assets

Liabilities and shareholders' equity
Deposits:
Noninterest bearing demand
Savings and interest-bearing transaction
Time less than $100,000
Time $100,000 or more
Total interest-bearing deposits
Short-term borrowed funds
Term repurchase agreement
Federal Home Loan Bank advances
Debt financing and notes payable
Total interest-bearing liabilities
Other liabilities
Shareholders' equity

Total liabilities and shareholders' equity

Net interest spread (1) (2)

Net interest income and interest margin (1) (3)

(1) Amounts calculated on a fully taxable equivalent basis using the current statutory federal tax rate.

For the Nine Months Ended
September 30, 2012

Average
Balance

$ 456,310
218,610

444,654
628,367

329,920
132,040
1,042,613
29,063
271,320
563,574
2,368,530
4,116,471
849,140

$ 4,965,611

$ 1,586,993
1,881,134
269,930
481,072
2,632,136
89,986
10,000
25,944
15,000
2,773,066
61,697
543,855

$ 4,965,611

$

Interest
Income/
Expense

(In thousands)

8,231
9,667

7,511
26,469

15,790
6,017
52,795
1,187
7,407
20,082
103,278
155,156

934
1,184
1,196
3,314
63

74
361
601
4,413

150,743

Yields/
Rates

241
5.90

2.25
5.62

6.39
6.09
6.76
5.46
3.64
4.76
5.82
5.03

0.07
0.59
0.33
0.17
0.09
0.97
1.86
5.35
0.21

4.82
4.89

%
%

%
%

%
%
%
%
%
%
%
%

%
%
%
%
%
%
%
%
%
%

%

(2) Net interest spread represents the average yield earned on interest-earning assets less the average rate incurred on

interest-bearing liabilities.
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(3) Net interest margin is computed by calculating the difference between interest income and expense (annualized),
divided by the average balance of interest-earning assets.
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Summary of Changes in Interest Income and Expense due to Changes in Average Asset & Liability Balances and
Yields Earned & Rates Paid

The following tables set forth a summary of the changes in interest income and interest expense due to changes in
average asset and liability balances (volume) and changes in average interest yields/rates for the periods indicated.
Changes not solely attributable to volume or yield/rate have been allocated in proportion to the respective volume and
yield/rate components.

Summary of Changes in Interest Income and Expense

Three Months Ended September 30, 2013

Compared with
Three Months Ended September 30, 2012
Volume Yield/Rate Total

(In thousands)
Increase (decrease) in interest and fee income:
Investment securities:
Available for sale

Taxable $ 1,691 $ (863 ) $ 828
Tax-exempt (1) (410 ) 29 (381 )
Held to maturity
Taxable (583 ) (448 ) (1,031 )
Tax-exempt (1) 1,101 (1,410 ) (309 )
Loans:
Commercial:
Taxable (960 ) 357 (603 )
Tax-exempt (1) (292 ) (104 ) (396 )
Commercial real estate (2,301 ) (1,438 ) (3,739 )
Real estate construction (174 ) 203 29
Real estate residential (493 ) (79 ) (572 )
Consumer (716 ) (804 ) (1,520 )
Total loans (1) (4,936 ) (1,865 ) (6,801 )
Total decrease in interest and fee income (1) (3,137 ) (4,557 ) (7,694 )
Increase (decrease) in interest expense:
Deposits:
Savings and interest-bearing transaction 1 (8 ) (7 )
Time less than $100,000 (44 ) (57 ) (101 )
Time $100,000 or more 91 ) (12 ) (103 )
Total interest-bearing deposits (134 ) (77 ) (211 )
Short-term borrowed funds (1 ) 6 5
Term repurchase agreement - - -
Federal Home Loan Bank advances (1 ) 1 -
Debt financing - - -
Total decrease in interest expense (136 ) (70 ) (206 )
Decrease in net interest and fee income (1) $ (3,001 ) $ (4,487 ) $ (7,488 )

(1) Amounts calculated on a fully taxable equivalent basis using the current statutory federal tax rate.
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Summary of Changes in Interest Income and Expense

Nine Months Ended September 30, 2013
Compared with
Nine Months Ended September 30, 2012

Volume Yield/Rate
(In thousands)
Increase (decrease) in interest and fee income:
Investment securities:
Available for sale
Taxable $ 5,007 $ (2,359 ) $
Tax-exempt (1) (1,342 ) (382 )
Held to maturity
Taxable (49 ) (1,715 )
Tax-exempt (1) 3,037 (3,109 )
Loans:
Commercial:
Taxable (3,323 ) (443 )
Tax-exempt (1) (1,014 ) (208 )
Commercial real estate (8,015 ) (3,650 )
Real estate construction (687 ) 488
Real estate residential (1,419 ) 277 )
Consumer (1,781 ) (2,581 )
Total loans (1) (16,239 ) (6,671 )
Total decrease in interest and fee income (1) (9,586 ) (14,236 )
Increase (decrease) in interest expense:
Deposits:
Savings and interest-bearing transaction 9 (61 )
Time less than $100,000 (155 ) (199 )
Time $100,000 or more (291 ) (62 )
Total interest-bearing deposits 437 ) (322 )
Short-term borrowed funds (26 ) 21
Term repurchase agreement (1 )

Total

2,648
(1,724

(1,764
(72

(3,766
(1,222
(11,665
(199
(1,696
(4,362
(22,910
(23,822

(52
(354
(353
(759
S

N~ N O N N N N

~— N N N

69



