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Operator: Hello and welcome to the First PacTrust Bancorp, Inc. November 9th, 2010, 

Third Quarter 2010 Earnings conference call.   
 

 All lines have been placed on mute to prevent any background noise.  After 

the speaker's remarks there will be a question and answer session.  If you 

would like to ask a question please press star than the number one on your 

telephone keypad; if you would like to withdraw your question press the 

pound key.  
 

 I would now like to turn the conference over to James Sheehy, Executive Vice 

President, Secretary and Treasurer for First PacTrust Bancorp.  Thank you.  

Mr. Sheehy, you may begin.  
 

James Sheehy: Thank you.  Hello, everyone and thanks for joining us for today's Third 

Quarter 2010 Earnings Investor conference call.   
 

 With me on the call today are First PacTrust Bancorp's President and Chief 

Executive Officer, Gregory A. Mitchell, and Hans Ganz, the President and 

Chief Executive Office of the company's wholly owned Pacific Trust Bank 

subsidiary.  
 

 Today's conference call is being recorded for replay via phone and a transcript 

of the meeting will be available later on the company's Investor Relations 

website.  Before I turn it over to Hans, I want to remind everyone that as 

always, elements of this presentation are forward looking and are based on our 
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best view of the world in our businesses as we see them today.  Those 

elements can change as the world changes.  Please interpret them in that light.  
 

 The forward looking statements in our October 15th Third Quarter earnings 

release and 8K filing and the October 22nd 10-Q also apply to our comments 

today.  Those documents are available on our firstpactrustbancorp.com 

investor relations website, as our other 8Ks filed in early November regarding 

investor presentation materials and the completion of our private placement.  

We will have time for Q&A at the end of the presentation.  And now I'll turn 

it over to Hans. 
 

Hans Ganz: Thank you, Jim.  Welcome everybody to just the first of many of these 

constant calls we're going to have and I'm pleased that you announced solid 

earnings for the quarter combined with a decrease in the level of non-

performing loans and loan delinquencies, the expansion of our net interest 

margin, solid growth in low cost deposits and continued strong performance in 

our securities portfolio.   
 

 We – since the announcement of the earnings have completed our $60 million 

private placement and also appointed Greg Mitchell as the President and CEO 

of First PacTrust Bancorp.  I'm proud of what we have accomplished and I'm 

proud to keep serving as President and CEO of Pacific Trust Bank and 

assisting Greg in executing the business plans and moving the bank's plans 

forward.  And with that I'll hand it over to Greg.  
 

Gregory Mitchell: Well, thank you very much, Hans.  And thank you to all the investors and 

shareholders that have joined us.  As we look through the roll-call we note a 

number of names of folks that have been with Pacific Trust Bancorp for many 

years as well as a number of new friends that are joining our company as we 

move forward. 
 

 Since we filed a press release several weeks ago and a 10-Q a couple of weeks 

ago and completed a transaction, all of which has been publicly disclosed, I'm 

going to try to keep my formal comments to a minimum and respond to 

specific questions and what we hope to be a lively question period following 

these remarks.  
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 To Hans’ earlier comment, the bank completed its private placement of new 

equity and on a bank core basis, Pacific Trust Bank is extremely well-

capitalized holding nearly 15 percent Tier 1 leverage, 20.29 percent Tier 1 and 

21.54 percent total risk based capital on a consolidated basis.  
 

 From asset quality perspective Pacific Trust Bank continued to show good 

progress in addressing some of its non-performing asset issues with total non-

performing – or non-performing assets declining from just over 60.1 million 

to 58.1 million between Q2 and Q3, 2010.  Of note is (TDRs) increased 

slightly.  The (TDRs) as we've disclosed consist largely of performing, single 

family and multi-family properties, all of which are largely performing under 

the terms of their agreement.  A grand total of six (OREOs) representing just 

$7.8 million in assets.  We're pleased with the overall progress in that 

portfolio, and $25.4 million in non-performing assets.  
 

 Bancorp and Pacific Trust Bank continue to build reserves, with reserves to 

loans now at 2.5 percent of total loans.  Management feels confident that our 

reserve position is solid.  The management board of Pacific Trust Bank and 

Bancorp continue to be mindful of non-performing asset issues and we 

continue to work to resolve those on a monthly basis.   
 

 Securities portfolio as noted in the 10-Q has continued to perform well and is 

additive to our total capital position as the bank realizes the benefits of some 

of its prudent purchases largely in (REMICs) and (re-REMICs) last year and 

earlier this year.  From a management perspective I was delighted to accept 

the position of President and CEO of Bancorp.  And Hans and I have 

continued to work as we've disclosed in our filings to identify additional 

senior executive officers to be joining us at Pacific Trust Bank and we expect 

to make announcements on some of those positions in the weeks ahead.  
 

 So in summary we are again delighted with the overall progress of the bank 

and I'm going to turn it over to Hans to generate a couple of comments before 

we run into specific questions.  
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Hans Ganz: Thank you.  It's basically not additional comment but I think I also want to 

point out that we appointed Mr. Sugarman to the Board of Directors of both 

the Bancorp and the bank.  
 

Gregory Mitchell: Correct.  So again, in summary, capital, your bank is extremely strong and 

well capitalized.  From an asset quality perspective trends continue to perform 

well.  From a management perspective we continue to supplement 

management.  Earnings as evidenced in Han's earlier comments, were very 

strong in the third quarter with a net interest margin rising temporarily to 4.13 

percent.  And we continue to make progress on lowering the bank's cost of 

funds.   
 

 We expect continued improvement as, in our funding base as deposit costs 

continue to lower and as the bank continues to realize the benefit of repaying 

its Federal Home Loan Bank advances.  
 

 So with that I'll turn it over to the operator and begin to respond to specific 

questions.  
 

Operator: Thank you.  Again if you would like to ask a question please press star one on 

your telephone keypad.  We will pause for just a moment to compile the Q&A 

roster.  And your first question comes from the line of (Richard Yeh). 
 

Gregory Mitchell: Good afternoon, (Richard). 
 

(Richard Yeh): Good afternoon.  Thank you for taking my question.  As you mentioned, you 

said that your cost of funds has dropped pretty materially and also that your 

net interest margin has also increased.   
 

 Will you please discuss what caused some of these movements and whether 

we should expect the third quarter results to be the new norm and levels to 

continue to improve more or are some of these gains temporary?  
 

Gregory Mitchell: A portion of the gains – thank you for the question, (Richard).  A portion of 

the gains reflect, and this is covered in the 10-Q, reflect the benefit of 

approximately $400,000 in interest income on loans that were previously 



First PacTrust Bancorp, Inc 
Moderator: James Sheehy 

11-09-10/3:30 p.m. CT 
Confirmation # 21735860 

Page 5 

classified as non-accrual loans that were either paid off or bought current.  So 

that caused interest income to rise by about $400,000 on the quarter.   
 

 If you'll refer to the Q you'll see an adjustment showing what the net interest 

margin would have been – excuse me, what interest income would have been 

absent that realization.  So for example average loan yield on loans receivable 

would have been 5.19 percent instead of 5.40 percent for the quarter ending 

September 30th.  As it relates to deposit pricing, as noted in our Q the bank 

has continued to make good progress in re-pricing its money market demand 

accounts, its CD accounts and other interest bearing liabilities.  
 

 In addition to that the bank was successful in repaying a portion of its term 

Federal Home Loan Bank advances and has reduced those levels down to 

approximately $75 million.  We expect the bulk of that $75 million to repay in 

2011.  And (Richard) as you may know, those Federal Home Loan Bank 

advances have a current yield of about 3.25 percent.  So you can see some 

margin expansion as a result for that end quarters and years forward.  Does 

that respond to your question? 
 

(Richard Yeh): It does.  Thank you very much for the answer.  
 

Gregory Mitchell: Thank you.  
 

Operator: Thank you.  Once again for questions please press star one on your telephone 

keypad.  At this time there are no further questions.  I do apologize, we have a 

question from the line of (Arthur Burns) of (Bill Tech).  
 

Gregory Mitchell: And good afternoon, (Arthur).  
 

(Arthur Burns): Congratulations.  So just in a word, you talked about some new people 

coming on board.  Does this imply – or maybe instead of asking it this way, is 

there a strategy that we should look forward to, that you are going to 

implement over the next 12 months that's any different than the previous goals 

of this institution? 
 

Gregory Mitchell: Yes.  Thank you for asking that question, (Arthur).  If you – now I'm going to 

refer you back to the 8Ks that we filed and the investor presentation, as well 
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as the materials that we provided to the SEC in connection with the private 

placement.  So all of what I'm sharing with you is sort of out there in the 

public domain. 
 

 Essentially the bank is going to be transformed from a small community bank 

focusing predominantly on origination of single family residential loans into a 

full service community bank offering commercial real estate, (CNI), a full 

suite of banking products and services to the people of Southern California.  
 

 So our goal is to broaden the product base, reduce our interest sensitivity by 

bringing in a much higher percentage of (DDA) and other less rate sensitive 

account and expanding our margin by taking advantage of the bit of chaos that 

exists in the market today.  In addition to that we believe that the bank will be 

well positioned for growth from a strategic perspective through the acquisition 

of many of the institutions in Southern California that are now experiencing 

distress and or through the acquisition of some acquisition of some institutions 

with assistance from the Federal Deposit Insurance Corporation.  
 

 So at its core the bank will be transformed from a one-dimensional thrift into a 

full service community bank and that expansion and growth could be further 

supplemented through unassisted acquisitions or FDIC assisted transactions. 

(Arthur), does that the respond to your question? 
 

(Arthur Burns): It is and without – assuming there are no transactions, what sort of total assets 

do you see in the near term without a purchase or a merger? 
 

Gregory Mitchell: Yes, I think it's reasonable to assume that bank growing from its current sub 

$900 million base to a $2 billion base over the next five years which is 

roughly sort of a 15 percent growth rate in ‘11 and then stepping up to about 

19 percent year over year growth rate going forward. 
 

(Arthur Burns): Very good, my friend, good luck.  
 

Gregory Mitchell: Thank you, (Arthur) and thank you for your support as a new shareholder of 

Pac Trust.  
 

(Arthur Burns): OK.  
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Operator: Thank you, your next question comes from the line of (Eric Anderson) of 

(Core Capital). 
 

(Eric Anderson): Hi, (Greg).  
 

Gregory Mitchell: Good afternoon, (Eric).   
 

(Eric Anderson): How are you? 
 

Gregory Mitchell: I’m great.  And yourself? 
 

(Eric Anderson): I'm good.  Could you touch just briefly on the branch in La Jolla that you 

acquired and do you see a lot of branches out there similar to this deal?  And 

if so what type of deal and when do you think you'll start opening branches 

like that?  
 

Gregory Mitchell: Well there are – there are quite a large number of branches available in San 

Diego, LA and Orange Counties.  And we continue to be looking for locations 

that are strategically important to us and will allow us to leverage some of our 

sort of unique gifts, notably the ability to attract some talent in markets that is 

available.  
 

 The La Jolla transaction was a great one for the bank because we acquired this 

free-standing building in the cove of La Jolla at a very attractive price and we 

expect to be able to staff that branch with local managers who are well known 

and respected by people in La Jolla.  
 

 I think you will see doing some similar type transactions in other markets in 

San Diego County, Los Angeles and Orange County.  We will not be 

challenged by our ability to grow low cost deposits but the challenge would be 

growing them sort of too quickly and not having good places to invest those 

funds in the form of high-quality loans or securities.  We also have to sort of 

manage our growth to ensure that we're in compliance with our regulatory 

growth limitations.  Does that respond to your question, (Eric)? 
 

(Eric Anderson): Yes, very good, very interesting.  Thank you. 
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Gregory Mitchell: Thank you.  
 

Operator: Your next question comes from the line of (Ross Haberman) with (Haberman 

Management). 
 

(Ross Haberman): Yes, this – Greg, I was wondering if you could lay out a little bit more 

specifically how many lenders did you expect to bring on this over the next 

year or 12 months?  And given the lack of loans and then generally how 

quickly are you, you know, are you going to be able to grow as quickly as 

you'd like to without taking on a bunch of (BMC) and (D credits) as a means 

of trying to achieve your plan?  
 

Gregory Mitchell: (Ross) thank you for the question.  And thank you for your sensitivity to 

bringing out a lot of credit risk within the – within the portfolio.  
 

 We expect to bring on a new chief lending officer who will be a player coach 

as well as another lender and some credit, related credit support in 2010, or 

early 2011 and have pretty modest production goals for 2011 as the bank 

makes the transaction from Thrift to more of a commercial real estate oriented 

institution.   
 

 We also have the benefit of being able on some respects to (cherry pick) 

credits in our market.  Pacific Trust Bank is now the largest federally 

chartered institution in San Diego County and that is largely by default as 

many of our former competitors have failed and are now in the hands of the 

FDIC.  Many of the other banks that remain in this market are stressed with 

excess concentrations in commercial real estate loans and are having to de-

lever their balance sheet to deal with new FDIC mandates as well as cap the 

capital constraints.  
 

 So banks that have a strong balance sheet and the ability to originate 

commercial real estate loans should be able to generate decent volumes of 

what I'll characterize are very high quality commercial real estate loans while 

still providing a margin that compensates the bank for the risk that it has taken 

in that asset class.  
 

 Is that the response to your question, (Ross)? 
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(Ross Haberman): Yes.  Just one further question; in terms of making this hopefully better 

quality loans as soon as you find the demand for them, will you – will you 

even make the loans without taking on the whole relationship for a reasonable 

amount of deposits as well? 
 

Gregory Mitchell: I appreciate the question.  As you know the law prohibits financial institutions 

from doing compensating balances.  That's sad and we think it's likely that we 

will pick up entire relationships and once we secure those relationships, 

(Ross), we'll use to leverage those to further build our retail platform through 

bank at work initiatives and other activities and is spurring growth.  
 

(Ross Haberman): That's the lot, thank you.  
 

Gregory Mitchell: Thank you, (Ross). 
 

James Sheehy: I just want to thank (Ross) for having been a very long, long term shareholder 

of the bank and I really appreciate all your support over the years, (Ross).  
 

(Ross Haberman): It's my pleasure, thank you very much.  
 

Operator: Thank you.  Once again for questions press star one.  And there are no further 

questions at this time.  
 

Gregory Mitchell: With that I will once again thank our old friends for their long standing 

support of the First PacTrust Bancorp Bank and very much welcome our next 

friends who will follow our company as we move forward.  
 

 I think we are excited about the opportunities that exist in the market while 

also being mindful of the minefields that exist around us and we look forward 

with your support, encouragement and guidance as we execute our strategy 

and create a bright future for First PacTrust Bancorp and its subsidiary Pacific 

Trust Bank. 
 

 So thank you very much for joining us on our maiden voyage as an investor 

conference call and we look forward to speaking with all of you in the 

quarters to follow.  Thank you all and have a wonderful evening.  
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Operator: Thank you for your participation in today's teleconference.  You may now 

disconnect.  
 

END 


