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Message from the President: 

Pacific Mercantile Bank concentrated its efforts on improving its asset quality during 2009, 
necessitated by the continuing troubles in the economy, which unfortunately caused the Bank to 
sustain its second annual loss since the inception of the Bank in 1999. This was a reflection of the 
ongoing downward spiral of the economy and a worsening global recession that resulted in the 
instability of the credit markets which, in turn, led the Federal Reserve to further reduce interest 
rates in an effort to stem the tide of the deteriorating conditions. No one anticipated the depths that 
the recession would reach. However, it was the overzealous real estate lending of many financial 
institutions after the market was saturated, and which was not controlled, that was a major factor in 
causing the recession. Although we stopped our construction lending in January of 2007, the 
conditions of this economy and the weakened credit markets caused a substantial increase in real 
estate defaults and late payments by our commercial borrowers, who in a better economy would not 
have been forced into a weakened financial position. This decline in the businesses of some ofour 
borrowers resulted in an increased risk to our loan portfolio. Thus, we were required to take charge 
offs, to substantially add to our loan loss reserves and to incur increased costs, including the costs 
of filing lawsuits as a last resort measure to collect on our loans which combined, along with 
declining interest rates, to result in a loss for the year. 

Recognizing the necessity to closely monitor additional possible risk in our loan portfolio and 
to work even more closely with our customers, while continuing to abide by our high underwriting 
standards for incoming loans, we continued to build up our already expanded credit department to 
swiftly recognize any new issues and to provide for the extra work and scrutiny required due to the 
challenging economy. We added a Special Assets team, under the management of the real estate 
and construction workout professional we hired in the third quarter of 2009. We centralized all 
problem credits under this seasoned team, thereby allowing us to react swiftly to stay on top of any 
existing or new troubled assets and mitigate any future risk or loss to our loan portfolio. 

As well as having expanded our credit department, we took additional steps to guide us 
through a difficult year 2009. We developed and implemented initiatives to perfect procedures for 
the collection of fees, improve lending rates, increase DDA gathering methods, and augment 
Internet and cash management systems. I am directing and assisting, and will continue to 
personally assist, with the Other Real Estate Owned (OREO) and strategic capital initiatives, in 
which we have made great strides, to enhance our capital position for increased and future business 
opportunities. Our technical and operations departments worked very diligently to replace our old 
core operating system with a new, state of the art, system, Metavante, which has greatly enhanced 
our present technical and operating capabilities and provided the measurement tools that allow us to 
achieve the foregoing new strategic initiatives and goals. Our customers now enjoy state of the art 
Internet banking, with upgraded additional Cash Management features and more user-friendly and 
faster secure electronic banking. 

Having anticipated a flat commercial loan market in year 2009, we again looked to our 
strategic plan, which has been in effect since 1999. We realized the need to look beyond 
commercial loans to bring profitability back to the Bank. We understood that the slow recovery 
would lead to an increase in home purchases and a corresponding increase in the demand for 
residential mortgage loan products as home prices began to stabilize. Tightened credit guidelines 
meant an improvement in the quality of prospective borrowers and, as a result, our entry into the 
retail mortgage loan origination business has proved timely and given us the opportunity to increase 
our revenues. We are pursuing this opportunity in a conservative manner by, among other things, 
building on the experience we gained from our previous mortgage loan operations, which enabled us 
to increase revenues and improve our profitability throughout the years of, and following, the 
dot.com bust in 2000 and again after 9-11, when the commercial lending market slowed for several 
years. We started to build the foundations of our new retail mortgage division in the first quarter of 
2009 and began funding retail residential mortgages in the second quarter of 2009. 

http://dot.com


Please remember that we had the foresight to completely close down our wholesale and 
retail mortgage division in 2005, thereby avoiding the financial problems that were caused, in large 
part, by sub-prime and other high-risk mortgage loan products that have plagued the retail mortgage 
industry over the past three years. 

However, we recognized that now was the time to re-enter that market and we are steadily 
increasing the volume of funded mortgages that we are making. We are moving ahead 
conservatively, maintaining very strong underwriting standards and stringent compliance oversight, 
offering only conventional mortgage loans and selling most ofthe mortgage loans we originate in the 
secondary investment market. 

To address the decreasing interest rate market, we decided to aggressively compete in the 
market place by offering an innovative and exciting deposit product, the PMB Premium Interest 
Checking Account. This consumer account pays a premium interest rate to a tier maintained at 
$1,500 to $125,000, although the account can be opened with only $100.00. There are some 
requirements for keeping the premium rate in effect; and customers are advised to call their local 
office for details. 

Another very important product we rolled out in 2007, for which the demand has grown 
rapidly, is the Remote Deposit Capture product, which we call our PMB Xpress Deposit. This 
product enables our business customers to deposit checks electronically, using a desktop scanner 
that connects to their compute!- and the Internet, allowing customer checks to be deposited 
electronically to the Bank day or night. PMB Xpress Deposit ensures that we stay very competitive 
in the electronic banking arena and has proven to be a much desired product by our customers. 

We are proud of our excellent and experienced commercial loan and business development 
officers and thank them for the strength of our commercial loan portfolio. Our operations staff is first 
rate and strongly supports the safe and sound banking practices we are committed to, while also 
supporting the loan officers' efforts and providing excellent service to our Bank's customers. Our 
credit, finance, administration and technical staff has worked tirelessly supporting all of the Bank's 
growth, efforts and products. Our unprecedented rise could not have occurred without their 
dedication, and I am ever grateful for their loyalty and support, especially through these difficult and 
challenging times. 

Our Board of Directors has been enhanced and strengthened with the addition of two new 
board members. We are honored by the addition of former Ambassador George L Argyros to our 
Bancorp Board. Another long-time Orange County businessman, Andrew Phillips has been added 
to both our Bank and Bancorp Boards. We look forward to the business experience, leadership and 
contacts that these new directors will bring and have already brought to our Boards of Directors. 

In closing, I would like to extend a personal invitation to each of you to stop by one of our 
Financial Centers to try our banking services firsthand, if you have not already done so. Please 
remember that your utilization of Pacific Mercantile Bank's services will directly enhance your 
shareholder value. For the Financial Center nearest you, please turn to the inside cover of this 
Annual Report, and call any of our offices to set up an appointment to talk with one of our 
knowledgeable banking officers to discuss your financial needs. 

Sincerely, 

Raymond E. Dellerba 
President and CEO 
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Inquiries/Financial Information 
Stockholders or members o f the Investment 
Community seeking information about Pacific 
Mercanti le Bank or Pacific Mercanti le Bancorp, 
should direct their inquiries t o the Bank's 
website at www.pmbank.com, or t o Barbara I. 
Palermo, EVP, at 7 1 4 - 4 3 8 - 2 5 0 0 , or in writ ing 
t o co rpora te headquarters. 
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