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Forward-Looking Statements

In this Annual Report on Form 10-K, the term Bancorp refers to Cathay General Bancorp and the term Bank refers to Cathay Bank. The
terms Company, we, us, and our referto Bancorp and the Bank collectively. The statements in this report include forward-looking
statements within the meaning of the applicable provisions of the Private Securities Litigation Reform Act of 1995 regarding management s
beliefs, projections, and assumptions concerning future results and events. These forward-looking statements may include, but are not limited to,
such words as believes,  expects, anticipates, intends, plans, estimates, may, will,  should, could, predicts,

potential,  continue, or the negative of such terms and other comparable terminology or similar expressions. Forward-looking statements
are not guarantees. They involve known and unknown risks, uncertainties, and other factors that may cause the actual results, performance, or
achievements of the Company to be materially different from any future results, performance, or achievements expressed or implied by such
forward-looking statements. Such risks and uncertainties and other factors include, but are not limited to adverse developments or conditions
related to or arising from:

deterioration in asset or credit quality;

acquisitions of other banks, if any;

Sfluctuations in interest rates;

expansion into new market areas;

earthquake, wildfire or other natural disasters;

competitive pressures;

legislative and regulatory developments;

general economic or business conditions in California and other regions where the Bank has operations; and

other factors discussed in PartI Item 1A Risk Factors of this Annual Report on Form 10-K.

Actual results in any future period may also vary from the past results discussed in this report. Given these risks and uncertainties, we caution
readers not to place undue reliance on any forward-looking statements, which speak as of the date of this report. We have no intention and
undertake no obligation to update any forward-looking statement or to publicly announce the results of any revision of any forward-looking
statement to reflect future developments or events.

PART I
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Item 1. Business.

Business of Bancorp

Overview

Cathay General Bancorp is a corporation that was organized in 1990 under the laws of the State of Delaware. We are the holding company of
Cathay Bank, a California state-chartered commercial bank. Our principal current business activity is to hold all of the outstanding stock of
Cathay Bank. In the future, we may become an operating company or acquire savings institutions, other banks, or companies engaged in
bank-related activities and may engage in or acquire such other businesses, or activities as may be permitted by applicable law. Our only office,
and our principal place of business, is currently located at the main office of our wholly owned subsidiary, Cathay Bank, at 777 North
Broadway, Los Angeles, California 90012. Our telephone number is (213) 625-4700. We plan to move our principal office to 9650 Flair Drive,
El Monte, California 91731 in the second half of 2008. Our common stock is traded on the NASDAQ Global Select Market and our trading
symbol is CATY .
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We continue to look for opportunities to expand the Bank s branch network by seeking new branch locations and by acquiring other financial
institutions to diversify our customer base in order to compete for new deposits and loans, and to be able to serve our customers more
effectively. We completed two acquisitions in 2006 and one acquisition in 2007. In May 2006, we completed the acquisition of New York-based
Great Eastern Bank for $56.3 million in cash and 1,181,164 shares of our common stock. In October 2006, we acquired Illinois-based New Asia
Bancorp in a merger for $12.9 million in cash and 291,165 shares of our common stock. In March 2007, we completed an all cash acquisition of
New Jersey-based United Heritage Bank for $9.4 million.

Subsidiaries of Bancorp

In addition to its wholly-owned bank subsidiary, the Bancorp has the following subsidiaries:

Cathay Capital Trust I, Cathay Statutory Trust I, Cathay Capital Trust I, Cathay Capital Trust III and Cathay Capital Trust IV. The Bancorp
established Cathay Capital Trust I in June 2003, Cathay Statutory Trust I in September 2003, Cathay Capital Trust II in December 2003, Cathay
Capital Trust III in March 2007, and Cathay Capital Trust IV in May 2007 (collectively, the Trusts ) as wholly owned subsidiaries. The Trusts
are statutory business trusts. The Trusts issued capital securities representing undivided preferred beneficial interests in the assets of the Trusts.
The Trusts exist for the purpose of issuing the capital securities and investing the proceeds thereof, together with proceeds from the purchase of
the common stock of the Trusts by the Bancorp, in Junior Subordinated Notes issued by the Bancorp. The Bancorp guarantees, on a limited
basis, payments of distributions on the capital securities of the Trusts and payments on redemption of the capital securities of the Trusts. The
Bancorp is the owner of all the beneficial interests represented by the common securities of the Trusts. The purpose of issuing the capital
securities was to provide the Company with a cost-effective means of obtaining Tier 1 Capital for regulatory purposes.

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

GBC Venture Capital, Inc. The business purpose of GBC Venture Capital, Inc. is to hold equity interests (such as options or warrants) received
as part of business relationships and to make equity investments in companies and limited partnerships subject to applicable regulatory
restrictions.

Competition

Our primary business is to act as the holding company for the Bank. Accordingly, we face the same competitive pressures as those expected by
the Bank. For a discussion of those risks, see Business of the Bank Competition below under this Item 1.
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Employees

Due to the limited nature of the Bancorp s activities, the Bancorp currently does not employ any persons other than Bancorp s management,
which includes the Chief Executive Officer and President, the Chief Operating Officer, the Chief Financial Officer, Executive Vice Presidents,
the Secretary, Assistant Secretary, and the General Counsel. See also Business of the Bank Employees below under this Item 1.
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Business of the Bank

General

Cathay Bank was incorporated under the laws of the State of California on August 22, 1961, and was licensed by the California Department of
Financial Institutions (previously known as the California State Banking Department), and commenced operations as a California state-chartered
bank on April 19, 1962. Cathay Bank is an insured bank under the Federal Deposit Insurance Act, but it is not a member of the Federal Reserve
System.

The Bank s head office is located in the Chinatown area of Los Angeles, at 777 North Broadway, Los Angeles, California 90012. In addition, as
of December 31, 2007, the Bank had branch offices in Southern California (21 branches), Northern California (10 branches), New York (nine
branches), Massachusetts (one branch), Texas (two branches), Washington (three branches), Illinois (three branches), New Jersey (one branch),
Hong Kong (one branch) and a representative office in Shanghai and in Taipei. Deposit accounts at the Hong Kong branch are not insured by the
Federal Deposit Insurance Corporation (the FDIC ). Each branch office has loan approval rights subject to the branch manager s authorized
lending limits. Current activities of the Shanghai and Taipei representative offices are limited to coordinating the transportation of documents to
the Bank s head office and performing liaison services.

Our primary market area is defined by the Community Reinvestment Act delineation, which includes the contiguous areas surrounding each of
the Bank s branch offices. It is the Bank s policy to reach out and actively offer services to low and moderate income groups in the delineated
branch service areas. Many of the Bank s employees speak both English and one or more Chinese dialects or Vietnamese, and are thus able to
serve the Bank s Chinese, Vietnamese, and English speaking customers.

As a commercial bank, Cathay Bank accepts checking, savings, and time deposits, and makes commercial, real estate, personal, home
improvement, automobile, and other installment and term loans. From time to time, the Bank invests available funds in other interest-earning
assets, such as U.S. Treasury securities, U.S. government agency securities, state and municipal securities, mortgage-backed securities,
asset-backed securities, corporate bonds, and other security investments. The Bank also provides letters of credit, wire transfers, forward
currency spot and forward contracts, traveler s checks, safe deposit, night deposit, Social Security payment deposit, collection, bank-by-mail,
drive-up and walk-up windows, automatic teller machines ( ATM ), Internet banking services, and other customary bank services.

The Bank primarily services individuals, professionals, and small to medium-sized businesses in the local markets in which its branches are
located and provides commercial mortgage loans, commercial loans, Small Business Administration ( SBA ) loans, residential mortgage loans,
real estate construction loans, equity lines of credit; and installment loans to individuals for automobile, household, and other consumer
expenditures.

Through Cathay Wealth Management, Cathay Bank provides its customers the ability to trade stocks online and to purchase mutual funds,
annuities, equities, bonds, and short-term money market instruments, through PrimeVest Financial Services. These products are not insured by
the FDIC.

Securities
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The Bank s securities portfolio is managed in accordance with a written Investment Policy which addresses strategies, types, and levels of
allowable investments, and which is reviewed and approved by our Board of Directors.

Our investment portfolio is managed to meet our liquidity needs through proceeds from scheduled maturities and is also utilized for pledging
requirements for deposits of state and local subdivisions, securities sold under repurchase agreements, and Federal Home Loan Bank ( FHLB )
advances. The portfolio is
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comprised of U.S. government agency securities, mortgage-backed securities, collateralized mortgage obligations, obligations of states and
political subdivisions, corporate debt instruments, and equity securities. At December 31, 2007, the aggregate investment securities portfolio,
with a carrying value of $2.35 billion, was classified as investment grade securities. We do not include federal funds sold and certain other
short-term securities as investment securities. These other investments are included in cash and cash equivalents.

Information concerning the carrying value, maturity distribution, and yield analysis of the Company s securities available-for-sale portfolios as

well as a summary of the amortized cost and estimated fair value of the Bank s securities by contractual maturity is included in this Annual

Report on Form 10-K at Part I Item 7  Management s Discussion and Analysis of Financial Condition and Results of Operations, and in Note 5
to the Consolidated Financial Statements.

Loans

Cathay Bank s Board of Directors and senior management establish, review, and modify Cathay Bank s lending policies. These policies include a
potential borrower s financial condition, ability to repay the loan, character, existence of secondary repayment source (such as guaranty), quality
and availability of collateral, capital, leverage capacity of the borrower, market conditions for the borrower s business or project, and prevailing
economic trends and conditions. For mortgage loans, our lending policies require an independent appraisal of the real property in accordance

with applicable regulatory guidelines. Loan originations are obtained through a variety of sources, including existing customers, walk-in
customers, referrals from brokers or existing customers, and advertising. While loan applications are accepted at all branches, the Bank s
centralized document department supervises the application process including documentation of loans, review of appraisals, and credit reports.

Commercial Mortgage Loans. These loans are typically secured by first deeds of trust on commercial properties, including primarily commercial
retail properties, shopping centers, and owner-occupied industrial facilities, and, secondarily, office buildings, multiple-unit apartments, and
multi-tenanted industrial properties.

The Bank also makes medium-term commercial mortgage loans which are generally secured by commercial or industrial buildings where the
borrower uses the property for business purposes or derives income from tenants.

Commercial Loans. The Bank provides financial services to diverse commercial and professional businesses in its market areas. Commercial
loans consist primarily of short-term loans (normally with a maturity of up to one year) to support general business purposes, or to provide
working capital to businesses in the form of lines of credit to finance trade. The Bank continues to focus primarily on commercial lending to
small-to-medium size businesses within the Bank s geographic market areas. Commercial loan pricing is generally at a rate tied to the prime rate,
as quoted in The Wall Street Journal, or the Bank s reference rate.

SBA Loans. The Bank originates SBA loans in California, under the preferred lender status. Preferred lender status is granted to a lender which
has made a certain number of SBA loans and which, in the opinion of the SBA, has staff qualified and experienced in small business loans. As a
preferred lender, the Bank s SBA Lending Group has the authority to issue, on behalf of the SBA, the SBA guaranty on loans under the 7(a)
program which may result in shortening the time it takes to process a loan. In addition, under this program, the SBA delegates loan underwriting,
closing, and most servicing and liquidation authority and responsibility to selected lenders.
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The Bank utilizes both the 504 program, which is focused toward long-term financing of buildings and other long-term fixed assets, and the 7(a)
program, which is the SBA s primary loan program and which can be used for financing of a variety of general business purposes such as
acquisition of land and buildings, equipment, inventory and working capital needs of eligible businesses generally over a 5- to 25-year term. The
collateral
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position in the SBA loans is enhanced by the SBA guaranty in the case of 7(a) loans, and by lower loan-to-value ratios under the 504 program.
The Bank has sold and may, in the future, sell the guaranteed portion of certain of its SBA 7(a) loans in the secondary market. SBA loan pricing
is generally at a rate tied to the prime rate, as quoted in The Wall Street Journal.

Residential Mortgage Loans. The Bank originates single-family-residential mortgage loans. The single-family-residential mortgage loans are
comprised of conforming, nonconforming, and jumbo residential mortgage loans, and are secured by first or subordinate liens on single
(one-to-four) family residential properties. The Bank s products include a fixed-rate residential mortgage loan and an adjustable-rate residential
mortgage loan. Mortgage loans are underwritten in accordance with the Bank s guidelines, on the basis of the borrower s financial capabilities,
historical loan quality, and other relevant qualifications. As of December 31, 2007, approximately 71% of the Bank s residential mortgages were
for properties located in California.

Real Estate Construction Loans. The Bank s real estate construction loan activity focuses on providing short-term loans to individuals and
developers, primarily for the construction of multi-unit projects. Residential real estate construction loans are typically secured by first deeds of
trust and guarantees of the borrower. The economic viability of the projects, borrower s credit worthiness, and borrower s and contractor s
experience are primary considerations in the loan underwriting decision. The Bank utilizes approved independent licensed appraisers and
monitors projects during the construction phase through construction inspections and a disbursement program tied to the percentage of
completion of each project. The Bank also occasionally makes unimproved property loans to borrowers who intend to construct a
single-family-residence on their lots generally within twelve months. In addition, the Bank also makes commercial real estate construction loans
to high net worth clients with adequate liquidity for construction of office and warehouse properties. Such loans are typically secured by first
deeds of trust and are guaranteed by the borrower.

Home Equity Lines of Credit. The Bank offers variable rate home equity lines of credit that are secured by the borrower s home. The pricing on
our variable-rate home equity line of credit is generally at a rate tied to the prime rate, as quoted in The Wall Street Journal, or the Bank s
reference rate. Borrower may use this line of credit for home improvement financing, debt consolidation and other personal uses.

Installment Loans. Installment loans tend to be fixed rate and longer-term (one-to-six year maturities). These loans are funded primarily for the
purpose of financing the purchase of automobiles and other personal uses of the borrower.

Distribution and Maturity of Loans. Information concerning loan type and mix, distribution of loans and maturity of loans is included in this
Annual Report on Form 10-K at Part II Item 7  Management s Discussion and Analysis of Financial Condition and Results of Operations, and in
Note 6 to the Consolidated Financial Statements.

Asset Quality

The Bank s lending and credit policies require management to review regularly the Bank s loan portfolio so that the Bank can monitor the quality
of its assets. If during the ordinary course of business, management becomes aware that a borrower may not be able to meet the contractual or
payment obligations under a loan, then that loan is supervised more closely with consideration given to placing the loan on non-accrual status,

the need for an additional allowance for loan losses, and (if appropriate) partial or full charge-off.
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Under the Bank s current policy, a loan will be placed on a non-accrual status if interest or principal is past due 90 days or more, or in cases
where management deems the full collection of principal and interest unlikely. When a loan is placed on non-accrual status, any current year
unpaid accrued interest is reversed against current income and any unpaid accrued interest from the prior year is reversed against the allowance
for loan losses. Thereafter, any payment is generally first applied towards the principal balance. Depending on the

Table of Contents 13



Edgar Filing: CATHAY GENERAL BANCORP - Form 10-K

Table of Conten

circumstances, management may elect to continue the accrual of interest on certain past due loans if partial payment is received and/or the loan
is well collateralized, and in the process of collection. The loan is generally returned to accrual status when the borrower has brought the past
due principal and interest payments current and, in the opinion of management, the borrower has demonstrated the ability to make future
payments of principal and interest as scheduled. A non-accrual loan may also be returned to accrual status if all principal and interest
contractually due are reasonably assured of repayment within a reasonable period and there has been a sustained period of payment performance.
Information concerning non-accrual, past due, and restructured loans is included in this Annual Report on Form 10-K at Part [  Item 7

Management s Discussion and Analysis of Financial Condition and Results of Operations, and in Note 6 to the Consolidated Financial
Statements.

Non-Performing Loans and Allowance for Credit Losses. Information concerning non-performing loans, allowance for credit losses, loans
charged-off, loan recoveries, and other real estate owned is included in this Annual Report on Form 10-K at Part I Item7  Management s
Discussion and Analysis of Financial Condition and Results of Operations, and in Note 6 and Note 7 to the Consolidated Financial Statements.

Deposits

The Bank offers a variety of deposit products in order to meet its customers needs. As of December 31, 2007, the Bank offered passbook
accounts, checking accounts, money market deposit accounts, certificates of deposit, individual retirement accounts, college certificates of
deposit, and public funds deposits. These products are priced in order to promote growth of deposits.

The Bank s deposits are generally obtained from residents within the Company s geographic market area. The Bank utilizes traditional marketing
methods to attract new customers and deposits, by offering a wide variety of products and services and utilizing various forms of advertising
media. From time to time, the Bank may offer special deposit promotions. Information concerning types of deposit accounts, average deposits

and rates, and maturity of time deposits of $100,000 or more is included in this Annual Report on Form 10-K at Part I Item 7  Management s
Discussion and Analysis of Financial Condition and Results of Operations, and in Note 10 to the Consolidated Financial Statements.

Borrowings

Borrowings from time to time include securities sold under agreements to repurchase, the purchase of federal funds, funds obtained as advances
from the FHLB, borrowing from other financial institutions, subordinated debt, and Junior Subordinated Notes. Information concerning the
types, amounts, and maturity of our borrowings is included in Note 11 and Note 12 to the Consolidated Financial Statements.

Return on Equity and Assets

Information concerning the return on average assets, return on average stockholders equity, the average equity to assets ratio and the dividend
payout ratio is included in Part I Item7  Management s Discussion and Analysis of Financial Condition and Results of Operations.

Interest Rates and Differentials
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Information concerning the interest-earning asset mix, average interest-earning assets, average interest-bearing liabilities, and the yields on
interest-earning assets and interest-bearing liabilities is included in Part II Item 7  Management s Discussion and Analysis of Financial Condition
and Results of Operations.

Analysis of Changes in Net Interest Income

An analysis of changes in net interest income due to changes in rate and volume is included in Part II Item 7  Management s Discussion and
Analysis of Financial Condition and Results of Operations.
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Commitments and Letters of Credit

Information concerning the Bank s outstanding loan commitments and letters of credit is included in Note 15 to the Consolidated Financial
Statements.

Expansion

We continue to look for opportunities to expand the Bank s branch network by seeking new branch locations and by acquiring other financial
institutions to diversify our customer base in order to compete for new deposits and loans, and to be able to serve our customers more
effectively. We acquired Great Eastern Bank and New Asia Bancorp in 2006 and United Heritage Bank in 2007.

In 2007, we opened three new branches: one in Southern California, one in Texas, and one in Washington. We also converted our Hong Kong
representative office into a full service branch in May 2007.

Subsidiaries of Cathay Bank

Cathay Real Estate Investment Trust ( CB REIT ) is a real estate investment trust subsidiary of the Bank that was formed in February 2003 to
provide the Bank with flexibility in raising capital. During 2003, the Bank contributed $1.13 billion in loans and securities to CB REIT in
exchange for 100% of the common stock of CB REIT. CB REIT sold $4.4 million in 2003 and $4.2 million in 2004 of its 7.0% Series A
Non-Cumulative preferred stock to accredited investors. During 2005, CB REIT repurchased $131,000 of its preferred stock. At December 31,
2007, total assets of CB REIT were consolidated with the Company and totaled approximately $1.52 billion. See discussion below in Part I
Item 1A Risk Factors of this Annual Report on Form 10-K.

GBC Real Estate Investments, Inc. is a wholly-owned subsidiary of the Bank. The purpose of this subsidiary is to engage in real estate
investment activities. To date, there have been no transactions involving this subsidiary.

Cathay Trade Services, Asia Limited ( Trade Services ), is a wholly-owned subsidiary of the Bank. Trade Services is a Hong Kong based
non-financial institution that serves as a vehicle to reissue, in Hong Kong, letters of credit for the account of its U.S. based import customers in
favor of beneficiaries.

GB Capital Trust II ( GB REIT ) was incorporated in January 2002 to provide General Bank with flexibility in raising capital. As a result of our
merger with GBC Bancorp in 2003, the Bank owns 100% of the voting common trust units issued by the GB REIT. At December 31, 2007, total
assets of GB REIT were consolidated with the Company and were approximately $917 million.
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Cathay Community Development Corporation ( CCDC ) is a wholly-owned subsidiary of the Bank and was incorporated on September 14, 2006.
The primary mission of CCDC is to help in the development of low-income neighborhoods in the Bank's California and New York service areas
by providing or facilitating the availability of capital to businesses and real estate developers working to renovate these neighborhoods. On
October 6, 2006, CCDC formed a wholly-owned subsidiary, Cathay New Asia Community Development Corporation ( CNACDC), for the
purpose of assuming New Asia Bank s pre-existing New Markets Tax Credit activities in the greater Chicago area by providing or facilitating the
availability of capital to businesses and real estate developers working to renovate these neighborhoods. Both CCDC and CNACDC will seek to
obtain community development entity status and CNACDC will also seek to participate in the U.S. Treasury Department's New Markets Tax
Credit program.

Cathay Holdings LLC (  CHLLC ) incorporated in December, 2007, is a wholly-owned subsidiary of the Bank. The purpose of this subsidiary is to
hold other real estate owned in the state of Texas that was transferred from the Bank. As of December 31, 2007, CHLLC owned two properties
in Texas for a total of $15.8 million.
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In 2007, the Bank dissolved Cathay Investment Company and GBC Investment & Consulting Company, Inc. As a result of the establishment of
a representative office by the Bank in Taipei in 2005, it was no longer necessary for the Bank to continue maintaining the two subsidiaries.

Competition

The banking business in California and the other markets served by the Bank is highly competitive. The Bank competes for deposits and loans
with other commercial banks, savings and loan associations, brokerage houses, insurance companies, mortgage companies, credit unions, credit
card companies, and other financial and non-financial institutions and entities. The Bank also competes with other banks of similar size that are
focused on servicing the same communities that are served by the Bank. In addition, the Bank competes with other entities (both governmental
and private industry) that are seeking to raise capital through the issuance and sale of debt and equity securities. Many of these competitors have
substantially greater financial, marketing, and administrative resources than the Bank and may also offer services that are not offered directly by
the Bank, all of which results in greater and more intense competition for the Bank.

In addition, current federal legislation encourages increased competition between different types of financial institutions and has encouraged
new entrants to enter the financial services market. Competitive conditions are expected to continue to intensify as legislation is enacted which
will have the effect of, among other things, (i) eliminating historical barriers that limited participation by certain institutions in certain markets,
(ii) increasing the cost of doing business for banks, and/or (iii) affecting the competitive balance between banks and other financial and
non-financial institutions and entities. Technological factors, such as on-line banking and brokerage services, and economic factors are also
expected to increase competitive conditions.

To compete with other financial institutions in its primary service areas, the Bank relies principally upon local promotional activities, personal
contacts by its officers, directors, employees, and stockholders, extended hours on weekdays, Saturday banking, Sunday banking in certain
locations, Internet banking, an Internet website (www.cathaybank.com), and certain other specialized services. The content of our website is not
incorporated into and is not part of this Annual Report on Form 10-K.

If a proposed loan exceeds the Bank s internal lending limits, the Bank has, in the past, and may in the future, arrange the loans on a participation
basis with correspondent banks. The Bank also assists customers requiring other services not offered by the Bank to obtain these services from
its correspondent banks.

In California, at least two Chinese-American banks of comparable size compete for loans and deposits with the Bank and at least two

super-regional banks compete with the Bank for deposits. In addition, there are many other Chinese-American banks in both Southern and

Northern California. Banks from the Pacific Rim countries, such as Taiwan, Hong Kong, and China also continue to open branches in the Los
Angeles area, thus increasing competition in the Bank s primary markets. See discussion below in Part I Item 1A Risk Factors of this Annual
Report on Form 10-K.

Employees

As of December 31, 2007, the Company and its subsidiaries employed approximately 1,156 persons, including 363 banking officers. None of the
employees are represented by a union. We believe that our relations with our employees are good.
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Available Information

We invite you to visit us at our website at www.cathaybank.com, to access free of charge Bancorp's Annual Reports on Form 10-K, Quarterly
Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to those reports, all of which are made available as soon as reasonably
practicable after we electronically file such
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material with or furnish it to the Securities and Exchange Commission (the SEC ). In addition, you can write to us to obtain a free copy of any of
those reports at Cathay General Bancorp, 777 North Broadway, Los Angeles, California 90012, Attn: Investor Relations. These reports are also
available through the SEC s Public Reference Room, located at 100 F Street NE, Washington, DC 20549 and online at the SEC s website, located
at www.sec.gov. Investors can obtain information about the operation of the SEC s Public Reference Room by calling 800-SEC-0300.

Regulation and Supervision

General

The Bancorp and the Bank are subject to significant regulation and restrictions by federal and state regulatory agencies. The following
discussion of statutes and regulations is a summary and does not purport to be complete. This discussion is qualified in its entirety by reference
to the statutes and regulations referred to in this discussion. No assurance can be given that these statutes and regulations will not change in the
future.

Bank Holding Company Regulation

The Bancorp is a bank holding company within the meaning of the Bank Holding Company Act ( BHCA ) and is registered as such with the
Federal Reserve Board. A bank holding company is required to file with the Federal Reserve Board annual reports and other information
regarding its business operations and those of its nonbanking subsidiaries. It is also subject to supervision and examination by the Federal
Reserve Board. Examinations are designed to inform the Federal Reserve Board of the financial condition and nature of the operations of the
bank holding company and its subsidiaries and to monitor compliance with the BHCA and other laws affecting the operations of bank holding
companies. To determine whether potential weaknesses in the condition or operations of bank holding companies might pose a risk to the safety
and soundness of their subsidiary banks, examinations focus on whether a bank holding company has adequate systems and internal controls in
place to manage the risks inherent in its business, including credit risk, interest rate risk, market risk (for example, from changes in value of
portfolio instruments and foreign currency), liquidity risk, operational risk, legal risk, and reputation risk.

Bank holding companies may be subject to potential enforcement actions by the Federal Reserve Board for unsafe or unsound practices in
conducting their businesses or for violations of any law, rule, regulation or any condition imposed in writing by the Federal Reserve Board or
any written agreement with the Federal Reserve Board. Enforcement actions may include the issuance of cease and desist orders, the imposition
of civil money penalties, the issuance of directives to increase capital, formal and informal agreements, or removal and prohibition orders
against institution-affiliated parties.

Bank holding companies are subject to capital maintenance requirements on a consolidated basis that are parallel to those required for banks. See
Capital Adequacy Requirements below. Further, a bank holding company is required to serve as a source of financial and managerial strength to
its subsidiary banks and may not conduct its operations in an unsafe or unsound manner. In addition, it is the Federal Reserve Board s view that,
in serving as a source of strength to its subsidiary banks, a bank holding company should stand ready to use available resources to provide
adequate capital funds to its subsidiary banks during periods of financial stress or adversity and should maintain financial flexibility and
capital-raising capacity to obtain additional resources for assisting its subsidiary banks. A bank holding company s failure to meet its
source-of-strength obligations may constitute an unsafe and unsound practice or a violation of the Federal Reserve Board s regulations, or both.

Table of Contents 20



Edgar Filing: CATHAY GENERAL BANCORP - Form 10-K

The source-of-strength doctrine most directly affects bank holding companies where a bank holding company s subsidiary bank fails to maintain
adequate capital levels. In such a situation, the subsidiary bank will be required by the bank s federal regulator to take prompt corrective action.
The prompt corrective action regulatory framework is discussed below. See Prompt Corrective Action Provisions below. Under the prompt
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corrective action program, the subsidiary bank will be required to submit to its federal regulator a capital restoration plan and to comply with the
plan. Each parent company that controls the subsidiary bank will be required to provide assurances of compliance by the bank with the capital
restoration plan. However, the aggregate liability of such parent companies will not exceed the lesser of (i) 5% of the bank s total assets at the
time it became undercapitalized and (ii) the amount necessary to bring the bank into compliance with the plan. Failure to restore capital under a
capital restoration plan can result in the bank s being placed into receivership if it becomes critically undercapitalized. A bank subject to prompt
corrective action also may affect its parent bank holding company in other ways. These include possible restrictions or prohibitions on dividends
to the parent bank holding company by the bank; subordinated debt payments to the parent; and other transactions between the bank and the
holding company. In addition, the regulators may impose restrictions on the ability of the holding company itself to make distributions; require
divestiture of holding company affiliates that pose a significant risk to the bank; and require divestiture of the undercapitalized subsidiary bank.

A bank holding company is generally required to give the Federal Reserve Board prior notice of any redemption or repurchase of its own equity
securities, if the consideration to be paid, together with the consideration paid for any repurchases in the preceding year, is equal to 10% or more
of the company s consolidated net worth.

A bank holding company is required to obtain Federal Reserve Board approval before acquiring, directly or indirectly, ownership or control of
any voting shares of any bank if it would thereby directly or indirectly own or control more than 5% of the voting stock of that bank, unless it
already owns a majority of the voting stock. Prior approval from the Federal Reserve is also required in connection with the acquisition of
control of a bank or another bank holding company, or business combinations with another bank holding company.

The business activities and investments of bank holding companies are also regulated by the BHCA. Bank holding companies, as a general rule,
are prohibited from acquiring direct or indirect control of more than 5% of the outstanding voting shares of any company that is not engaged in

the business of banking or managing or controlling banks or furnishing services to or performing services for its subsidiary banks. However,
subject to prior approval or notification to the Federal Reserve Board, bank holding companies are permitted to engage in activities that are so
closely related to banking as to be deemed a proper incident thereto. As a general rule, such closely related activities do not include underwriting
or dealing in securities or underwriting of insurance. More expansive non-banking activities are permitted for bank holding companies that

qualify as financial holding companies under the BHCA, but the Bancorp has not sought this status even though it qualifies to do so. See section
below entitled Financial Modernization Act.

The Bancorp is also a bank holding company within the meaning of Section 3700 of the California Financial Code. Therefore, the Bancorp and
any of its subsidiaries are subject to examination by, and may be required to file reports with, the California Department of Financial
Institutions.

Financial Modernization Act

The Gramm-Leach-Bliley Financial Modernization Act became effective March 11, 2000 (the Financial Modernization Act ). It repealed two
provisions of the Glass-Steagall Act: Section 20, which restricted the affiliation of Federal Reserve member banks with firms engaged
principally in specified securities activities; and Section 32, which restricted officer, director, or employee interlocks between a member bank
and any company or person primarily engaged in specified securities activities. In addition, it also contained provisions that expressly preempt
any state law restricting the establishment of financial affiliations, primarily related to insurance. The general effect of the law is to establish a
comprehensive framework to permit affiliations among commercial banks, insurance companies, securities firms, and other financial service
providers by revising and expanding the BHCA framework to permit a holding company system to engage in a full range of financial activities
through a bank holding company that qualifies as a financial holding company. Financial activities
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are broadly defined to include not only banking, insurance, and securities activities, but also merchant banking and additional activities that the
Federal Reserve Board, in consultation with the Secretary of the Treasury, determines to be financial in nature, incidental to such financial
activities, or complementary activities that do not pose a substantial risk to the safety and soundness of depository institutions or the financial
system generally.

In order for the Bancorp to engage in expanded financial activities permissible under the Financial Modernization Act, it must elect to qualify as
a financial holding company. The Bancorp currently meets the requirements to make this election, but its management has thus far decided not
to do so, as the Bancorp has no present intention to engage in the expanded range of financial activities permitted to financial holding

companies.

Bank Regulation

Federal law mandates frequent examinations of all banks, with the costs of examinations to be assessed against the bank being examined. The
Bank s primary federal regulator is the FDIC. The FDIC has substantial enforcement powers over the banks that it regulates. Civil and criminal
penalties may be imposed on such institutions and persons associated with those institutions for violations of laws or regulations.

As a California commercial bank whose deposits are insured by the FDIC, the Bank is subject to regulation, supervision, and regular
examination by the California Department of Financial Institutions and the FDIC, and must comply with applicable regulations of the Federal
Reserve Board. The regulations of these agencies govern most aspects of the Bank s business, including the making of periodic reports, its
activities relating to dividends, investments, loans, borrowings, capital requirements, certain check-clearing activities, branching, mergers and
acquisitions and numerous other areas. Supervision, legal action, and examination by these agencies is generally intended to protect depositors,
creditors, borrowers and the deposit insurance fund and generally is not intended for the protection of stockholders. The activities of the Bank
are also regulated by state law.

California law authorizes the Bank to engage in the commercial banking business, which generally encompasses lending, deposit-taking, and all
other kinds of banking business in which banks, including national banks, customarily engage in the United States. In addition, California banks
are authorized by state law to invest in subsidiaries that engage in real estate development and conduct certain real estate related activities
(including property management and real estate appraisal) and in management consulting and data processing services for third parties. Such
operating subsidiaries are not permitted by California law to engage in insurance activities. However, federal law prohibits the Bank and its
subsidiaries from engaging in any banking activities in which a national bank (acting as principal rather than agent) cannot engage, unless the
activity is found by the FDIC not to pose a significant risk to the deposit insurance fund. This prohibition does not extend to those activities in
which the Bank (or a subsidiary of the Bank) is authorized under state law to engage as agent, advisor, custodian, administrator, or trustee for its
customer. The FDIC has found real estate development not to pose a significant risk to the deposit insurance fund if conducted within specified
parameters.

In addition, under the Financial Modernization Act, the Bank can engage in expanded financial activities through specially qualified financial
subsidiaries to the same extent as a national bank. In order to form a financial subsidiary, the Bank must be well-capitalized and would be
subject to the same capital deduction, risk management and affiliate transaction rules as apply to national banks. Generally, a financial

subsidiary is permitted to engage in activities that are financial in nature or incidental thereto, even though they are not permissible for the
national bank to conduct directly within the bank. The definition of financial in nature includes, among other items, underwriting, dealing in or
making a market in securities, including, for example, distributing shares of mutual funds. The subsidiary may not, however, engage as principal
in underwriting insurance (other than credit life insurance), issue annuities, or engage in real estate development or investment or merchant
banking. Presently, none of the Bank s subsidiaries are financial subsidiaries.
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remains the Bank s primary state regulator, the Bank s operations in these jurisdictions are subject to examination and supervision by local bank
regulators, and transactions with customers in those jurisdictions are subject to local laws, including consumer protection laws.

The Bank also operates a representative office in Taipei and in Shanghai. The operations of these offices (and limits on the scope of their
activities) and the Hong Kong branch are subject to local law in those jurisdictions in addition to regulation and supervision by the California
Department of Financial Institutions and the FDIC.

Deposit Insurance

The FDIC is an independent federal agency that insures deposits, up to prescribed statutory limits, of federally insured banks and savings
institutions and safeguards the safety and soundness of the banking and savings industries. Previously, the FDIC administered two separate
insurance funds, the Bank Insurance Fund ( BIF ), which generally insured commercial bank and state savings bank deposits, and the Savings
Association Insurance Fund ( SAIF ), which generally insured savings association deposits. Under the Federal Deposit Insurance Reform Act of
2005 (the FDI Reform Act ), which was signed into law in February 2006:

the BIF and the SAIF were merged into a new combined fund, called the Deposit Insurance Fund ( DIF ), effective March 31, 2006;

the current $100,000 deposit insurance coverage cap was indexed for inflation (with adjustments every five years commencing
January 1, 2011);

deposit insurance coverage for retirement accounts was increased to $250,000 per participant subject to adjustment for inflation; and

a cap was imposed on the level of the DIF, providing for the payment of dividends when the DIF grows beyond a specified
threshold.

The FDIC has also been given greater latitude over management of the DIF s reserve ratio to help dampen sharp fluctuations in assessment rates.
Pursuant to enabling regulations enacted in November of 2006, the FDIC set the designated reserve ratio for 2006 at 1.25% of estimated insured
deposits and has maintained the designated reserve ratio for 2007 at 1.25%.

The FDI Reform Act has revised the prior risk-based system for assessing premiums, with the intention of more closely linking premiums to the
risk posed by institutions to the DIF. The FDIC will evaluate risk to the DIF based on three primary factors: supervisory ratings for all
institutions; financial ratios for most institutions; and long-term debt issuer ratings for large institutions that have such ratings. As a result of
these rules, the assessment rates that took effect at the beginning of 2007 for nearly all of the industry were varied between five and seven cents
for every $100 of domestic deposits.

Banks in existence on December 31, 1996, that paid assessments prior to that date (or their successors) were entitled to a one-time credit against
future assessments based on their past contributions to the BIF. As a result, most banks had assessment credits that would initially offset all of
their deposit premiums for 2007. In 2007, the Bank received a refund of $4.0 million for premiums paid prior to 1996 that was offset to its
deposit insurance premium for 2007.
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Banks must pay a fluctuating amount towards the retirement of the Financing Corporation bonds (commonly referred to as FICO bonds) which
had been issued in the 1980s to assist in the recovery of the savings and loan industry. The current FICO assessment rate as of January 1, 2008,
for institutions insured by the DIF is $0.0114 per $100 of assessable deposit. As of January 1, 2007 the FICO assessment rate for institutions
insured by the DIF was $0.0122 per $100 of assessable deposits. The FICO assessments are adjusted quarterly and do not vary depending on an
institution s capitalization or supervisory evaluations. These assessments will continue until the Financing Corporation bonds mature in 2017.
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Capital Adequacy Requirements

The Bank (as well as the Bancorp) is subject to capital adequacy regulations. Those regulations incorporate both risk-based and leverage capital
requirements. These capital adequacy regulations define capital in terms of core capital elements, or Tier 1 capital, and supplemental capital
elements, or Tier 2 capital. Tier 1 capital is generally defined as the sum of the core capital elements less goodwill and certain other deductions,
notably the unrealized net gains or losses (after tax adjustments) on available for sale investment securities carried at fair value. The following
items are included as core capital elements: (i) common shareholders equity; (ii) qualifying non-cumulative perpetual preferred stock and related
surplus, including trust preferred securities (but not in excess of 25% of Tier 1 capital); and (iii) minority interests in the equity accounts of
consolidated subsidiaries. Supplementary capital elements include: (i) allowance for loan and lease losses (but not more than 1.25% of an
institution s risk-weighted assets); (ii) perpetual preferred stock and related surplus not qualifying as core capital; (iii) hybrid capital instruments,
perpetual debt and mandatory convertible debt instruments; and (iv) term subordinated debt and intermediate-term preferred stock and related
surplus. The maximum amount of supplemental capital elements which qualifies as Tier 2 capital is limited to 100% of Tier 1 capital.

The minimum required ratio of qualifying total capital to total risk-weighted assets, or the total risk-based capital ratio, is 8.0%, at least one-half
of which must be in the form of Tier 1 capital, and the minimum required ratio of Tier 1 capital to total risk-weighted assets, or the Tier 1
risk-based capital ratio, is 4.0%. Risk-based capital ratios are calculated to provide a measure of capital that reflects the degree of risk associated
with a banking organization s operations for both transactions reported on the balance sheet as assets, and transactions, such as letters of credit
and recourse arrangements, which are recorded as off-balance sheet items. Under the risk-based capital guidelines, the nominal dollar amounts
of assets and credit-equivalent amounts of off-balance sheet items are multiplied by one of several risk adjustment percentages, which range
from 0% for assets with low credit risk, such as certain U.S. Treasury securities, to 100% for assets with relatively high credit risk, such as
business loans. As of December 31, 2007, the Bank s total risk-based capital ratio was 10.49% and its Tier 1 risk-based capital ratio was 9.04%.
As of December 31, 2007, the Bancorp s Total Risk-Based Capital ratio was 10.52% and its Tier 1 risk-based capital ratio was 9.09%

The risk-based capital requirements also take into account concentrations of credit (i.e., relatively large proportions of loans involving one
borrower, industry, location, collateral or loan type) and the risks of non-traditional activities (those that have not customarily been part of the
banking business). The regulations require institutions with high or inordinate levels of risk to operate with higher minimum capital standards
and authorize the regulators to review an institution s management of such risks in assessing an institution s capital adequacy.

The risk-based capital regulations also include exposure to interest rate risk as a factor that the regulators will consider in evaluating a bank s
capital adequacy. Interest rate risk is the exposure of a bank s current and future earnings and equity capital arising from adverse movements in
interest rates. While interest risk is inherent in a bank s role as financial intermediary, it introduces volatility to bank earnings and to the
economic value of the institution.

Since 1997, the federal banking regulators have also required financial institutions with significant exposure to market risk to maintain adequate
capital to support that exposure. In September of 2006, the federal banking agencies proposed revisions to the market risk capital rules to
enhance the rules sensitivity to market risk and to require public disclosure of certain qualitative and quantitative market risk information.
Financial institutions covered by this aspect of the capital rules are those with trading assets constituting 10% or more of total assets, or $1
billion or more, or such other institutions as the appropriate federal bank regulatory agency deems appropriate to include. Neither the Bancorp
nor the Bank is currently subject to the market risk capital rules.

The Bancorp and the Bank are also required to maintain a leverage capital ratio designed to supplement the risk-based capital guidelines. Banks
and bank holding companies that have received the highest rating of the five categories used by regulators to rate banks and that are not
anticipating or experiencing any significant growth
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must maintain a ratio of Tier 1 capital (net of all intangibles) to adjusted total assets of at least 3%. All other institutions are required to maintain
a leverage ratio of at least 100 to 200 basis points above the 3% minimum, for a minimum of 4% to 5%. Pursuant to federal regulations, banks
must maintain capital levels commensurate with the level of risk to which they are exposed, including the volume and severity of problem loans.
Federal regulators may, however, set higher capital requirements when a bank s particular circumstances warrant. As of December 31, 2007, the
Bank s leverage capital ratio was 7.79%, and the Bancorp s leverage capital ratio was 7.83%, both ratios exceeding regulatory minimums.

The federal regulatory authorities risk-based capital guidelines are based upon the 1988 capital accord of the Basel Committee on Banking
Supervision ( Basel I ). In June 2004, the Basel Committee on Banking Supervision published a new capital accord, referred to as Basel II, for
adoption by those countries adhering to the overall Basel framework. Basel II emphasizes internal assessment of credit, market, and operational
risk, supervisory assessment and market discipline in determining minimum capital requirements.

In November 2007, the federal banking agencies adopted a final rule to implement Basel II in the United States that requires compliance for U.S.
banks with over $250 billion in assets or total on-balance-sheet foreign exposure of $10 billion or more (referred to as core banks ). The final rule
will be effective as of April 1, 2008. It adopts the most complex regime of risk-based capital referred to by the Basel Committee on Banking
Supervision as the advanced measurement approach. Other banks can elect to be governed by Basel II. The advanced measurement approach

would not apply to the Bancorp or the Bank, and management does not contemplate electing to calculate its risk-based capital based on the Basel

II capital framework.

One of the tensions created by the adoption of the advanced measurement approach for core-banks has been the prediction that this approach
would lower capital requirements by banks adopting this approach. This has raised significant concern by other U.S. banks as they may be at a
competitive disadvantage under Basel I. To address these concerns and provide more flexibility to U.S. banks that have not adopted the
advanced measurement approach, the agencies agreed to proceed promptly to issue a proposed rule that would provide all non-core banks with
the option to continue under Basel I standards or to adopt a standardized approach under Basel II. The standardized approach would provide
non-core banks with an alternative that affords more risk-sensitive capital requirements and simpler approaches for both credit risk and
operational risk. The proposal is also expected to provide greater differentiation across corporate exposures based on borrowers underlying
credit quality and to recognize a broader spectrum of credit-risk mitigation techniques. The agencies intend that the proposed standardized
option would be finalized before the core banks begin the first transition period year under Basel II. Neither the Bancorp nor the Bank have
made any decision as to whether they will attempt to adopt the standardized approach.

Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corrective action when a bank falls below one or more prescribed minimum
capital ratios. The federal banking agencies have by regulation defined the following five capital categories: well capitalized (total risk-based
capital ratio of 10%; Tier 1 risk-based capital ratio of 6%; and leverage capital ratio of 5%); adequately capitalized (total risk-based capital ratio
of 8% Tier 1 risk-based capital ratio of 4%; and leverage capital ratio of 4%) (or 3% if the institution receives the highest rating from its

primary regulator); undercapitalized (total risk-based capital ratio of less than 8%; Tier 1 risk-based capital ratio of less than 4%; or leverage
capital ratio of less than 4%) (or 3% if the institution receives the highest rating from its primary regulator); significantly undercapitalized (total
risk-based capital ratio of less than 6%; Tier 1 risk-based capital ratio of less than 3%; or leverage capital ratio less than 3%); and critically
undercapitalized (tangible equity to total assets less than 2%). A bank may be treated as though it were in the next lower capital category if after
notice and the opportunity for a hearing, the appropriate federal agency finds an unsafe or unsound condition or practice so warrants, but no

bank may be treated as critically undercapitalized unless its actual capital ratio warrants such treatment. Undercapitalized banks are required to
submit capital restoration plans and, during any period of capital inadequacy, may not pay dividends or make
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other capital distributions, are subject to asset growth and expansion restrictions and may not be able to accept brokered deposits. At each
successively lower capital category, banks are subject to increased restrictions on operations.

Dividends

Holders of the Bancorp s common stock are entitled to receive dividends as and when declared by the board of directors out of funds legally
available therefor under the laws of the State of Delaware. Delaware corporations such as the Bancorp may make distributions to their

stockholders out of their surplus, or out of their net profits for the fiscal year in which the dividend is declared and for the preceding fiscal year.
However, dividends may not be paid out of a corporation s net profits if, after the payment of the dividend, the corporation s capital would be less
than the capital represented by the issued and outstanding stock of all classes having a preference upon the distribution of assets.

The Federal Reserve Board has advised bank holding companies that it believes that payment of cash dividends in excess of current earnings
from operations is inappropriate and may be cause for supervisory action. As a result of this policy, banks and their holding companies may find
it difficult to pay dividends out of retained earnings from historical periods prior to the most recent fiscal year or to take advantage of earnings
generated by extraordinary items such as sales of buildings or other large assets in order to generate profits to enable payment of future
dividends. Further, the Federal Reserve Board s position that holding companies are expected to provide a source of managerial and financial
strength to their subsidiary banks potentially restricts a bank holding company s ability to pay dividends.

The Bank is a legal entity that is separate and distinct from its holding company. The Bancorp receives income through dividends paid by the
Bank. Subject to the regulatory restrictions described below, future cash dividends by the Bank will depend upon management s assessment of
future capital requirements, contractual restrictions, and other factors.

The powers of the board of directors of the Bank to declare a cash dividend to its holding company is subject to California law, which restricts
the amount available for cash dividends to the lesser of a bank's retained earnings or net income for its last three fiscal years (less any
distributions to shareholders made during such period). Where the above test is not met, cash dividends may still be paid, with the prior approval
of the California Department of Financial Institutions in an amount not exceeding the greatest of (1) retained earnings of the bank; (2) the net
income of the bank for its last fiscal year; or (3) the net income of the bank for its current fiscal year. The amount of retained earnings available
for cash dividends to the Bancorp immediately after December 31, 2007, is restricted to approximately $203.7 million under this regulation.

Bank regulators also have authority to prohibit a bank from engaging in business practices considered to be unsafe or unsound. It is possible,
depending upon the financial condition of a bank and other factors, that such regulators could assert that the payment of dividends or other
payments might, under certain circumstances, be an unsafe or unsound practice, even if technically permissible.

Safety and Soundness Standards and Enforcement Actions

The federal banking agencies have adopted guidelines establishing safety and soundness standards for all insured depository institutions. Those
guidelines set forth managerial and operational standards relating to (i) internal controls and information systems, (ii) internal audit systems,
(iii) loan documentation, (iv) credit underwriting, (v), interest rate exposure, (vi) asset growth, (vii) asset quality, (viii) earnings and

(ix) compensation and benefits. In general, the standards are designed to assist the federal banking agencies in identifying and addressing
problems at insured depository institutions before capital becomes impaired. If an institution fails to meet safety and soundness standar
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