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Imperial Capital Bancorp
(IMP, $22.82, Outperform, Target: $28.00)

IMP: IMP 4Q07 Review: Seady Asset Quality Outshines NIM Pressure
Event-- [ROCK: $0.21, $0.21, $0.37, $0.37] - In our view, steady asset quality
at IMP makes up for the EPS miss caused by a NIM-led interest income
shortfall. Another highlight in the quarter is solid reserve building, which
increased to 1.51% from 1.41% g/g. We will review our estimates and forecast
after speaking with management.

Market Price: $22.82
Target Price: $28.00
Proj. Total Return: 25.5%

52 WK. Range $60.10-$13.68
Dividend (Ann): $0.64
Yield: 2.80%
Shr.O/S-Diluted (mm): 5.1

Insider Ownership: 4.2%
Market Cap: $116.4mm
Book Value/Share: $44.22
Tang. Equity/Assets: 6.3%
NCOs/Loans: 0.18%
Tangible BookValue/Share:  $43.61
Reserves/Loans: 1.51%
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Industry Opinion:

We advocate an underweight position
for SMID-cap banks as the
combination of our 2008 EPY
estimates that call for 2% EPS
shrinkage (8% below the Street) and 3
slowdown of high premium M&A will
combine to compress the relatively
high 2.5 multiple premium over thg
large-cap banks.
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Earnings Per Share PIE % Chg. L/Term
Year End Dec 2006A 2007A 2008E 07A 08E 08/07 Grth. Rate
KBW (Curr.) $4.71 $2.81 $2.60 8.1x 8.8x -1.47% 12.3%
KBW (Prev.) $4.71 $2.96 $2.60 6.1x 7.0x -12.16% 12.3%
FC (Cons) — — $2.96 — 7.7x — NA

2006 2007 2008 Quarterly Earnings Per Share

Efficiency Ratio 482% 584% 48.2% 1Q 2Q 30 4Q YR
NIM 3.06%  251%  257%| [2006A $1.10 $118 $120 $1.22 $4.71
NCOs/Avg. L oans 0-102/" 0-30‘;/" 0-842/0 2007A $1.19 $1.08 $0.31 $0.21 $2.81
FeeTotal Rev. 2.9% 36% 3% 2008E $0.75e $0.57e $0.60e $0.69e $2.60
ROA 0.86% 0.45% 0.40%
ROE 12.7% 6.9% 6.1%

Company Description: Imperial
Capital Bancorp (formerly ITLA
Capital) isa$3.6 hillion in asset bank
located in La Jolla, CA. Founded in
1973, ITLA isthe second-largest
depository headquartered in San
Diego County.

= Inthe current environment, we would characterize IMP's quarter as "not bad at
al" since steady asset quality and solid reserve building are positives that
more than offset NIM pressure, which was practically universal for the banks
in our coverage. We will update our forecast and estimates for IMP after
speaking with company management.

= IMP EPS of $0.21 missed our number by $0.16. The difference came from low
NIl (-11.5 cents), which has been common for many banks this quarter, and
high expenses (-17.8 cents), mainly from elevated compensation costs.
Offsetting this were low provision costs (+16.6 cents).

= We estimate the NIM in the quarter was 2.28%, down by 9 bps from 3Q07.
The yield on loans was down 20 bps g/g while the cost of IB deposits was
down only 9 bps. We expect the rate cuts in January will put further
incremental pressure on the margin.

* Net charge-offs fell linked quarter by 28 basis points to 0.18% of average
loans, a result that stands out this quarter relative to other banks. Provision
expense of $4.6 million was down from 3Q07 by 13.4% and still covered
losses and built the reserve level. Reserves to EOP loans rose to 1.51% as of
December 31, 2007 from 1.41% as of September 30, 2007. We are
constructive on Imperial Capital's proactive approach to building strong
reserves early in the credit cycle.

Please refer to important disclosures and analyst certification information on pages5 - 6.
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Risk

Risks to our price target include weakness in the commercial rea estate market,
particularly in Southern California, continued net interest margin pressure, a credit
risk related to the company's national expansion.

Imperial Capital Bancorp 4Q07 Earnings Review
IMP 4Q07 ROCK ($0.21, $0.21, $0.37, $0.37)
Variance table follows text.

IMP EPS of $0.21 missed our number by $0.16 (we are the Street on the name). The
difference came from low NIl (-11.5 cents), which has been common for many banks
this quarter, and high expenses (-17.8 cents), mainly from elevated compensation
costs. Offsetting this were low provision costs (+16.6 cents), which came in below
expectations because net charge-offs were down linked quarter to 0.18% from 0.46%
of average loans in 3Q07. Another highlight was increased reserve coverage, which
rose to 1.51% of EOP loans from 1.41% at the end of 3Q07. In the current
environment, we would characterize Imperial Capital's quarter as "not bad at all"
since steady asset quality and solid reserve building are positives that more than
offset net interest margin pressure, which was practically universal for the banks in
our coverage. We will update our forecast and estimates for IMP after speaking with
company management.

Variance breaks down asfollows:
Low NII: -11.5 cents

Low feeincome: -3.1 cents

High operating expenses: -17.8 cents
Lower provision: +16.6 cents

= $0.16 difference to EPS

NIl / NIM: We estimate the NIM in the quarter was 2.28%, down by 9 basis points
from 3Q07 and below our forecast by a similar amount. With many banks this
quarter, the decrease to the cost of funding lagged the repricing of earning assets, and
Imperial Capital was not immune. The yield on loans was down 20 basis points g/q
while the cost of IB deposits was down only 9 bps. Average loans of $3,181 million
grew 2.1% linked quarter and average earning assets grew by 1.5%, but total average
deposits of $2,131 million shrank by 1.5% g/g. Overall the net interest income was
$20.2 million in 4Q07, down 2.3% ¢/q and down 13.1% y/y. We expect the rate cuts
in January will put further incremental pressure on the margin.

Fee income: Fee income of $0.6 million was down 34% from $0.9 million in the
third quarter. The difference comes from the other operating income line, since late
fees and collection fees were essentially steady at $0.3 million both quarters.

Operating expenses. Operating expenses were up markedly in the fourth quarter,
coming in a $14.4 million, up 6.7% g/q and up 27.5% y/y. The main increase came
from compensation costs, which rose by $0.7 million (+12.2% g/q). Also up notably
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were OREO related expenses, which rose to $0.6 million from $0.2 million in the
previous quarter. Unlike in 3Q07, IMP booked a provision for losses on OREO of
$0.3 millionin 4Q07.

Asset quality: Net charge-offs fell linked quarter by 28 basis points to 0.18% of
average loans, a result that stands out this quarter relative to other banks. Provision
expense of $4.6 million was down from 3Q07 by 13.4% and still covered losses and
built the reserve level. Reserves to EOP loans rose to 1.51% as of December 31, 2007
from 1.41% as of September 30, 2007. We are constructive on Imperial Capital's
proactive approach to building strong reserves early in the credit cycle. Other
performing loans of concern declined 14% ¢/q from $31.9 million last quarter to
$27.4 million.

Non performing loans of $38 million were down 6.9% linked quarter and
non-performing assets of $57.4 million were down as well by 3.0%. As a percent of
loans and OREQO, NPAs decreased to 1.80% from 1.85% at the end of 3Q07 but were
up from 1.09% at the end of 4Q06. Other rea estate of $19.4 million (49%
multifamily, 14% CRE, 10% residential, 26% entertainment) is made up of 19
properties. As of December 31, 2007 Imperial Capital had two non-performing
residential construction loans; they amounted to $8.8 million or 4% of the residential
construction book and 23% of the total NPLs at the end of the quarter. One of these
projectsis in the Inland Empire and the other is in Portland, Oregon. $1.1 million or
46% of gross charge offsin the quarter related to residential construction.

Loan portfolio: EOP total loans were $3,173 million, marginaly down linked
quarter (-0.2%) and up 5.1% year over year. We view the slowdown in loan growth as
a positive, since shrinking in the balance sheet is one method to improving
profitability for the bank. Loan originations were down sharply linked quarter to $151
million from $340 million in 3Q07, with the greatest slowdown in CRE. The total
construction portfolio was $421.1 million at the end of the year, or 13.3% of tota
gross loans; residential construction stood at $209.6 million, or 6.6% of total loans.

Capital: Imperial Capital did not repurchase any shares this quarter and its capital
ratios trended upward after a year of decreasing. The tangible common equity to
assets ratio ticked up to 6.33% at the end of 4Q07 from 6.30% at the end of 3Q07,
though still down from 6.39% at the end of 4Q06. Tangible book value was $43.61 at
the end of 4Q07, nudging up from $43.58 the previous quarter. Building capital in the
current industry environment is a sound practice, in our view.

Variance tabl e follows on next page.
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IMP 4Q07 Earnings Variance Table

Imperial Capital Bancorp (IMP) Julianna Balicka / Manuel Ramirez
4Q07 Results Keefe, Bruyette & Woods, Inc.
Q/Q YIY Reported vs. Forecast
($ in mil. except per share amounts) 4Q07A 3Q07A Growth 4Q06A Growth 4Q07E Variance EPS
Income Statement
Net interest income (FTE) $20.2 $20.7 -2.3% $23.2 -13.1% $21.2 ($1.0) -11.5cent/sh
Total non-interest income 0.6 0.9 -34.1% 0.9 -28.2% 0.9 (0.3) -3.1cent/sh
Memo: securities gains - - n.m. - n.m. - - 0.0 cent/sh
Fee income ex. securities gains 0.6 0.9 -34.1% 0.9 -28.2% 0.9 (0.3) -ﬂcentlsh
Total revenues $20.8 $216 -3.7% $24.1 -13.6% $221 ($1.3) -14.6 cent/sh
Total non interest expense $14.4 $135 6.7% $11.3 27.5% $12.8 $1.6 -17.8 cent/sh
Operating inc. pretax, pre-provision 6.5 8.2 -20.8% 12.9 -49.6% 9.4 (2.9) -32.4 cent/sh
Provision 4.6 5.3 -13.4% 1.3 264.9% 6.0 (1.5) 16.6 cent/sh
Operating pretax income $1.9 $29 -34.1% $11.6 -83.5% $3.3 ($1.4) -15.9 cent/ish
Effective tax rate 41% 41% n.m. 40% n.m. 40% 1% n.m.
Operating net income $1.1 $1.7 -34.0% $7.0 -83.8% $20 ($0.9) -16.2 cent/sh
Operating EPS $0.21 $0.31 -32.3% $1.22 -82.8% $0.37 ($0.16)
After-tax non-operating items - - n.m. - n.m. - n.m.
Stated net income $1.1 $1.7 -34.0% $7.0 -83.8% $2.0 ($0.9)
Net EPS $0.21 $0.31 -32.3% $1.22 -82.8% $0.37 ($0.16)
Efficiency ratio (calculated) 68.9% 62.2% +670 bp 46.7% +2223 bp 57.6% +1130 bp
NIM (FTE, estimated) 2.28% 2.37% -9 bp 2.89% -61 bp 2.37% -9 bp
ROAA (calculated) 0.13% 0.19% -7 bp 0.86% -73 bp 0.22% -10 bp
ROAE (calculated) 1.96% 2.97% -100 bp 12.65% -1068 bp 3.50% -153 bp
Tangible ROAE (calculated) 1.99% 3.01% -102 bp 12.83% -1084 bp 3.54% -155 bp
Balance Sheet
EOP loans $3,172.9 $3,179.0 -0.2% $3,019.4 51% $3,187.4 ($14.5)
EOP total assets 3,551.2 3,562.1 -0.3% 3,415.5 4.0% 3,644.0 (92.8)
EOP common equity 2276 227.3 0.1% 221.3 2.8% 227.8 (0.2)
EOP goodwill & CDI 3.1 3.1 0.0% 3.1 0.0% 3.1 =
Average loans $3,180.6 $3,114.8 21% $2,820.7 12.8% $3,183.2 ($2.6)
Average earning assets 3,515.1 3,464.5 1.5% 3,191.8 10.1% 3,548.2 (33.1)
Average total deposits 2,131.2 2,164.3 -1.5% 1,975.3 7.9% 2,164.3 (33.1)
Tangible EOP equity/assets 6.33% 6.30% +3 bp 6.39% -7 bp 6.17% +15 bp
Credit
NCOs/average loans 0.18% 0.46% -28 bp 0.33% -15 bp 0.56% -38 bp
Non-performing loans $38.0 $40.8 -6.9% $26.3 44.7% NA n.m.
OREO 19.4 18.3 5.8% 6.7 188.2% NA n.m.
NPAs (ex restructured) $57.4 $59.1 -3.0% $33.0 74.0% NA n.m.
NPAs/loans + OREO 1.80% 1.85% -5 bp 1.09% +71bp NA n.m.
Reserves $47.8 $44.7 7.0% $46.0 3.8% $46.2 $1.6
Reserves/loans 1.51% 1.41% +10 bp 1.53% -2 bp 1.45% +6 bp
Average diluted shares (est.) 5.4 mil sh. 5.5 mil sh. -0.1 mil sh. 5.7 mil sh. -0.3 mil sh. 5.5 mil sh. -0.1 mil sh.
Source: Company reports, KBW Research. Contact: jbalicka@kbw.com:; tel (415) 591-5078
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Rating and Price Target History for: Imperial Capital Bancorp (IMP) as of 02-07-2008
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Distribution of Ratings/IB Services

KBW
IB Serv./Past 12 Mos.
Rating Count Percent Count Percent
Outperform [BUY] 113 27.10 28 24.78
Market Perform [HOLD] 259 62.11 20 7.72
Underperform [SELL] 27 6.47 1 3.70
Restricted [RES] 0 0.00 0 0.00
Suspended [SP] 18 4.32 5 27.78

We, Julianna Balicka, Manuel Ramirez, hereby certify that the views expressed in this research report accurately
reflect our personal views about the subject company and its securities. We also certify that we have not been, and
will not bereceiving direct or indirect compensation in exchange for expressing the specific recommendation in this
report.

This communication isnot an offer to sell or a solicitation to buy the securities mentioned. The information relating
to any company herein is derived from publicly available sources and Keefe, Bruyette & Woods, Inc. makes no
representation asto the accuracy or completeness of such information.

Disclosures

Keefe, Bruyette & Woods (KBW) Research Department providesthree coreratings. Outperform, Market Perform
and Underperform, and two ancillary ratings. Suspended and Restricted. For purposes of New York Stock
Exchange Rule 472 and NASD Rule 2711, Outperform is classified as a Buy, Market Perform is classified asa Hold,
and Underperform is classified as a Sell. Suspended and Restricted ratings are classified as described below. Stocks
arerated based on an absolute rate of return (percentage price change plus dividend yield).Outperform represents
atotal rate of return of 15% or greater.Market Perform represents a total rate of return in a range between -5%
and +15% .Underperform represents a total rate of return at or below -5%.Suspended indicates that KBW's
investment rating and target price have been temporarily suspended due to a lack of publicly available information
and/or to comply with applicable regulations and/or KBW poalicies.Restricted indicatesthat KBW is precluded from
providing an investment rating or price target dueto thefirm'srolein connection with a merger or other strategic
financial transaction.Companies placed on the KBW Best Ideas Outperform List are expected to generate a total
rate of return (percentage price change plus dividend yield) of 20% or more over the following 12
months.Companies placed on the KBW Best Ideas Underperform List are expected to generate a total rate of
return (percentage price change plus dividend yield) at or below -20% over the following 12 months.Research
analysts employ widely used multiple valuation methodologies including, but not limited to, absolute, relative and
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historical Price/Earnings (P/E) and Price/Cash Flow multiples, absolute, relative and historical Price/Book Value
multiples and Discounted Cash Flow Analysis.All KBW research analysts are compensated based on a number of
factors, including overall profitability of the company, which isbased in part on KBW's overall investment banking
revenues.

KBW either expects to receive or intends to seek compensation for investment banking services from Imperial
Capital Bancor p during the next three months.

KBW currently makes a market in this security IMP.
KBW ownsa 1% or greater stakein the equity securities of this company.

KBW has received non-investment banking securities-related compensation from Imperial Capital Bancorp in the
past 12 months.

Please refer to the following website for price chart detail and additional disclosure information:
http://www.kbw.com/r esear ch/disclosur es.html

UK Disclaimers

1. This communication is only made to or directed at persons who (i) are outside the United Kingdom or (ii) have
professional experience in matters relating to investments or (iii) are persons falling within Article 49(2)(a) to (d)
("high net worth companies, unincorporated associations etc") of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2001 and (iv) who are Market Counter parties and/or Intermediate Customers as those
terms are defined in the Rules of the Financial Services Authority (all such persons together being referred to as
"relevant persons'). This communication must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this communication relates is available only to relevant
persons and will be engaged in only with relevant persons.

2. This communication has been prepared by Keefe Bruyette & Woods Inc. (KBW) and while Keefe, Bruyette &
Woods Limited (KBWL) believes this communication to be reliable, KBWL has not reviewed and/or approved the
information contained herein. KBWL does not guarantee its accuracy, adequacy or completeness and is not
responsiblefor any errorsor omissionsor for the results obtained from the use of such infor mation.

3. Certain assumptions may have been made in connection with the analysis presented herein and changes to the
assumptions may have a material impact on the analysis or results. Information with respect to past performance of
a security is not necessarily a guide to its future performance. The research and information has been prepared as
of a certain date and KBW and KBWL do not undertake to update or advise you of changes in the research and
information. The investments discussed herein may be unsuitable for investors depending on their specific
investment objectives and financial position. KBW and KBWL make no representation or recommendation as to
investments discussed herein. Investors should independently evaluate each investment discussed in the context of
their own objectives, risk profile and circumstances.

Additional Disclaimers

4. This communication is only intended for and will only be distributed to persons resident in any jurisdictions
where such distribution or availability would not be contrary to local law or regulation. This communication must
not be acted upon or relied on by personsin any jurisdiction other than in accordance with local law or regulation
and where such person is an investment professional with the requisite sophistication and resour ces to under stand
an investment in such securities of the type communicated and assume the risks associated therewith.
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