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The year 2003 will be remembered as

a year of continued success for Central
Valley Community Bancorp, and a year
of continued growth for our primary
subsidiary, Central Valley Community Bank.

We are grateful for the trust and support
given to us by the communities we
serve. We consider it a privilege to give
something back to those communities

— namely, financial support for the many
charities, philanthropies, programs and
events that add so much to the quality of
life we all enjoy.

Serving our communities is more than
just our responsibility, it’s our passion
— something we are both honored and
humbled to do. The greatest reward for
serving? The opportunity to serve even
more. That's what we intend to do, in
2004 and beyond.

Central Valle
Communi

Bancorp




Daniel N. Cunningham

Vice President and Director, Quinn Properties
Central Valley Community Bancorp, Founding Director and Chairman of the Board

To Our Sharebolders

Good Decisions Bearing Fruit

As you review our annual report and performance for 2003, we believe you'll find that Central Valley Community
Bancorp has succeeded in providing shareholder value and meeting the needs of the communities we serve. A
record year in carnings and growth, 2003 will be remembered as the year we began to enjoy the benefits of our
past stratcgic decisions, mc.luclmg thL. Bank’s 2002 name change to Central Valley Community Bank, expanding
our Central Valley geographic coverage with the establishment of two branch offices in Sacramento and Kerman,
and the relocation/expansion of two Fresno-based offices. Our performance in 2003 is evidence that our strategic
decisions arc paying off,

Shareholders Celebrate

2003 proved to be another great year to be a Central Valley Community Bancorp shareholder, as our stock
price increased 54% over the previous year-cnd price. This follows two successive years of stock appreciation
in excess ol 40%. In fact, our stock outperformed the Standard & Poors 500, the Standard & Poors Bank Index
and the NASDAQ Bank Index for this same period. As a sector, community and regional bank stocks have
outperformed the market in the recent past, and Central Valley Community Bancorp stock has outperformed
even this thriving sector. In addition, our diluted carnings per share was $1.19 per diluted share, a 17% increase
over 2002, return on average asscts was 1.10% and return on average equity was 13.23% for 2003.

Ellective March 4, 2004, Central Valley Community Bancorp was accepted to be listed on the NASDAQ, thus
cnabling sharcholders to buy and scll stock from a wider source of brokerage firms. We believe this opportunity
is another milestone in the growth of the Company and will create additional shareholder value by providing
more liquidity in the Company’s common stock.

Growth In Quantity And Quality

Central valley Community Bancorp’s main subsidiary, Central Valley Community Bank, experienced growth in
all financial categories in 2003, both in quantity and quality. Net consolidated earnings lor the year grew by
21%, average asscts grew by 23%, average net loans grew by 18% and average deposits grew by 27%. We are
proud ol our financial results, and equally proud of the quality of our earning assets, as demonstrated by very
low levels of non-performing assets and virtually no net charge-offs from loans — both indications that the Bank
cornlinues 1o operate with a very solid foundation. The Bank has also held the line on expenses in 2003, With
the exception of salaries, benefits and related expenses, all other expenses remained flat in 2003 for the third
consecutive year. These positive results have all been achieved in the lowest interest rate environment in four
decades, which has created unique challenges and downward pressure on our net interest margin.

Smart Expansion

In 2003, our primary focus was on increasing the number of both businesses and consumer households

served by the Bank, as well as increasing the number of services we provide to our customers. We achieved

this through our outstanding employees and our expanded geographic service area. Additionally, the Bank
consolidated and relocated its administrative headquarters in order to accommodate the space needed to expand
our Centralized Branch Support Center. All four of our new locations are now showing a profit and offering
further opportunities for growth.

Ongoing upgrades to our systems enhance our compliance with regulatory changes, assurc the safety and
privacy of our customers’ information and enhance our growing line of products. As the Bank grows, so do
additional regulatory demands as we are now considered a “large” bank under FDIC guidelines, But no matter
how “large” the Bank becomes, our number-one objective is always to deliver services in the same responsive,
community bank model that has sustained us for 24 years.




Daniel J. Doyle

President, CEO and Dircctlor
Central Valley Community Bancorp, Central Valley Community Bank

Leadership For A Changing Market

While Central Valley Community Bank scrves markets as far north as Sacramento, the Fresno County area has
historically been considered the Bank’s base region. This area has faced several economic challenges, and the
Bank continues to address them. The construction and real estate industries saw growth in 2003, fucled largely
by low interest rates and high housing demand. Major real estate projects such as the Save Mart Center, the
Internal Revenue Services building and the Federal Courthouse — as well as business owners taking advantage of
the low ratcs — have kept the construction trades busy. The agricultural segment showed some improvement in
crop prices, yields and demand, but overall the industry remains challenged.

Fresno County’s population has grown dramatically in recent years, and that wend is expected to continue.
While population growth can provide benefits to a centrally located community, there is evidence that Fresno's
unemployment rate (which has run in the 14% range for over a decade) could be cause for future concern. ‘T'o
deal with these challenges, Bank management is active in leadership roles in a number of community initiatives
designed to address the region’s critical issues and stimulate job growth.

Outstanding Employees

While the growth of Central Valley Community Bank has been exemplary in recent years, the importance of
retaining key employees and customers will continue to be a priority and a challenge in 2004. OQur commitment
to competitive compensation, training and career growth has enabled us to attract ’lnd retain an outstanding
team of professionals, and build a strong, positive culture within our Company. We belicve this will help us
succeed, as our key competitive advantage is our team of employees who are focused on doing the right thing
for the customer and providing a high level of personal scrvice.

Our top-performing employces are recognized cach ycar in the Circle of Excellence. Irom this group, the best
are named to the Circle of Elite. In 2003, Circle of Elite members included: Diane Hamp, Vice President, Loan
Service Manager; Tim Iarris, Vice President, Private Banking Manager; Lesley Lang-Lopez, Vice President, SBA
Manager; Steve Morales, Vice President, Information Systems Manager; Jeannine Welton, Vice President, Branch
Manager; and Carol Worstein, Vice President, Small Business Development Officer.

Looking Forward

As we look ahead to 2004, we believe the persistent low interest rate environment will create challenges for
increasing net interest income. In 2003, we cxperienced deposit growth ol 32% over the previous year — by
comparison, the Fresno County market grew deposits by 11% and the state grew by 15% in the same period. the
market is becoming more competitive, and we have already seen aggressive below-market pricing on loans and
above-market pricing on deposits from some of our competitors. Still, we believe the Bank is positioned to be
very competitive in 2004. To that end, the Bank has signed a lease to open a branch office in a new commercial
building in the heart of 'resno’s revitalized Downtown. Likewise, we are considering another branch office site
in Clovis. While it is unlikely that either location will be open before year-end 2004, we believe the Bank is well-
positioned to compete with other banks planning to open new offices in our primary market.

A Productive Year, A Positive Outlook

As we close the books on 2003, we enter 2004 with momentum, enthusiasm and expectations of continued
success. The Bank has begun its 25th year of operation — a milestone that could not have heen achieved without
the support of our customers, employees, shareholders, directors and community. We are truly grateful for the
trust and encouragement you have demonstrated through the years. Rest assured, we will work 10 earn your
continued confidence every day, in cverything we do.

Daniel N. Cunningham Daniel J. Dovle
Chairman of the Board President and Chicef Exccutive Officer




William S. Smittcamp

President, Owncr Wawona Frozen Foods
Central Valley Community Bancorp, Dircctor

Dedication and Commitment

Central Valley Community Bancorp (the “Company”) was establishcd on November 15, 2000 as the holding
company for Central Valley Community Bank (the “Bank”) and is registered as a bank holding company with the
Board of Governors of the Federal Rescrve System. ‘The Company currently conducts no operation other than
through its ownership of the Bank. The common stock of the Company trades on the NASDAQ under the
symbol CVCY.

A History of Growth

Central Valley Community Bank, founded in 1979 as Clovis Community Bank, is a California State chartered bank
with deposit accounts insured by the Federal Deposit Insurance Corporation. The Bank commenced operations
on January 10, 1980, in Clovis, California, with 12 professional hankers and beginning assets of $2,000,000.
Currently, the Bank operates seven full-service offices in Clovis, Fresno, Prather, Kerman and Sacramento, plus
Real Estate Lending, SBA Lending and Agribusiness Lending Departments. Investment services are also provided
by Investment Centers of America. Now with over 125 employees, assets of over $327,000,000 and over 14,000
customer households, Central Valley Community Bank has grown into a well-capitalized institution, with a
proven track record of financial strength, security and stability. Yet despite the Bank’s growth, it has remained
true to its original “roots” —a commitment to the core values of integrity, trustworthiness, caring, loyalty,
leadership and teamwork.

Central Valley Community Bank distinguishes itself from
other financial institutions by providing superior client
service and by remaining independent since opening
24 years ago. In recent years, the Bank has expanded
its unique brand of personalized service by expanding
its markets in the Central Valley and opening new
administrative headquarters that arc better suited to
growing the institution. Guided by a hands-on board

of directors and a seasoned senior management team,
the Bank continues to focus on customer service and
retention while remaining committed to the ongoing
addition of high-quality employees. : ‘ :
Central Valley Community Bank Senior Management from Teft to right:
Shirley Wilburn, Daniel J. Doyle, Gayle Graham, Gary Quisenberry,
More PrOducts, More Convenience Than Ever Thomas L. Sommel

Central Valley Community Bank maintains state-of-the-art

data processing and information systems, and offers a complete line of competitive business and personal

deposit and loan products. For maximum convenicnce, Personal and Business Internet Banking is available at
www.cveh.com and 24-hour Automated Teller Machines (ATMs) are available at most Central Valley Community

Bank offices. Additionally, 24-hour telephone banking is available to provide customer access to account

information, deposit and withdrawal history, interest carned or paid and the ability (o transfer checking and

savings funds via touch-tone phone through BankLine.

Joseph B. Weirick

Investmeants
eritral Valley Community Bancorp, Founding Director
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Sidney B. Cox

Qwner, Cox Communications
Central Valley Community Bancorp, Founding Director

“Relationship Banking” Means Service

The Bank is committed to increasing and enhancing the products and services ollered to customers, while
emphasizing needs-based consulting within the branch environment. Serving both new and long-time

customers continues to be an important factor in the Bank’s growth as evidenced in ongoing customer referrals,
Dependable values and security have always been important to America’s banking customers, and the Bank

is well-positioned 1o provide them, with an increased emphasis on privacy, security and convenicnce. The

Bank takes protecting the privacy and security of customer information very seriously, as demonstrated by a
range of expanded operational security measures, These include specialized software, procedures and helpful
customer tools like the Bank’s identity theft protection kit. All designed to give Central Valley Community Bank’s
customers maximum protection and peace of mind.

Central Valley Community Bank offers investment services provided by licensed representatives from the
Investment Centers of America. The Bank’s Real Estate Department provides comprchensive processing of
residential and commercial interim construction loans, all types of single-family residential loans and other real-
estate related transactions. The Bank supports small business growth and community job creation, as evidenced
by its certification in SBA’s Preferred Lender Program, which allows for rapid loan response to local small
business customers throughout the San Joaquin Valley. Central Valley Community Bank has been recognized for
the fourth consecutive year as being the top lender in the Small Business Administration 504 loan program in the
counties it serves. The Bank’s participation in progressive and specialized lending programs for small businesses
in all arcas of the Central Valley demonstrates its ongoing commitment 1o building a stronger, healthier Valley
€conomnly.

Central Valley Community Bank has built 4 reputation for superior banking service by offering personalized
“rclationship banking” for businesses, professionals, and individuals. Serving the business community has always
been a primary focus for Central Valley Community Bank and the Bank continues to expand its commercial
banking tcam to cnhance the level of service to even more individual and business customers. This scctor is
further served by courier service [or commercial/business customers throughout Clovis, Tresno and Sacramento.

“Community”, It’s More Than Just the Bank’s Middle Name

At Central Valley Community Bank, scrving a community mecans morc than just being in business there.
More than meeting the material nceds of its pcople. It means investing time, talent, and resources to make a
community a strong and satisfying place to live. That's a role the Bank takes very seriously.

Which is why Central Valley Community Bank supports such a wide variety of local charities, agencies and
philanthropies. From educational causes to disecase research, the arts to the underprivileged, all are helped each
year by Central Valley Community Bank. And not only with the Bank’s financial support, but also with its people
who generously volunteer their time to serve thesc important causes. Community is truly more than just the
Bank’s middle name.

Wanda L. Rogers

Pr ent, Rogers Helicopters, Inc.
Central Valley Community Bancorp, Founding! Dir




Edwin S. Darden, Jr.

President, Cdwin S. Darden
Central Yalley Community Director

Central Valley Community Bancorp Trend Analysis
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Steven McDonald

President, McDonald Pr 5, INc.
Cent¥al Valley Community Ba Director




Louis McMurray
P ent, C MeMurray Co.
3l Valley Community Bancorp, Director

Comparative Stock Price Appreciation
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Note: The stock price performance shown in the graphs above should not be indicative of potential
future stock price performance.
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nsol
of income - i ‘
For the years ended December 31, 2003, 2002 and 2001 ({n thousands, except per share

2003 2001

INTEREST INCOME:
Interest and fees on loans ] 12,039 $ 11,195 b 10,380
Interest on Federal funds sold 185 195 240
Interest and dividends on investment securitics:
Taxable 1,992 2,634 3,478
Excmpt from Federal income taxes 754 512 479

Total interest income 14,970 14,577

INTEREST EXPENSE:
Interest on deposits (Note 7) 2,004 2,39: 1,115
Other (Note 8) 286 33 23

Total interest expense 2,290 2,728 4,138

Net interest income before provision for credit losses 12,680 11,808 10,439

PROVISION FOR CREDIT LOSSES (NOTE 3) 623

Net interest income after provision for credit losses 12,680 11,808 9,816

NON-INTEREST INCOME:
Service charges 2,215 1,922 1,197
Rentals from equipment leased to others (Note 4) 4835 1,094 1,441
Loan placement fees 488 364 201
Net realized gains on sales and calls of investment securities (Note 2) 506 27 468
Appreciation in cash surrender value of insurance contracts (Note 13) 303 274 199
Other income 549 5351 1,186

Total non-interest income 4,546 4,212 1,692

NON-INTEREST EXPENSES:
Salarics and employce benefits (Notes 3 and 13) 7,152
Occupancy and cquipment (Noles 5 and 10) 1,576
Depreciation and (reduction in) provision for allowance for losses
on equipment leased to others (Note 4) 202
Other expenses (Noles 10 and 12) 3,425

Total non-interest cxpenses

Income before income taxes

INCOME TAX EXPENSE (NOTE 9)

Net income § b 2,784

Basic earnings per share (Note 11) b .3 ! 1.08

Diluted earnings per share (Note 11) ] $ 1.02

The accompanying notes arc an'integral parl of these financial statements.




Consolidated Statement
of Changes in Shareholders’ Equity . ‘
For the years ended December 31, 2003, 2002 and 2001 (In thousands, except share. and pershare amounts)

Accumulated
Common Stock Other
Retained Comprehensive Sharcholders’  Comprehensive
Shares Amount Earnings (Loss) Ipcome Equity Income:

Balance, January 1, 2001 2,606,918 § 6,465 % 11,355 % 851 § 18,671

Comprehensive income (Note 15):
Net income 2,378 2,378 %
Other comprehensive income, net of tax:
Unrealized gains on available-for-sale
investment sccurities . 195

Total comprchensive income

Stock options exercised and related

lax benefit (Note 11) 15,596 83 83
Repurchase and retirement of common

stock (Note 11) (51,800) (499) (499)

RASAALE

Balance, December 31, 2001 2,570,714 6,049 13,733 1,046 20,828

Comprehensive income (Note 15):
Net income : 2,781 %
Other comprehensive income, net of tax:
Unrealized gains on available-for-sale
investment sccurities 1: 812

Total comprehensive income

Cash djvidend - $.05 per share (130)
Stock options exercised and related

1ax benefit (Note 11) 43,340 288 288
Repurchase and retirement of common

stock (Note 11) (40,312) (483) (483)

Balance, December 31, 2002 2,573,242 5,854 16,387 24,009

Comprehensive income (Note 15):
Ngt income: 3,372 3,372
Other comprehensive loss, net ol tax:
Unrealized losses on available-for-sale
investment securities (Note 2) (735)

Total comprehensive income
Cash dividend - $.10 per share
Slock options exercised and relared
tax benefit (Note 11) 31,148 325

Repurchase and retitement of common
stock (Note 11) (5,463) (81) (81)

Bulance, December 31, 2003 2,598,927 § 6,006 % 19,501 $ 1,123  § 26,720

2003 2002 2001

Disclosure of reclassification amount, net of taxes (Note 13):

Unrealized holding (losses) gains atising during the year $ (1,084) %
Less reclassification adjustment for net gains
included in net income 349

Net unrealized (losses) gains on available-for-sale investment securities b (733) $

The accompanying notes are an integral part of these financial statements,




Consolidated &
of Cash Flows
For the years ended December 31, 2003, 2002 and 2001 (In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net
cash provided by operaling activitics:
Provision for credit losses
(Reduction in) provision for allowance for residual
losses on cquipment leased to others
Gain on sale of equipment lcased to others
Net increase in deferred loan fees
Depreciation, accretion and amortization, net
Nel realized gaing on sales and calls of
ilable-for-sale investment securities
ain) on sale of cquipment
Increase in cash surrender value of life insurance
Net (increase) decrease in accrued interest
receivable and other assets
Net increase in acerued interest payable and

Deferred income taxes
Net cash provided by operating activitics

CASH FLOWS FROM INVESTING ACTIVITIES;
Purchases of available-for-sale investment sccurities
Proceeds from sales or calls of available-for-sale investment sccurities
Proceeds from maturity of available-for-sale investment securities
Proceeds from principal repayments of available-for-sale
investment sccuritics
Net increase in interest bearing deposits in other banks
Nel increase in loans
Purchascs of premiscs and equipment
Proceeds from sale of equipment
Purchase of equipment leased to others
Proceeds from sale of equipment leased to others
Deposits on single premium cash surrender value life insurance policies

Net cash used in investing activities

CASII FLOWS FROM FINANCING ACTIVITIES:
Net increase in demand, interest-bearing and savings deposits
Net increase (decrease) in time deposits
Payments on notes payable for equipment leased to others
Proceeds from borrowings from Federal ITome Loan Bank
Repayments to Federal Home Loan Bank
Cash paid for dividends
Sharc repurchase and retirement
Proceeds from cxercise of stock options

Net cash provided by financing activities

(Deerease) increase in cash and cash equivalents
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the yeur for:
Interest expense
Income taxes

NON-CASH INVESTING ACTIVITIES:
Net change in unrcalized gain on available-for-
sale investment sccuritics
Transfer of equipment leased to others to asscts
held for sale

NON-CASH FINANCING ACTIVITIES;
Tax benefit from stock options exercised

The accompanying notes arc an integral part. of these financial statements.
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Consolidated Financial'Statements

1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Central Valley Communily Bancorp (the “Compuany”) was
incorporaled on Febroary 7, 2000 and subsequently oblained approval
from the Board of Governors of the Federal Rescrve System o be a bank
holding company in connection with its acquisition of Central Valley
Community Bank (the “Bank™). The Company became the sole sharcholder
of the Bank on November 19, 2000 in a statutory merger, pursuant to
which each oulstanding share of the Bank’s common stock was exchanged
for one share of common stock of the Company.

The Bank operates seven branches in Clovis, north Fresno, west and
northeast Fresno County, and Sacramento, California. The Bank’s primary
source of revenue is providing loans to customers who are predominately
small and middle-market businesses and individuals, The Bank’s
subsidiarics have nominal aclivity with the exception of Central Valley
Community Realty, LLC (“CVCR™). The Bank formed CVCR in June 2002
o invest in certain of the Bank’s real estate related assets. CVCR can be
used as a means of gencrating capital and may afford the Company certain
favorable income tax treatments,

The accounting and teporting policies of Central Valley Community
Bancorp and subsidiary conform with gencrally accepted accounting
principles and prevailing practices within the banking industry.

Certain reclassifications have been made 1o prior years” balances to
conform to classifications usec in 2003,

Principles of Consolidation - The consolidated financial statements include
the accounts of the Company and the consolidated accounts of its wholly-
owned subsidiary, the Bank. In addition, the accounts of the Bank’s
wholly owned subsidiaries, CVCR, Clovest Corporation (“Clovest”) and
Clovis Securities Corporation (an inactive company), are included in the
consolidated financial statements, The operating results of Clovest were
nol material. All significant intercompany accounts and transactions have
been climinated in consolidation.

Cash_Equivalents - For the purpose of the statement of cash flows, cash
and due from banks and Federal funds sold are considered to be cash
cquivalemts. Generally, Federal funds are sold for one-day periods.

Investment Securities - Investments are classified into the following
categorics:

¢ Available-for-sale securities, reported at fair value, with unrealized
gains and losses excluded from carnings and reported, net of 1axes, as
accumulated other comprehensive income (loss) within shareholders’
equity.

* Held-to-matorily sccurities, which management. has the positive
intent and ability to hold to maturity, reported at amortized cost, adjusted
for the aceretion of discounts and amortization of premiums.

Management determines the appropriate classification of its investments
at the time of purchase and may only change the classification in cortain
limited circumstances. All translers belween catcgories are accounted for at
fair value.

Gains or losses on the sale of invesiment securitics are computed on the
specific identification method. Interest carned on investment securities is
reported in interest income, net of applicable adjustments for aceretion of
discounts and amottization of premiums. In addition, unrealized losses that
are other than temporary are recognized in earnings for all investments.

Loans - Loans are stated al principal balances outstanding. (nterest is
accrued daily based upon outstanding loan balances. Ilowever, when, in
the opinion of management, loans are considered impaired and the future
collectibility of interest and principal is in scrious doubt, a loan is placed
on nonaccrual status and the aceraal of interest income is suspended,
Any interest accrued but unpaid is charged againgt income. Payments
received are applied to reduce principal 1o the extent necessary (o cnsure
collection. Subscquent payments on these loans, or payments received on
nonacerual loans for which the ultimate collectibility of principal is not in

doubt, are applied first 1o carned but unpaid interest and then to principal.

An impaired loan is measured based on the present value of expected
future cash {lows discounted at the loan’s effective interest rate or, as 4
practical matter, at the loan's observable markel price or the fair value
of collateral if the loan is collateral dependent. A loan is considered
impaircd when, based on current information and events, it is probable
that the Bank will be unable to collect all amounts due (including both
principal and inlerest) in accordance with the contractual terms of the loan
agreement,

Substantially all loan origination fees, commitment foes, dircct loan
origination costs and purchase premiums and discounts on loans are
deferred and recognized as an adjustment of yield, to be amortized to
interest income over the contractual term of the loan. The unamortized
balance of deferred lees and cosls is reported as a component of net loans,

Allowance for Credit Losses - The allowance for credit losses is maintained
o provide for losses related to impaired loans and other losses that can
be cxpected o oceur in the normal course of business. The determination
of the allowance is based on estimales made by management, to include
consicderation of the character of the loan portfolio, specifically identified
problem Joans, potential losscs inherent in the portlolio taken as a whole
and cconomic conditions in the Bank’s service area,

Louns determined to be impaired or classified are individually evaluated
by management for specific risk of loss. In addition, a reserve factor is
assigned to currently performing louns based on the Bank’s historical
cxperience. Management also computes specific and expected loss
reserves for loan commitments, These estimates are susceptible to changes
in the economic environment and market conditions.

The Bank's Audil Commitiec reviews the adequacy of the allowance
for credit losses quarterly, t include consideration of the relative risks in
the portfolio and current ccopomic conditions. The allowance is adjusted
based on that review il in the judgment of the Audit Committce and
management, changes are warranled.

This allowance is cstablished through a provision for credit losses
which is charged to expense, Additions to the allowance are expected to
maintain the adequacy of the total allowance after credit losses and loan
growth. The allowance for credit losses at December 31, 2003 and 2002,
respectively, reflects management’s estimale of potential Tosses in the
portlolio,

Equipment Leased to Others - ‘Ihe Bank cnters into leasing arrangements
through certain leasing brokers to lease computer equipment to various
entitics, Computer equipment leased to others under operating leases is
depreciated on a straight-line hasis over the lease term to an estimated
residual value. Related rental income is recorded when carned. On

the balance sheet, equipment leased to others, net of accumulated
depreciation, is included in accrued interest receivable and other assels.

BRank Premises and Fquipment - Bank premises and equipment are
carried at cost. Depreciation is determined using the straight-line method
over the estimated useful lives of the related assets, The uselul lives of
Bank premiscs are estimated to be between twenly and forty years. The
useful lives of improvements to Bank premises, furniture, fixtures and
equipment are estimated to be three (o ten years. Leasehold improvements
are amortized over the life of the asset or the term of the related lease,
whichever is shorter. When assets are sold or otherwise disposed of, the
cost and related acoumulated depreciation are removed from the accounts,
and any resulting gain or Joss Is recognized in income for the period. The
cost of maintenance and repairs is charged o expense as incurred.

The Bank evaluates premises and equipment for finuncial impairment
as events or changes in circumstances indicate that the carrying amount of
such asscts may not be fully recoverable.

s - The Company files its income taxes on a consolidated
basis with its subsidiary, The allocation of income tax expensc (henefit)
represents cach entity’s proportionate share of the consolidated provision
for income txes,

Deferred tax assets and liabilities are recognized for the tax
consequences of temporary differences between the reported amounts of
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuecd)

assets and labilities and their tax basis. Deferred tax asscts and liabilitics
are adjusted for the effects of changes in tax laws and rates on the date off
cnactment. On the balance sheel, nel deferred tax assels are included in
accrued interest receivable and other assels.

Stock-Based Compensation - Al December 31, 2003, the Company has
two stock-based employee compensation plans, the Central Valley
Community Bancorp 2000 and 1992 Stock Option Plans, which are
described more fully in Note 11, The Company accounts for these plans
under the recognition and measurement principles of APB Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations, No
stock-based employee compensation cost is reflecled in net income, as
all options granted under these plans had an exercise price equal to the
market value of the underlying common stock on the date of grant, The
following table illustrates the effect on net income and eamings per share
if the Company had applicd the fair value recognition provisions of FASB
Statement No. 123, Accounting for Stock-Based Compensation, (o stock-
hased employee compensation.

Pro forma adjustments to the Company’s consolidated net carnings and
carnings per share are disclosed during the years in which the options
become vested.

2003 2002 2001

(In thousands except per share amounts)

Net income, as reported b 3,372 % 2,784 % 2,378
Deduct: Total stock-based

employege compensation

cxpense determined under

the fair value based method

for all awards, net of related

tax effects

Pro forma nct income

Busic earnings per sharc -
as reported

Basic carnings per share -
pro forma

Diluted carnings per share -
as reported

Diluted earnings per share -
pro lorma

Weighted average fair value
of options granted during
the year $ $ 486 % 3.96

The fair value of each option is estimated on the dale of grant using an
option-pricing model with the following assumptions:

2003 2002 2001

Dividend yield 5% 5% N/A

Expected volatility 054t T7277% 65.881075.21%  48.36 1082.38%
Risk-free interest rate 205t03.18%  3.0610539%  4.88 to 5.30%
Expected option life 10 years 10 yeurs 10 years

Larnings Per Share - Basic earnings per shure (EP3), which excludes
dilution, is computed by dividing income available to common
shareholders by the weighted-average number of common shares
outstanding for the period. Diluted FPS reflects the potential dilution that
could oceur if securities or other contracts to issuc common stock, such as
stock options, result in the issuance of common stock which shares in the
carnings of the Company. All data with respect to computing carnings per
share is retroactively adjusted to reflect stock dividends and splits and the

treasury slock method is applied w determine the dilutive effect of stock
options in computing diluted EPS.

Use of Estimates - The preparation of financial statements in conformity
with generally accepted accounting principles requires management to
make cstimates and assumptions. These estimates and assumplions affect
the reported amounts of assets and liabilities at the date of the financial
slatements and the reported amounts of revenues and expenscs during the
reporting period. Actual resulls could differ from these estimates.

Impact of New Financial Accounting Standards - On April 30, 2003, the
TFASD issued SFAS No, 119, Amendment of Statement 133 o Devivative
Instruments and Hedging Activities. 'This Stalement amencs and clarifies
the accounting (or derivative instruments by providing guidance related
to circumstances under which a contract with a net investiment meets the
characteristios of a derivative as discussed in SFAS No. 133, The Statement
also clarifies when a derivalive contains a financing component. The
Statement. is intended to result in more consistent reporling for derivative
contracts and must be applicd prospectively for contracts entered into or
modificd alter June 30, 2003, except. (or hedging relationships designated
after June 30, 2003. In management's opinion, adoption of this Statemeni
did not. have a material impact on the Company's consolidated financial
position or results of operations.

2. AVAILABLE-FOR-SALE INVESTMENT SECURITIES
T'he amortized cost and estimated market value of available for-sale
investment securitics at December 31, 2003 and 2002 consisted of the

following:

2003

Gross Tstimated
Amortized Unrealized  Unrcalized Market
Cost Gains Losscs Value
(In thousunds)

Gross

1.5, Government
agencies $

Obligations of
states and political
subdivisions

U5, Government
agencies colluteral-
izexl by mortgage
obligations

Other sceurities

11,123 % iz % )] 11,558

19,947 930) (136) 20,741

55,490 678 (255)
7,632 _

94,192 2,050 4 (398)

2002

Gross Estimnated
Amortized  Unrealized  Unrealized Marketl
Cosl (Gains Losses Value
(Tn thousands)

Gross

1.5, Government
agencies $

Obligations of
states and political
subdivisions

U.S. Government
agencies collateral-
ized by mortgage
obligations 44,421

Corporate Bonds 974

Other securitics 2,348

10,619 11,505

16,629 17,461

74,991
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2.  AVAILABLE-FOR-SALE INVESTMENT SECURITIES (Continucd)

Investment securitics with unrealized losses at December 31, 2003 arc
summarived and classified according to the duration of the loss period as
follows:

Less than 12 Months 12 Months or Moge Total
Fair Unrealized Tair nrealized Fair Unrealized
Value 10858 Value Losses Value Losscs

(In thousands)

L5, Government

agencies § 2088 % (7 - - $ 2,088 § (WA
Obligations of

states and

political sub-

divisions 2,900 (136) - - 2,900 (136)

1.5 Government
agencies collateral-
ized by morgage
obligations 18,881 (225)% 2409 %

@ Ll (300 21,290 (255)

$23869 8 (368)§ 2,409 § (300§ 26,278 §_ (398)

Al December 31, 2003, investment securities tolaling $23,869,000
were In a loss position for less than twelve months and invesiment
securities totaling $2,409,000 were in a loss position and had been in
a loss position for twelve months or more. Management periodically
evaluates each investment securily relying primarily on industry analyst
reports, observation of market conditions and inlerest rate fluctuations,
Management believes it will be able to collect all amounts due according,
10 the contractual terms of the underlying investment securities and that
the noted decline in lair value is due only (o interest rate fluctuations.

Net unrealized gains on available-for-sale investment securities totaling
$1,652,000 and $2,732,000 are recorded net of $529,000 and $874,000
in tax expense as accumulated other comprehensive income within
shareholders” equity at December 33, 2003 and 2002, respectively.

Proceeds and gross realized gains from the sale or call of available-for
sule investment securities totaled $9,105,000 and $506,000, respectively,
for the year ended Decemnber 31, 2003, Proceeds and gross realized gains
from the sale or call of available-lor-sale investment scecuritics totaled
$1,935,000 and $27,000, respectively, for the year ended
December 31, 2002, Proceeds and gross realized gains from the sale or
call of available-for-sale investment securities totaled $17,267,000 and
$468,000, respectively, for the year ended December 31, 2001.

The amortized cost and estimated market value of avajlable-for-sale
investment secusilics al December 31, 2003 by contractual maturity are
shown below, Expected maturities will differ from contractual maturitics
hecause the issuers of the securitics may have the right to call or prepay
obligations with or without call or prepayment penalties.

Estimated
Amortized Market
Cosl Value

(In thousands)

Within one year $ 1,002 % 1,006
After one year through five years 10,733 11,220
Alter five years through ten years 4,670 4,931
After ten years 14,665 15,142
31,070 32,299
Investment securities not due at a single
muaturity date:

115, Government agencies collateralized by
mortgage obligations 55,490 35,913
Other securities 7,632 7,652
$ 94192 § 05844

Investment securitics with amortized costs totaling $26,552,000 and

$23 681,000 and market values totaling $27,642,000 and $23,269,000 were
pledged 1o secure public deposits, ather contractual obligations, short-
term borrowings and long-term debt al December 31, 2003 and 2002,
respectively,

3 LOANS
Outstanding loans are summarized as follows:
December 31,

2003 2002
(In thousands)

Commercial $ 35,506 % 51,618

Reul estate 90,033 78,338

Real estate — construction, land development

and other land loans 25,232 20,379

Agricultural 10,714 3,285

Installment 5,117 5,581

Other 320 13

186,922 159,214
Deferred loan fees, net (648) (488)
Allowance for credit losses (2,425) (2,433)
$ 183810 § 150,293

At December 31, 2003 and 2002, loans originated under Small Business
Administration (§BA) programs totaling $20,506,000 and $16,697,000,
respectively, were included in the real estate and commercial calegorics,

Changes in the allowance for credit Josses were as follows:
Year Ended December 31

2003 2002 2001
(Tn thousands’

Balance, beginning of yeur $ 2,433 % 2,474 § 2,047
Provision charged o operations 623
Losses charged to the allowance (217 (332) (392)
Recoveries 209 31 196

Balance, end of year $ 2,425 § 2,433 % 2,474

The recorded investment in loans that were considered 10 be
impaired totaled $634,000 and $952,000 ar December 31, 2003 and 2002,
respectively. The related allowance for credil losses on these impaired
loans at December 31, 2003 and 2002 was $198,000 and $194,000,
respectively. The average recorded investment in impaired loans during
2003, 2002 and 2001 was $651,000, $782,000 and $1,175,000, respectively.
Interest income on impaired loans, if appropriate, is recognized on a cash
basis. No interest income was recognized for impaired loans in 2003 and
2002, Interest income recognized lor impaired loans totaled $2,000 for the
yeur ended December 31, 2001

At December 31, 2003 and 2002, nonaccrual loans totaled $634,000
and $466,000, respectively, Interest foregone on nonaccrual loans totaled
$27,000, $62,000 and $46,000 for the years ended December 31, 2003, 2002
and 2001, respectively,

Salarics and employee benefits (otating $214,000, $163,000 and $91,000
have been deferred as loan origination costs for the years ended
December 31, 2003, 2002 and 2001, respectively,
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4. EQUIPMENT LEASED TO OTHERS
Equipment leased to others consisted of the following:
December 31

2003 2002

(In thousands)

Compuler equipment 653 % 3,192
Accumulaled depreciation B1%) (2,749
Allowance for residual losses (203)

$ 38 B 240

Changes in the allowance for resicdlual losses were as follows:

Year Fnded December 31,
2003 2002 2001

(Tn thousands)

Balance, beginning of yeur 203 % 20% % 104
Losses charged (o provision n
(Reduction in) provision

for allowance included

in operations 100

Balance, end of yeur $ $ 203 % 203

Depreciation expensc totaled $405,000, $977,000 and $1,208,000 for the:
years ended December 31, 2003, 2002 and 2001, respectively,

Minimum future rental income on operaling leases for the year ending
December 31, 2004 is $38,000.

5. BANK PREMISES AND EQUIPMENT
Bank premises and equipment consisted of the following:
December 31,

2003 2002
(In thousands)

Land ; 250 § 250
Buildings and improvements 1,161 1,183
Furniture, fixtures and equipment 3,449 3,145
Leaschold improvements 1,734 1,515

6,594 6,095
Less accumulated depreciation
and amortization

(3.609) (2.964)

$ 2945 § 3131

Depreciation and amortization included in occupancy and equipment
expense totaled $721,000, $575,000 and $414,000 for the years ended
December 31, 2003, 2002 and 2001, respectively.

6. ACCRUED INTEREST RECEIVABLE AND OTHER ASSETS
Accrued interest receivable and other assets consisted of the following:
December 31,

2003 2002
(In thousands)

Acerued interest receivable $ 1,239 § 1,207
Cash surrender value of life insurance (Note 13) 5,879 5,581
Net deferred 1ax assets (Note 9) 8503 419
Prepaid expenses 287 221
Federal ITome Loan Bank stock 572 659
Other 641 790

9,421 % 8,877

7. DEPOSITS
Interest-bearing deposits consisted of the Tollowing:
December 31,

2003 2002
(In thousands)

16,888 $
71,382
44,547
25,980
34,825

14,918
59,392
40,867
21,624
35,694

Savings

Money market

NOW accounts

Time, $100,000 or more
Time, under $100,000

$ 193,620 $ 172515

Aggregate annual maturities of time deposits are as follows
(In thousands):

Year Ending December 31
2004 $ 49,436
2005 10,108
20006 1,259

$ 60,803
Interest cxpense recognized on inlerest-hearing deposits consisted of the

following:

Year Ended December 31,
2003 2002 2001

(In thousands)

Savings ! 66 $ 88§ 144
Moncy market 659 817 1,366
NOW accounts 49 80 119
Time certificates of deposit 1,230 1,408 2,486

2004 % 2,393 % 4,115
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8.  SHORT-TERM BORROWINGS, LONG-TERM DEBT AND OTHER
BORROWING ARRANGEMENTS

short-lerm Borrowings und Tong-Term Debt

Advances [rom the Federal Home Loan Bank of San Francisco at
December 31, 2003 and 2002 consisted of the following:

2003 2002

Amount Ratc  Maturity Date
(Dollars in thousands)

Amount. Rate  Malurity Date
(Doflars in thousands)

$ 1000 2.44%
1,000 3.33%

May 7, 2003
Naov, 20, 2003

$ 2000 3.28% Feb. 23, 2004 2,000 3.28%  Feh, 23, 2004
3000 3.38% March 4, 2004 3,000 3.38% March 4, 2004
1L,00D  3.70% April 15, 2004 1,000 3.70%  April 15, 2004
1,000 3.99% Nov. 22, 2004 1,000 399% Nov. 22, 2004
7,000 9,000

(7,000) Less short-term portion (2,000) Less short-term portion

$ - $ 7,000

The advances are sccured by investment securities with amortized costs
totaling $8,148,000 and $13,809,000 and market values 1otaling $8,474,000
and $14,823,000 at December 31, 2003 and 2002, respectively. The
Bank's credit limit varies according to the amount apd composition of the
investment and loan portfolios pledged as collateral.

Other Borrowing Arrangements - The Bank had vnsecured lines of credit
wilh its correspondent banks which, in the aggregate, amounted to
$9,000,000 and $8,000,000 at December 31, 2003 and 2002, respectively, at
interest rates which vary with market conditions, ‘The Bank also had a line
of credit with the Federal Rescrve Bank of San Francisco 4l

December 31, 2003 and 2002 which hears interest at the prevailing
discount rate collaleralized by investment securities with amortized costs
tonaling $1,028,000 and $3,833,000 and market values totaling $1,090,000
and $3,946,000, respectively. At December 31, 2003 and 2002, the Bank
had no outstanding borrowings under these lines of credir,

9. INCOME TAXES

The expense (benefit) for income taxes for the years ended
ecember 31, 2003, 2002 and 2001 consisted of the following:

Federal State Total
(In thousands)

2003

Current § 1,258 § 280 % 1,538

Deferred (06) 57 (39)
INCOME tax CXpense 4§ 1,162 % 337 % 1,499

Current $ 885 % 266 % 1,151

Deferred 189 (92) 97
INCome tax cxpensc $ 1,074 % 174§ 1,248

2001

Current $ 983 % 227 % 1,210

Deferred 54 11 05
Income tax expensc $ 1.037 § 238 % 1,275

Deferred tax asscts (Habilities) consisted of the following:

December 31,
2003 2002
(In thousands)

Deferred tax assets:

Allowance for credit losses $ 339 538
Orther reserves 60 76
Bank premiscs and equipment 34 210
Deferred compensation 834 068
Tuture benefit of State deferred tax lability 34

Total deferred tax assels 1,505 1,492

Deferred tax liabilities:

Other accruals (173) (140)

Tuture liability of State deferred tax asset (59)
Pnrealized gain on available for-sale

investment securitics (529) (874)

Total deferred tax Tiabilities (702) (1,073)

Net deferred tax asscis $ 803 & 419

‘I'he expense for income taxes differs from amounts compuied by
applying the statutory Federal income tax rites (0 operating income before
income taxes, The significant items comprising these differences for the
years ended December 31, 2003, 2002 and 2001 consisted of the following:

2003 2002 2003
Federal income ax expense, at
slatatory rate 34.0 U 34.0 % 34.0 %
State franchise lax cxpense, net
ol Tederal tax effect 6.1 % 2.8 % 6.7 %
Tux exempt income, net (5.1)% (4.13%% (5.8)%
Company owned life
insurance, net (2.2)% (2.2)% (1.8)%
Other (2.00% 0.4 % 1.8 %
Total income tax cxpense 30.8 % 309 % 34.9 %

As discussed in Note 1, the Company’s subsidiary, the Bank, formed
CVCR in June 2002, The Company realized certain favorable tax treatments
related to the formation of CVCR in its consolidated California state tax
filing for 2002, Managemenl believes it has appropriately recognized these
tax benefits, Iowever, should the favorable tax teatment be disallowed
by the California Franchise Tax Board or conceded by the Company,
adlditional tax payments ranging from $140,000 (o $173,000 woulkl be due.
The Company did not recognize similar tax bencfits in 2003.

10. COMMITMENTS AND CONTINGENCIES

Leases - The Bank leases certain of its branch facilitics and administrative

]

offices under noncancelable operating leases. Rental expense included in
occupancy and equipment and other expense totaled $334,000, $235,000
and $193,000 for the years ended December 31, 2003, 2002 and 2001,
respectively.
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10. COMMITMENTS AND CONTINGENCIES (Continucd)

Future minimum lease payments on noncancelable operating leases arc as
follows (in thousands):

Year Ending December

2004 b 349
2005 311
2006 239
2007 181
2008 164
Therealter 266
$ 1,510

The Bank has lease renewal options for its branch facilities and

administrative offices as follows:

Location

Lease Expiration Date Renewal Options

Clovis - SBA August 31, 2004
Clovis - Real Estate December 1, 2005
Clovis - Administration  August 14, 2006
Clovis - Training April 30, 2005

Fig Garden March 15, 2005
Fig Garclen Seplember 1, 2010
Shaver Lake May 31, 2005
Kcerman September 30, 2004
Sacramento April 30, 2007
River Park March 31, 2012
Clovis - In-Store Branch July 1, 2003

Two three-year terms
Two five-yeur terms
T'wo one-year terms
One three-year term
One five-year term
One eight-ycar term
One five-year term
‘Three one-year terms
One five-year term
Two five-year terms
One five-year term

Federal Reserve Requirements - Banks are required 1o maintain rescrves
with the Federal Reserve Bank cqual 1o a percentage of their reservable
deposits. The average amount of such reserve balances required at
December 31, 2003 and 2002 was $233,000 and $311,000, respectively.,

Correspondent Banking Agreements - ‘The Bank maintains funds
on deposit with other federally insured financial instiwtions under
correspondent banking agreements. Uninsured deposits totalec
$12,918,000 at December 31, 2003,

Financial Instruments With Off-Balance-Sheet Risk - The Bank is @ purty
to financial instruments with off-hbalance-sheet risk in the normal course
of business in order 1o meet the financing necds of its customers and to
reducc its own exposure 1o fluctuations in interest rales. These financia)
instruments consist of commitments to extend credit and letters of credit.
These instruments involve, to varying degrees, clements of credit and
intercst rate risk in excess of the amount recognized on the balance sheet.

The Bank’s exposure to credit loss in the event of nonpetformance by
the other party for commitments 1o extend credit and letlers of credit is
represented by the contractual amount of those instruments. The Bank
uses the same credit policies in making commitments and letters of credil
as it does for loans included on the balance sheet.

The following financial instruments represent off-balance-sheet credit risk:

December 31
2003 2002

(In thousands)

Commitments to extend credit b 91,469 % 65,211
Letters of credit $ 1,180 $ 1,177

Commitments to extend credit consist primarily of unfunded single-
family residential and commercial real estate construction loans and
commercial revolving lines of credit. Construction loans are established
under standard underwriting guidelines and policies and are secured by

deeds of trust, with dishursements made over the course of construction.
Commercial revolving lines ol credit have a high degree of industry
diversification, Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Since many
of the commitments arc cxpected to expire without being drawn upon,
the total commitment amounts do not necessarily represent luture cash
requirements. Standby letters of credit are generally secured and arc issued
by the Bank to guarantee the performance of a customer to a third party.
The credit risk involved in issuing letters of credit is cssentially the same as
that involved in extending loans to customers.

Al December 31, 2003, commercial loan commitments represent
approximately 50% of total commitments and are generally sccured
by collateral other than real estate or unsecured. Real estate loan
commitments represent 28% of total commitments and are generally
secured by property with a loap-to-value ratio not to excead 80%.
Consumer loan commitments represent the remaining 22% of wotal
commitmerits and are generally unsceured. In addition, the majority of the
Bank’s loan commitments have variable interest rates.

Concentrations of Credit Risk - At December 31, 2003, in management's
judgment, 4 concentration of loans existed in commercial loans and real-
estate-related loans. At that date, approximately 91.4% of the Bank’s Joans
were commercial and real-estate-related, representing 29.7% and 61.7% of
total loans, respectively.

At December 31, 2002, in management’s judgment, a concentration of
loans existed in commercial loans and real-estate-related loans, AL that
date, approximately 94.4% of the Bank's loans were commercial and real
estate-related, representing 32.4% ancd 62.0% of total loans, respectively.

Although management believes the loans within these concentrations
have no more than the normal risk of collectibility, a substantial decline
in the performance of the economy in general or 4 decline in real estate
values in the Company’s primary market area, in particalar, could have
an adverse impact on collectibility, increase the level of real-estale-related
nonperforming loans, or have other adverse cffects which alone or in the
aggregate could have a material adverse effect on the (inancial condition of
the Company.

Contingencies - The Company is subject to legal procecdings and

claims which arise in the ordinary course of business. In the opinion of
management, the amount of ultimate liability with respect to such actions
will not materially affect the consoliduted financial position or consolidated
results of operations of the Company.

11. SHAREHOLDERS' EQUITY

Regulatory Capital - The Company and the Bank arc subject to certain
regulalory requirements adminisiered by the Board of Governors of the
Federal Rescrve System and the Federal Deposit Tnsurance Corporation
(FDIC). Tailure 1o mect these minimum capital requirements can initiate
certain mandatory, and possibly additional discretionary, actions by
regulators thar, if undertaken, could have a direct material effect on the
Company’s consolidated linancial statements. Under capital adequacy
guidelines and the regulatory framework {or prompt corrective action,

the Bank must meet specific capilal guidelines that involve quantitative
measurcs of the Bank’s assets, liabilitics and certain off-balance-sheet items
as caleulated under regulatory accounting practices. 'The Company’s and
the Bank’s capital amounts and classification are also subject to qualitative
judgments by the regulators about components, risk weightings and other
factors.

Quantitative measures established by regulation (o ensure capital
adequacy require the Company and the Bank to maintain minimum
amounts and ratios of total and Tier 1 capital to risk-weighted assets and of
Tier 1 capital to average assets. Each of these components is defined in the
regulations. The consolidated average assels and risk-weighted assets of
the Company and the average assets and risk-weighted assels of the Bank
were nol materially different at December 31, 2003 and 2002, Management
believes that the Company and the Bank meet all their capital adequacy
recuirements as of December 31, 2003,
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11. SHAREHOLDERS' EQUITY (Continued)

Regulatory Capital (continued) - In addition, the most recent nothcation
from the TDIC categorized the Bank as well capitalized under the regulatory
framework for prompt corrective action. To be categorized as well
capitalized, the Bank must maintain minimoum total risk-based, Tier 1 risk-
hased and Tier 1 leverage ratios as set forth below. There are no conditions
ar events since that notification that management helieves have changed
the Bank’s category.

2003 2002
Amount  Ratic  Amount  Ratio
(Dollars inn thoasands)

Ticr 1 Leverage Ratio
Central Valley Community Bancorp
and Subsidiary $ 0 25595 7.8% § 0 22236 8.0%
Central Valley Community Bank $ 0 24509 7.5% $ 0 20974 T.0%
Minimum requircment for
“Well-Capitalized” institution $ 16,314 5.0% $ 13,915 5.0%
Minimum regulatory requirement  $ 13,020 4.0% % 11,132 4.0%

ficr 1 Risk-Based Capital Ratio

Central Valley Community Bancorp

and Subsidiary $ 25595 11.7% $ 22,236 12.0%

Central Valley Community Bank 3 24,509 11.2% § 20,974 11.3%

Minimum requirement for

“Well-Capitalized” institution $ 13,101 6.0% § 11,129 6.0%

Minimum regulatory requircment § 8713 4.0% % 7,419 4.0%

Total Risk-Based Capital Ralio

Central Valley Community Bancorp

and Subsidiary 4 28,020 12.8% $ 24,550 13.2%
Cepiral Valley Community Bank $ 0 26934 12.3% & 23288 12.6%

Minimum requirement for

Well-Capitalized” institution $ 21,834 10.0% $ 18,349 10.0%
Minimum rcgulatory requirement  § 17,426 8.0% $ 14,839 8.0%

stock Split - On January 6, 2003, the Company effected a two-for-one
stock split. All per share, shares outstanding and stock option data in the
consolidated financial statements have been retroactively restated 1o reflect
the stack split.

Dividends - On May 21, 2003, the Board of Directors declared a §.10 per
share cash dividend to shareholders of record at the close of business on
Junc 2, 2003, paid on or about June 30, 2003. On February 13, 2002, the
Board of Directors declared a $.05 per share cash dividend to sharcholders
of record at the close of business on March 1, 2002, paid on or about March
31, 2002. No cash dividends were paid during 2001.

'The Company’s primary source of income with which to pay cash
dividends is dividends from the Bank. The California Financial Code
restricts the total amount of dividends payable by a bank ar any time
withoul obtaining the prior approval of the California Department of
Financial Institutions to the lesser of (1) the bank’s retained carnings or (2)
the bank’s net income for its last threc fiscal years, less distributions made
1o shareholders during the sume three-year period. At December 31, 2003,
retained earnings of $6,767,000 were [ree of such restrictions,

Share Repurchase Plan - During 2003, 2002 and 2001, the Company
approved stock repurchase plans authorizing the purchase of shares up w
a total cost of $300,000, or approximately 2%, 3% and 3%, respectively, of
its common stock, in each year. As of December 31, 2003, 2002 and 2001,
the Company repurchased 5,463, 40,812 and 51,800 shares at a total cost of
$81,000, $483,000 and $499,263, respectively.

Earnings Per Share - A reconciliation of the numerators and denominators
of the busic and diluted carnings per share computations is as follows:

Year Ended December 31,
2003 2002 2001

(In thousands except. shage
and por share amounts)
Basic Curnings Per Share:

Net income § 3,372 % 2,784 % 2,378

Weighted average

shares outstanding 2,580,352 2,585,433 2,594,332

Net income per share $ 130 % 1.08 % 92
Diluted Tarnings Per Share:

Net income $ 3372 % 2784 % 2,378

Weighted average

shares outstanding 2,586,352 2,585,433 2,594,332

Effect of dilutive stock options 242 486 156,310 84,208
Weighted average shares

of commonstock and common

stock equivalents 2,528 838 2,741,743 2,678,630
Net income per diluted share $ 1.19 & 102§ 89

Stock Oplions - During 1992, the Bank established a Stock Option Plan

for which shares are reserved for issuance to cmployees and directors
under incentive and nonstatatory agreements. The Company assumed

all obligations under this plan as of November 15, 2000, and options t©
purchase shares of the Company’s common stock were substituted for
options 1o purchase shares of common stock of the Bank, The plan requires
that the oplion price may not be less than. the fair market value of the stock
at the date the option is granted, and that the option price must be paid in
full at the time it is exercised. The options under the plan cxpire on dates
determined by the Board of Directors, but not later than ten years from the
dale of grant. The vesting period is determined by the Board of Direciors
and is generally over five years. Quistanding options under the 1992 plan
are excrcisable until their expiration; however, no new options will be
granted under this plan.

On Novernber 15, 2000, the Company adopted, and subscquently
amended on December 20, 2000, the Central Valley Community Bancorp
2000 Stock Option Plan for which 686,090 shares are reserved for issuance
to employees and directors under incentive and nonstatutory agreements.
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Stock Options (continued) - A summary of the combined activity of the
plans, adjusted to give effect to stock splits, follows:

2002 2001
Weighted Weighted
Average Average
Exercise Exercise
Price Price

2003
Weighted
Average
Exercise
Vrice

Shares Shares Shares

Options
outstanding,
beginning
of year 531,088 § 8.02

Options granted 78,100 $17.21

Options exercised  (31,148) § 7.86

Options canceled  (12,250) $ 8.90

Options
outstanding,
end of year

Options
cxercisable,
end of year

250,450 $ 6.53
320,276 % 8.10
(15,596) $ 4.17
(13,7000 § $.20

541,430 § 7.49
51,000 $10.91
(43,3400 § 4.66
(18.002) % 8.33

363,790 $ 9.28 531,085 $8.02 541,430 § 7.49

287,400 % 7.98 234,278 $7.98 188,018 § 7.36

A summary of oplions outstanding at December 31, 2003 follows:

Number of
Options
Exercisablc
December 31,
2003

Number of
Options Average
Outstancing  Remaining
December 31, Contractual
2003 Lifc

Weighted

Range of Lxcrcise Prices

$ 6.5010%7.75
$ 81810 $9.50
$ 10.03 10 $11.63
$ 155010 $19.00

233,580
202,660
50,000
77,5350

6.5 ycars
0.2 years
8.5 years
9.5 years

117,700
159,500
10,200

563,790 287,400

12. OTHER EXPENSES
Other cxpenses consisted of the following:
Year Ended December 31,

2003 2002 2001
(In thousands)

Dala processing b $ 746 772
Advertising 524 367
Audit and accounting fees 334 227
Legal fees 158 170
Other expenses 1,78%

3,545 $ 3,252

13. EMPLOYEE BENEFITS

401(k) and Profit Sharing Plan - The Bank has established a 401(k) plan
covering substantially all employees who have completed a six-month
period in which they are credited with at least 1,000 hours of scrvice.
Participants in the profic sharing plan are eligible to reccive employer
contributions after completion of two years of service. Bank contributions
are determined at the discretion of the Board of Dircetors. Pasticipants
arc automatically vested 100% in all employer contributions. The Bank
contributed $120,000, $100,000 and $125,000 to the profit sharing ptan in
2003, 2002 and 2001, respectively.

Additionally, the Bantk may clect 1o make a malching contribution to the
participants’ accounts, The amount contributed is announced by the Bank al
the beginning of the plan year. For the years ended December 31, 2003 and
2002, the Bunk made 2 100% matching contribution on all deferred amounts
up 1o 3% and a 50% matching contribution on all deferred amounts above
3% to a maximum of 5% of eligible compensation. For the year ended
December 31, 2001, the Bank made a 50% matching contribution on all
deferred amounts up to 5% ol eligible compensation. For the years ended
December 31, 2003, 2002 and 2001, the Bank made malching contributions
lotaling $157,000, $128,000 and $70,000, respectively.

Deferred Compengation Plan - The Bank has a nonqualified Deferred
Compensation Plan which provides dircctors and a former key executive
with an unfunded, deferred compensation program. Under the plan, cligible
participants may elect to defer some or all of their current compensation or
director fees, Deferred amounts earn interest at an annual rate determined
by the Board of Directors (6% at December 31, 2003). At December 31,
2003 and 2002, the total net deferrals included in other liabilities were
$1,107,000 and $1,093,000, respectively.

In connection with the implementation of the above plan, single
premium universal life insurance policies on the life of each participant
were purchascd by the Bank, which is beneficiary and owner of the
policies. 'The cash surrender value of the policies totaled $3,690,000 and
$3,482,000 at December 31, 2003 and 2002, respectively, and is included
in accrued interest receivable and other assets on the consolidated balance
sheet. The current annual tax-free inlerest rates on these policies is 6.1%.

Salary Continuation Plans - The Board of Directors approved salary
continuation plans for certain key executives during 2001, Under these
plans, the Bank is obligated to provide the executives with annual benefits
for fifieen years afler retirement. These benefits are substantially equivalent
to those available under split-dollar life insurance policies purchased by the
Bank on the life of the exccutives. In addition, the estimatee present value
of these future benefits arc accrued from the effective date of the plans until
the executives’ expected retirement date. ‘The expense recognized under
these plans for the years ended December 31, 2003, 2002 and 2001 totaled
$236,000, $203,000 and $161,000, respectively.

In connection with these plans, the Bank purchased single premium
life insurance policies with cash surrender values totaling $2,189,000 and
$2,009,000 at December 31, 2003 and 2002, respeclively, which are included
on the consolidated balance sheet in accrued interest receivable and other
assets, Income recognized on these policies, net of related expense, for the
years ended December 31, 2003, 2002 and 2001 totaled $90,000, $111,000
and $98,000, respectively.

14. LOANS TO RELATED PARTIES

During the normal course of business, the Bank cnters into loans with
related parties, including executive officers and directors. ‘These loans are
made with substantially the samce terms, including rates and collateral, as
loans to unrelated parties, The [ollowing is 4 summary of the aggregate
aclivity involving related party borrowers (in thousands):

Balance, January 1, 2003 b 567

Disburscments 76
Amounts repaid (260)

Balance, December 31, 2003

Undisbursed commitments to rclated partics,
December 31, 2003




15. COMPREHENSIVE INCOME

Comprehensive income is a4 morc inclusive financial reporting
methodology that includes disclosure of other comprehensive income
that historically has not been recognized in the caleulation of net
income. Unrealized gains and losses on the Company’s available-for-
sale investment securitics are included in other comprebensive income,
Total comprehensive income and the components of decumulated other
comprebensive income are presented in the Consalidated Statemnent of
Changes in Shareholders’ Fquity.

At December 31, 2003, 2002 and 2001, the Company held securities
classificd as available-for-sale which had unrealized gains or losses as
follows:

Tax
Before (Benelit) After

Tax Expensc Tax

(Tn thousands)

For the Yeuar Ended December 31, 2003

Other comprehensive loss:

Unrealized holding losses $ (1,580) % 502 % (1,084)
Less reclassification
adjustment for net gains
included in net income 506 (157) 349
Total other
‘ comprehensive loss $ (1,080 $ 35 $ (735)

Tor the Year Ended December 31, 2002

Other comprehensive income:
Unrealized holding gains $ 1,016 § (185) $ 831
Less reclassification
adjustment for net gains

included in net income 27 ) 19
Total other
comprehensive income  § 98Y % (77 % 812

Tor the Year Ended December 31, 2001

Other comprehensive income:
Unrealized holding gains % 792 % (316 $ 476
Less reclassification
adjustment for net gains
included in net income 468 (187) 281

Total ather

comprehensive income  § 324 % (129 § 195

16. DISCLOSURES ABOUT FAIR VAILUE OF FINANCIAL
INSTRUMENTS

Disclosures include cstimated fair values for financial instruments for
which it is practicable to estimate (air value. These estimates are made at a
specific point in lime based on relevant markel data and information about
the financial instruments. These estimates do not reflect any premium or
discount that could result from offering the Company’s entire holdings of 2
particular financial instrument for sale at one time, nor do they attempt to
estimate the value of anticipated future business related to the instruments.
In addition, the tax ramifications related to the realization of unrealized
gains and losses can have a significant effect on fair value estimates and
have not been considered in any of these cstimates.

Because no market exists for a significant portion of the Compuany’s
financial instruments, fair value estimates are based on judgments
regarding currenl economic conditions, risk characteristics ol various

fnancial instruments and other factors. These estimates are subjective in
nature and involve uncertainties and matters of significant judgment and
therefore cannot be determined with precision. Changes in assumplions
could significantly affeet the fair values presented.

The following methods and assumptions were used by the Company
to estimate the fair value of its nancial instruments at December 31, 2003
and 2002;

Gash and cash_cquivalents - For cash and cash equivalents, the carrying
amount is estimated to be fair value,

Available-(or-sale invesunenl sccurities and interest-bearing deposits in
other banks - For investment securities and deposits, fair values are based
on quoted markel prices, where available. If quoted market prices are not
available, fair valucs are estimated using quoted market prices for similar
securitics and deposits and indications of value provided by brokers.

Loans - For variable-rate loans that reprice frequently with no significant
change in credit risk, fair values are based on carrying valucs, Fair values
for uther loans are estimated using discounted cash flow analyses, using
interest rates heing offered at each reporting date for Joans with similar
terms to borrowers of comparable creditworthiness, The carrying amount
of accrued interest receivable approximates its fair value.

Cash surrender value of life insurance policies - The fair value of life
h surrender values at each reporting

insurance policics are based on ¢
date as provided by the insurers.

- The fair values of fixed-rate
barrowings are estimated by discounting their fulure cash flows using rales
at each reponting date for similar instruments,

Deposits - The fair values (or demand deposits are, by definition, equal
1> the amount payable on demand at the reporting date represented by
their carrying amount. Fair values for fixed-rate certificates of deposit are
estimated using a discounted cash flow analysis using interest rates being
olfered at each reporting date by the Bunk for certificates with similar
remaining maturities. The carrying amount of accrued intercst payable
approximates its fair value,

Commitments 1o extend credit and letters of credit - Conunitments

to extend credit are primarily for adjustable rate loans. For these
commitments, there are no differences between the committed amounts
and their fair valucs. Commitments (o fund fixed rate loans and leters of
credit are at rates which approximate fair value at each reporting date.
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DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL STATEMENT OF INCOME
INSTRUMENTS (Continued) For the Years Ended December 31, 2003, 2002 and 2001
(In thousands)
Dccember 31, 2003 December 31, 2002

2003 2002 2001

Carrying Fair Carrying Fair Income:
Amount Value Amaount Value Dividends declared by
(In thousands) subsidiary - eliminated
Financial assets: in consolidation
Cash and duc Interest — eliminated in
from banks § 24375 § 24,375 § 18,804 ¢ 18,804 consolidation
Federal funds sold 10,956 10,956 17,678 17,678 Other income
Interest-hearing
deposits in other Total income
banks 500 500 500 500
Investment sccuritics 95,844 95 844 77,723 77,723 Expenscs:
Loans 183 849 187,520 156,293 164,023 Professional fees
Cash surrender Other expenses
value of life
insurance policics 5,879 5,879 5,581 5,581 Total expenses
Accrucd interest
receivable 1,239 1,239 1,207 1,207 (Loss) income before
cquity in undistributed
Financial liabilitics: income of subsidiary (204)
Deposits $ 290,565 % 200,090 $ 246,337 § 245,751
Short-term Equity in unclistributed net
borrowings 7,000 6,993 2,000 2,000 income of subsiciary 3,532 1,857
Long-term clebt 7,000 6,922
Accrued interest Income before income taxcs 3,528 2,709
payable 224 - 201 261

Income tax benefit 44 75

Ofl-balance-sheet financial instruments:
Commilments to Net income 3,372 % 2,784
extend credit § 91,469 § 91,469 65211 § 65211
Letters of credil 1,180 1,180 1,177 1,177

17. PARENT ONLY CONDENSED FINANCIAL STATEMENTS
BALANCE SHEET
December 31, 2003 and 2002

(In thousunds)

ASSETS 2003 2002

Cash and due from banks b 361§ 64
Investment in subsidiary 25,634 22,837
Other assets 799 674

Total asscts b 20,794 24,195

LIABILITIES AND
SHAREIOLDERS BQUITY

Liabilitics ! 74 __ 96

Shareholders” equity:
Common stock 6,006 5,854
Retained earnings 19,501 16,387
Accumulated other comprehensive income 1,123 1,858

‘T'otal sharcholders’ cquity 26,720 24,009

Total liabilitics and shareholders’ equity 20,794 24,195
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17. PARENT ONLY CONDENSED FINANCIAL STATEMENTS (continued)

STATEMENT OF CASH FLOWS
For the Years Ended December 31, 2003, 2002 and 2001
(In thousands)

2003 2002 2001
Cash (lows from operating activitics:
Net income $ 3,372 $ 2,784 $ 2,378
Adjustments to reconcile net income to net cash (used in) provided by operating activities:
Undistributed net income of subsidiary (3,532) (1,857) (1,378)
(Increasc) decrease in other assets (47) 33 (582)
(Decrease) increase in labilites (22) 77 19
Net cash (used in) provided by operating activities (229) 1,037 437
Cash Nows (rtom [inancing activitics:
Share repurchase and retirement (81) (183) (“199)
Proceeds from excreise of stock options 245 202 83
Cash paid for dividends (258) (130 -
Net cash used in financing activitics (94) (A11) (416)
(Decrease) increasc in cash and cash equivalents (323) 626 21
Cash and cash equivalents al beginning of year 684 58 37
Cash and cash equivalents at end of year $ 361 $ OR4 $ 58
Non-cash investing activitics:
Net change in unrealized gain on available-for-sule investment securities $ (1,080) $ 989 $ 324
Non-cash financing activities:
Tax benelit from stock options exercised $ 78 $ 86 $ -

18. SUBSEQUENT EVENT

(1 January 2004, the Company announced its intent o purchase up to $500,000 of its common stock through a stock repurchase plan that will be effective
beginning January 21, 2004 and ending December 31, 2004.




Auditor’s Report

The Shareholders and Board of Directors
Central Valley Community Bancorp and Subsidiary

We have audited the accompanying consolidated bulance sheet of Central Valley Community Bancorp and subsidiary
as of December 31, 2003 and 2002 and the related consolidated statements of income, changes in shareholders’ equity
and cash flows for cach of the years in the three-year period ended December 31, 2003, These consolidated (inancial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards gencrally accepted in the United States of America.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated Anancial position of Central Valley Community Bancorp and subsidiary as of December 31, 2003 and 2002
and the consolidated results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2003, in conformity with accounting principles generally accepted in the United States of America.

/9,7 . Sl et

Sacramento, California
January 14, 2004, except for Note 18, as
to which the date is January 21, 2004




Selected

Financial Data

Years Ended December 31,
(In thousands, except per share amounts)

Operations for the year: 2003 . 2002 2001 2000 1999
Total interest income $ 14,970 $ 14,536 $ 14,577 % 13560 4§ 11,353
Total interest expense 2,290 2,728 4,138 4,247 3,344
Net interest income before provision for credit losses 12,680 11,808 10,459 9,313 8,000
Provision for credit losses - - (623) (50) (1,270)
Nel interest income after provision lor credit losses 12,680 11,608 9,816 9,263 6,739
Non-interest income 4,540 4,212 4,692 3,528 2,997

17,226 16,020 14,508 12,791 9,736
Non-intercst expensc 12,335 11,988 10,855 10,114 8,811
Income [rom continuing operations before income Laxes 4871 4,032 3,693 2,677 925
Income tax expense 1,499 1,248 1,275 904 208
Net income from continuing operations $ 3372 % 2784 % 2378 % 1,773 % 717
Net income $ 3372 % 2784 % 2378 % 1,748 % 718
Basic carnings per share from continuing operations (1) $ 1.30 % 1.08 % 0.92 % 0.68 % 0.28
Basic carnings per share (1) $ 130 % 1.08 § 092 % 067 & 0.28
Diluted earnings per share from continuing operations (1) $ 119 % .02 § 089 % 0.67 § 0.27
Diluted carnings per share (1) $ 1.19 % 1.02 % 089 $ 0.66 % 0.27
Cash dividends declared per comman share (1) $ 010 & 0.05 - $ $0.05  § -

(1) On December 18, 2002, the Board of Directors declared a two-for-one stock split, effective January 6, 2003. All per share data in the selected
financial data has been retroactively restated to reflect the stock splic

December 31,

(In thousands)

Balances at end of year: 2003 2002 2001 2000 1999
Investment securities, Federal funds

sold and other deposits $ 107,300 % 95,901 § 064,746 § 78,955 % 62,695
Net loans 183,849 156,293 130,797 93,973 79,017
Total deposits 290,565 246,337 192,132 180,952 149,147
Total assets 327,930 283,006 219,067 202,167 167,003
sharcholders” equity 26,720 24,099 20,828 18,670 15,816
Farning assels 201,922 251,895 196,374 173,655 144,588
Average balances: 2003 2002 2001 2000 1999
Investment sccuritics, Federal funds

sold and other deposits $ 101,222 % 74,111 % 70,326 % 73,091 % 068,264
Nel joans 172,310 146,264 110,293 83,476 74,695
Total deposits 270,159 212,629 183,189 158,784 147 855
Total assets 306,384 248,948 206,522 179,240 165,926
Shareholders’ equity 25,484 22,604 20,181 16,675 15,694
Larning asscts 275,279 222,067 182,418 157,244 141,258




Discus

Management’s [

of Financial Condltlon and Results of Oper hons

December 31, 2003 and 2002

Management's discussion and analysis should be read in conjunction with
the Company’s audited Consolidated Financial Statements, including the
Notes thereto, at pages 8 through 23 herein.

Certain matters discussed in this report constitute forward-looking
statements within the meaning of the Private Securities Litigation
Reform Act of 1995. All statements contained herein that are not
historical facts, such as statcments regarding the Company’s current
business strategy and the Company’s plans for future development
and operations, are based upon current expectations. These
statements are forward-looking in nature and involve a number

of risks and uncertainties. Such risks and uncertainties include,

but are not limited to (1) significant increases in competitive
pressure in the banking industry; (2) the impact of changes in
interest rates, a decline in economic conditions at the international,
national or local level on the Company’s results of operations,

the Company’s ability to continue its internal growth at historical
rates, the Company’s ability to maintain its net interest margin,

and the quality of the Company’s earning assets; (3) changes in the
regulatory cnvironment; (4) fluctuations in the real estate market;
(5) changes in business conditions and inflation; (6) changes in
securities markets. Therefore, the information set forth in such
forward-looking statements should be carefully considered when
evaluating the business prospects of the Company.

When the Company uses in this Ananual Report the words
“anticipate,” “estimate,” “expect,” “project,” “intend,” “commit,”
“believe” and similar expressions, the Company intends to identify
forward-looking statements. Such statements are not guarantees
of performance and are subjcct to certain risks, uncertainties and
assumptions, including those described in this Annual Report.
Should onc or more of these risks or uncertainties materialize,

or should underlying assumptions prove incorrect, actual results
may vary materially from those anticipated, estimated, expected,
projected, intended, committed or believed. The future results and
sharcholder values of the Company may differ materially from
those cxpressed in these forward-looking statements. Many of the
factors that will determine these results and values are beyond the
Company’s ability to control or predict. For those statements, the
Company claims the protection of the safe harbor for forward-
looking statements contained in the Private Securities Litigation
Reform Act of 1995.

INTRODUCTION

Central Valley Community Bancorp (OTC:CVCY) (the “Company”) was
incorporated on February 7, 2000, The formation of the holding company
offered the Company more (lexibility in meeting the long-term needs of
customers, sharcholders, and the communities it serves. The Company
currently has one bank subsidiary, The Company’s market arca includes
the entire central valley area from Sacramento, California to Bakersficld,
California. To garner public acceptance beyond the Clovis-Tresno arca, the
Company made a decision in the first half of 2002 10 change the name of
its one subsidiary, Clovis Community Bank, to Central Valley Community
Bank (the “Bank™).

During 2003, the Company focused on gaining the benefits of the new
offices opened in 2002 and assuring competitive products and services
o our clients while adjusting to the many new laws and regulations that
affect the banking industry. Identity theft, terrorism, and the resulting
compliance requircments are ol utmost importance to the Company. No
new branches or relocations were undertaken in 2003, During 2002, the
Bank relocated its River Park and Tig Garden Offices in Fresno, California
to new expanded siles and opened an office in Kerman, California and a
private banking facility in Sacramento, California.

The Bank anticipates additional branch openings to meet the growing
service needs of its customers through establishment of new branches
or bank or branch acquisitions. The Company anticipates opening a full
scrvice retail office in the Fresno downtown arca in late 2004 or early
2005. Branch expansions provide the Company with opportunitics to

cxpand its loan and deposit base; however, based on past experience,
management expects these new offices will initially have a negative impact
on earnings until the volume of business grows to cover fixed overhead
expenses.

In 2002, the Bank formed a real cstate investment trust, Central Valley
Community Realty, LLC (CVCR). The trust invests in the Bank's real estate
related assets and provides an alternative means (0 polentially generale
additional capital. The REIT offered preferred stock o private inveslors,
(o raise capital for its subsidiary bank in accordance with the laws and
regulations in effect al the time. Additionally, CVCR, as a real cstate
investment trust, is afforded certain tax advantages which may reduce
state income tax expense, Illowever, no assurance can be given that the
Company will be successful in accomplishing these objectives. (Refer to
“INCOME TAXES” on page 30 for further discussion of CVCR.)

ECONOMIC CONDITIONS

The local cconomy benefited lrom growth in housing and construction
fucled by record low long term interest rates and demand for new
housing and refinance activity. The Central Valley experienced significant
appreciation in home and real estate values during 2003 while remaining
relatively inexpensive compared to other major cities in the State.
Agriculture improved in most sectors with good weather and some
improvement in crop prices. The impact of the Mad Cow disease on the
cattle industry is yet unknown, but will likely have an impact on carttle
prices, Fresno County continues to have one of the highest unemployment
rales in California.

OVERVIEW

In 2003, the Company reported its highest earnings in the Company’s
history. ‘The Company had net income of $3,372,000 in 2003 compared
to $2,784,000 in 2002, The primary contributors to the increase in net
income during 2003 were a 7.4% increasc in net interest income, ancd
a4 7.9% increase in non-interest income which was partially offset by a
3.1% increase in non-interest expenses. An increase in gain on sale of
investments of $479,000 was the major contributor to the increase in non-
interest income,

Average earning assels for 2003 were $275,279,000 compared to
$222,067,000 for 2002, The major contributor to the increase in average
carning assets was the 17.3% increase in average loans and a 36.2%
increasc in average investments which were the result of the 27.1% growth
in deposits. Loan and deposit growth are discussed in more detail below.

Average assets increased 23.1% in the periods under review. Return on
average assels (ROA) and return on average equity (ROE) for the past two
years arc reflected in the following table.

For the Year For the Year

Fnded Ended
December 31, December 31,
2003 2002
ROA 1.10% 1.12%
ROT 15,2304 12.32%

Similar (0 most of the banking industry, the Company’s net interest
margin continues (o be challenged by the impact of twelve consccutive
decreases in the Federal funds interest rate by the Federal Open Market
Committee (FOMC) in the past three years. Managing the decrease in loan
yields and the effective rates paid on deposits have become increasingly
difficult as deposit rates may be near the bottom of consumer tolerance.
While the Company’s loan volume increased 17.5% in the periods under
review, interest income from loans only increased 7.3%, For additional
information, please see Market Risk for further discussion of (he Bank's
inlerest rate position.

The following (able sets forth average assets, liabilitics, and
sharcholders” equity; interest income earned and interest expense paid;
and the average yiclds carned or rates paid thereon for the years 2003 and
2002, The average balances reflect daily averages except non-acorual
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For The 12 Months Ended December 31, 2003

For The 12 Months Ended December 31, 2002

SCHEDULE OF AVERAGE BALANCES Average Average
AND AVERAGE YIELDS AND RATES Average Interest Average Interest
(Dollars in thousancds) Balance Interest Rate Balance Interest Rate
rest-carning deposits in other banks $ 500§ 13 220% | % 175 % 3 2.86%
Securities:
Taxable securities (7,238 1,981 2.95% 50,974 2,629 5.160%
Non-laxable sceurities 15842 754 4.76% 10136 __ 312 5.0%%
Total investment securilies 83,080 2,735 3.29% 61,110 3,141 5.14%
Federal funds sold 17,642 185 1.05% 12,826 195 1.32%
Total securitics 100,722 2,020 2.90% 75,930 3,336 4.51%
Loans 174,057 12,039 6.92% 147,956 11,195 7.57%
Total intercst-earning assets 275,279 11,970 5,.44% 222,067 14,536 0.55%
Allowarnice for credit losses (2,398) (2,390)
Non-accrual loans 651 GOH
Cash and due from banks 18,364 14,988
Premiscs 3,082 2,719
Other nOn-carning Asscts 10,906 10,866
Total average asscts $ 306,384 $ 14,970 $ 248948 $ 14,536
LIABILITIES AND SHAREHOLDERS' EQUITY
Interest-bearing liabilitics: ) )
Savings and NOW % 57,282 & 115 0,208 $ 17,936 § 168 0.35%
Money market aecounts 72,720 659 0.91% 52 414 817 1.56%
Time certificates of deposit, under $100,000 47,118 1,032 2.19% 38,847 1,074 2,76%
Time certificates of deposit, $100,000 and over 13,675 198 1.45% 14,251 334 2.34%
Total interest-hearing deposits 190,793 2,004 1.05% 153,448 2,393 1.56%
Other horrowed funds 8,230 286 3,480 11,277 335 2.97%
Federal funds purchased __ 13 1.09%
Total interest-hearing liabilities 199,025 2,290 1.15% 164,743 2,728 1.66%
Non-interest bearing demand deposits 79,364 59,181
Other liabilitics 2,511 2,420
Sharcholders” equity 25,484 22,604
Total average liabilities and shareholders’ equity § 306,384 § 2,200 $ 2489048 § 2,728
Interest income and rate
carned ON AVerage earming asscts $ 14,970 5.44% $ 14,536 6.55%
Intercst expense and interest cost
related to average interest-hearing labilities 2,290 1.15% 2,728 1.66%
Net interest income and net interest margin b 12,680 4.61% $ 11,808 542%

loans that were computed using month-end averages. Net interest margin
is calculated by dividing net interest income by average interest carning
assets and not computed on a taxable equivalent basis.

The Company's net interest margin decrcased 71 basis points in 2003.
The net interest margin in 2003 was 4.01% compared to 5.32% jn 2002
The decrease can be partially attributed to the declining interest rate
environment and the fact that assets generally reprice more quickly than
Kabilitics, West Coast prime rate declined 25 basis points in 2003 and
50 basis points in 2002, from 4.25% at December 31, 2002 to 4.00% al
December 31, 2003

The cffective rate on interest bearing liabilities in 2003 was 1.15%
compared to 1.66% in 2002. The Federal funds rate decreased 25 basis
points in june 2003 and 50 basis points in November 2002, Reter o
“Schedule of Average Balances and Average Yields and Rates”. However,
as stated above, the Bank may nol be able to reduce the rates paid on
deposits further. Customers may seek alternative avenucs (o increase yields
on their investments and accept higher risks than those associated with
traditional products offered by financial institutions,

Non-interest bearing deposits provide fairly inexpensive funding
for loans and offer the opportunity for the Company to enhance and
strengthen its net interest margin, However, with deposit rates at historical
lows, the advantages of this funding source arc not as significant as in
times of higher market interest rates. Average non-interest bearing deposits

increascd 34.19% from 2002 1o 2003, New busincss relationships were the
major contributor to this increase.

Yotal average deposits increased 27.1% in 2003. No one relationship
represented more than 4% of total depasits at December 31, 2003,

COMPANY LINES OF BUSINESS

‘The Company’s market focus is lending to small to medium size
commercial businesses offering both commercial and real estate loans.
The Compuny also offers retail consumer loan products. ‘These loans
offer diversification 45 to industrics and types of business, thus reducing
exposure in any one industry concentration, The Company offers both
fixed and Hoating interest rate loans and typically obtains collateral in the
lorm of real cstate, business equipment, deposit accounts, and accounts
receivable, but Inoks to business cash flow as its primary source of
repayment.

The Company also offers Small Business Administration (SBA) loans,
and agricultural lending as well. While the Company has approximately
5.0% of total loans as Section 7(a) SBA loans, it believes the recent cuts
in grants and reduced loap limit will bave limited affect as the Company’s
main strength is in SBA 504 loans which have not been affecled. For
the fourth year, Central Valley Communily Bank has been honored as
the number one SBA 304 lender in Tresno, Kings and Madera counties.
Agricultural loans increased 226% in 2003 due in part to the addition of
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the Kerman Office. Agricultural loans were 5.7% of total loans in 2003
compared t© 2.1% in 2002,

As of December 31, 2003, in management’s judgment, a concentration
of loans cxisted in commercial loans and real estate-related loans. Al thal
date, commercial and resl estate-related loans represented 29.7% and
61.7% of gross wotal loans, respectively. Similar concentrations existed
as of December 31, 2002 with commercial and real cstate-related loans
representing 32.4% and 62.0% of total loans, respectively. No one borrower
had aggregate credit commitments exceeding 4.0% of the loan portfolio al
Deecember 31, 2003,

Although management belicves the loans within these concentrations
have no more than the normal risk of collectibility, a substantial decline
in the performance of the economy in general or a decline in real estare
values in the Company's primary market area, in particular, could have
an adverse impact on collectibility, increase the level of real estale-related
nonperforming loans, or have other adverse effects which alone or in the
aggregate could have a material adverse effect on the financial condition of
the Company.

Deposits are the Company’s main source of funding for loans. As a
result of the market focus on small and medium businesses, deposits from
these businesses and their corresponding relationships are significant
contributors to this funding resource. The Company also offers numcerous
retail consumer deposit products and services to meet the needs of its
CUSIOMETS.

The Company offers a varicty of deposit accounts having a range
of interest rates and terms. The Company’s deposits consist of savings,
demand deposits, and certificate of deposit accounts. The flow of deposits
is influenced significantly by general economic conditions, changes in the
money market, prevailing interest rates and competition. The Company’s
deposits are obtained primarily from the geographic area in which its
offices are located, The Company relies primarily on customer service
and long-standing relationships with customers 1o attract and retain
these deposits, The Company does not currently have any brokered
deposits, and based on historical experience, management believes it will
continue to retain a large portion of its time deposit accounts at maturity.
Managemenl's Asscts and Liability Committee (ALCO) meels regularly
to discuss economic conditions, competition, community needs, and set
competitive rates and lees,

COMPANY’S SOURCE OF INCOME

Net interest income is the Company’s primary source of revenue. Net
interest income is the difference between the interest income received on
interest-carning assels and the interest expense paid on intercst-heuring
liabilities, Net interest income is primarily affected by two factors, the
volume and mix of interest-carning assets and interest-bearing liabilitics
and the interest rates earncd on those assets and paid on the liabilities,

Results of Qperations

Net income for 2003 increased $588,000 us compared to 2002, 'The
incredse in net income in 2003 resulted primarily from an increasc in
net interest income as increascs in non-interest income and non-interest
expense largely offsel cach other. The increase in non-interest income was
mainly attributable to the increase in gain on sale of investments in 2003.
The increase in non-interest expense can be mainly attributed to increases
in salaries and employee benefits from 2002 10 2003,

INTEREST INCOME FROM LOANS

Interest income from loans increased 7.5%, or $844,000, in 2003 as
average total loan volumes increased $26,054,000 for 2003 compared to
2002,

The increase in the average loan volume can be attributed to the
continued suceess of the Company’s strategic plan to build its core business
with the introduction of new products, seasoned commercial bankers,
and strong cmphasis on business development and customer retention

activities. The current low rate environment has also offered opportunitics
for many small businesses to make capital improvements. ‘The successes
of new offices and the expansion into the Sacramento market have also
contributed to the increase in volume. However, no assurances can be
given that this level of loan growth will continue. AL December 31, 2003
and 2002, SBA loans were $20,506,000 and $16,697,000, respectively.
Agricultural and agricultural related loans increased $7,429,000 in the
periods under review, Refer to Provision for Credit Losses below for
discussion regarding risk and risk assessments of loans.

The Company continued to purchase loans from other financial
institutions and brokers during 2003 which also contributed (o the 2003
volumes. Loans purchased in 2003 totaled $27,417,000 compared 1o
$20,139,000 in 2002.

The Company's loan 1o deposit ratio at December 31, 2003 was 64.1%
compared o 64.4% at December 31, 2002, The relatively unchanged
status can be mainly attributed o the $44,228,000 incrcase in deposits
compared 1o the $27,518,000 increase in loans in 2003,

NON-ACCRUAL LOANS

A loan is classified as non-accrual when 1) it is maintained on a cash
hasis because of deterioration in the (inancial condition of the borrower,
2) payment in full of principal or interest is not expected, or 3) principal
or interest has been in default for a perfod of 90 days or more unless the
assct is both well secured and in the process of collection.

Average non-accrual loans for 2003 were $631,000 comparcd to
$698,000 for 2002. Al December 31, 2003, the Company had $634,000 in
non-acerual loans compared (o $466,000 at December 31, 2002,

A summaty of non-accrual, restructured, and past due loans at
December 31, 2003 and 2002 is sel torth below. The Company had
no restructured or past cuc loans al December 31, 2003 or 2002,
Managemenl can give no assurance that non-accrual and other non-
performing loans will not increase in the future,

December 31, 2003
Pereent
of Total  Number
ol Non- of ol Non- of
Dollars Accrual Loans  Dollars Accrual  Loans
(Dollars in thousands)

December 31, 2002
Pereent
of Total Numbcr

Loan Type

Commercial Loans § 420 66.2% 2 103 22.0%
Agricultural Loans - - - 337 72.5%
SBA Louans $ 214 338% 2 260 5.5%

Total $_ 631 $ 466

The designation of a loan as non-accrual for financial reporting
purposes does not relieve the borrower of its obligation to pay inlerest.
Accordingly, the Company may ultimately recover all or a portion of the
interest due on these non-accrual loans, A non-accrual oan returns to
accrual status when the loan becomes contractually current and future
collectibility of amounts due is reasonably assured,

INTEREST INCOME FROM INVESTMENTS

The investment policy of the Company is established by the Board of
Directors and implemented by the Company’s Investment/Asset Liability
Committee. 1t is designed primarily to provide and maintain liquidity,
to enuble the Company to meel ils pledging requircments for public
moncy and borrowing arrangements, (o generate a favorable return on
investments withoul incurring undue interest rale and credit risk, and to
complement the Company’s lending activitics. Investments typically have
yiclds lower than loans,

The portfolio is comprised of U.8. government agency sccuritics,
morlgage-hacked sccurities, obligations of states and political
subdivisions, mutual funds, and corporate debt instruments.

Interest income from investment securities, Federal funds sold, and
interest bearing deposits in other banks decreased 12.3% in 2003, The




INTEREST INCOME FROM INVESTMENTS (Continucd)

decreasc in these categories of income can be attributed to lower Federal
funds rates and lower yvields on new investment purchases, consistent with
current market conditions.

In an effort to increase yields without acecepting unrcasonable risk,

a significant portion of new invesiment purchases have been in high
quality mortgage-backed sccurities (“MBS”) and collateralized morlgage
obligations (“CMOs"). At December 31, 2003, the Company held
$55,490,000, or 58.9% of the total investrment portfolio, in MBS and CMOs
with an average yield of 2.38% compared to $44,421,000 for 2002, or
59.2% of the total investment portfolio, with an average yield of 5.10%.
However, as interes! rates have decreased, the principal paydowns on MBS
and CMOs have increased as borrowers refinance to take advantage of the
lower rates. The Federal Reserve Board lowered the Federal funds rate a
total of 530 basis points from January 2001 (o December 31, 2003 which
creatcd, by the nature of CMOs and MBS, increased levels of principal
prepayment in the periods under review. While a portion of the paydowns
provided funding for loans, cxcess funds were generally reinvested at
lower yields than those gencrated by the original investment. Additionally,
the increased cashilows from principal prepayments create accelerated
premium amortization, which negatively affects yield and income. The
company has purchased some CMOs with prepayment penalties of 3 ycars
and 5 years to attempt to slow the pre-payments and increase yield. Refer
1o Note 2 in the “Notes 1o Consolidated Statements,” page 14 for details of
investments,

Management’s review of all investments before purchase includes
an analysis of how the security will perform under several interest
rale scenarios 1o monitor whether investments are consistent with the
Bank’s investment policy. The policy addresses issues of average life,
duration, concentration guidelines, prohibited investments, impairment,
and prohibited practices, Refer to Note 2 in the “Notes 10 Consolidated
Financial Statements,” puge 14 for further analysis and discussion regarding
continued unrcalized loss on certain investments.

The Company recognizes the interest rate risks and prepayment
risks associated with MBS and CMOs, In a declining rate environment,
prepayments from MBS and CMOs would be expected 10 increase and the
expected life of the investment would be expected (o shorlen, Conversely,
il interest rates increase, prepayments would be expected o decline and
the average life of the MBS and CMOs would be expected o extend, ‘The
Company has purchased certain of these investments which are meant to
perform well in an increasing rate environment and others that are meant
o perform well in a declining rate environment, with the ullimate goal of a
balanced portfolio.

A component of the Company’s strategic plan has been 1o use its
investment portfolio to offset, in part, its interest rate risk relating (o
variable rate loans, The Company recognized the market rate risk of the
investment portfolio in an increasing rate environment, At
December 31, 2003, the Company’s market risk related 1o its investment
portfolio was higher in an increasing rate cnvironment versus a declining
rate environment. Al December 31, 2003 an immediate rate increase of
200 basis points would resuft in un estimated decrease in the market
valuc of the Company’s investment portfolio by approximately $6,311,000.
Conversely, with an immediate rate decrease of 200 basis points, the
estimated increase in the market value of the Company's investment
portfolio would be approximately $3,342,000 at December 31, 2003,

While an immediate shock of 200 basis points is highly unlikely, as
evidenced by the changes in interest rates in the past 3 years which were
in 25 and 50 basis point increments, the Company uses those increments
o measure ils interest rate risk in accordance with regulatory requirements
and to measure the possible future risk in the investment portfolio.

INTEREST EXPENSE FROM DEPOSITS

Total interest expense in 2003 was $2,290,000 compared to $2,728,000
in 2002. ‘This $438,000, or 16.1%, decrease in interest expense occurred
notwithstanding 4 24.3% growth in average interest bearing deposits in
2003. The decrease in interest expense can be partially attributed to the
decrease in Tederal funds interest rates discussed above as well us prudent

management of foan and deposit interest rates by the Management ALCO.
Interest rates on deposits typically lag behind immediate changes in
Federal funds rates and then gencrally reflect only a percentage of the rate
changes on deposit accounts. Average interest-bearing labilitdes for 2003
were $199,025,000 compared 10 $164,743,000 lor 2002, or a $34,282,000
increase, The effective rate for interest bearing liabilities was 1.15% in 2003
compared to 1.66% in 2002, a 51 basis point decrease.

If interest rates were 10 decline or continue 1o remain unchanged in
2004, the Company could experience restraints on [urther decreases in
the rates paid on deposit products. Additonally, interest rate risk could
increase as depositors are reluctant 1o accept continued low deposit rates
and search for higher yields in investnent products other than those
offered by the Company. Conversely, if interest rales were 10 increase, the
Company could benefit from the immediate increase in loap rates without
comparable imrmediate increases in deposil rates.

Noti-interest. bearing deposits provide fairly inexpensive funding
for loans and offer the opportunity for the Company to enhance and
strengthen its net interest margin, However with deposit rates at historical
lows, the advantages of this funding source are not as significant as in
times of higher market interest rates. Average non-interest bearing deposits
increascd 34.1% o $79,364,000, or 28.5% of otal average deposits, for
2003 compared to $39,181,000, or 26.4% of (ol average deposits, for 2002,
New business relationships were the major contributor to this increase.

INTEREST EXPENSE FROM OTHER LIABILITIES

Other interest expensce increased in the periods under review as the
Company utilized its Federal Tlome Loan Bank (FHLB) credit line in 2002
in anticipation of short-lerm liguidity needs as well as to take advantage of
opportunities t© lock in low funding rates for increased loan growth, No
additional borrowings occurred in 2003, Borrowings from the FHLB were
$7,000,000 at December 31, 2003 compared to $9,000,000 at
December 31, 2002, The average maturities and weighted average rate
of the borrowings at December 31, 2003 was (.38 years and 3,48%,
respectively. The Company will continue to analyze the advantages and
disudvantages of borrowing funds versus selling investment securitics as
part of its ongoing funding apalysis.

NET INTEREST INCOME BEFORE PROVISION FOR CREDIT LOSSES

Net interest income before provision for credit losses in 2003 was
$12,680,000 compared to $11,808,000 in 2002, an increase of $872,000, or
7.4%,

PROVISION FOR CREDIT LOSSES

The Company provides for passible credit losses by a charge to
operating income based upon the composition of the loan portfolio,
past delinquency levels, losses and non-performing assets, economic
and environmental conditions and other fuctors which, in management’s
judgment, deserve recognition in estimating credit losses. Loans are
charged off when they are considered uncollectible or of such litle value
that conlinuance as an aclive earning bank assel is nol warranted.

The establishment of an adequate credit allowance is based on both
an accurate risk rating system and loan portfolio management tools. The
Board has established initial responsibility for the accuracy of credit risk
aracdes with the indivicdual credit officer. The grading is then submitted to
the Credit Administrator (CA), who reviews the grades for accuracy. The
risk grading and reserve allocation is analyzed anpually by a third party
credit reviewer and by various regulatory agencies.

The CA sets the specific reserve for all adversely risk-graded credits
quarterly, This process includes the utilization of loan delinquency reports,
classified asset reports, and portfolio concentration reporls to assist in
accurately assessing credit risk and establishing appropriate reserves,
Reserves are also allocated to credits that wre nol adverscly graded. Use of
historical loss experience within the porifolio along with peer bank loss
experience determines the level of rescrves held.

The allowance for credit losses is reviewed at least quarterly by the
Board’s Audit/Complinnce Comunittee and by the Board of Directors.
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PROVISION FOR CREDIT LOSSES (Continued)

Reserves are allocated 1o loan portfolio categorics using percentages
which are based on both historical risk elements such as delinquencics
and losses and predictive risk elements such as economic, competitive
and environmental factors, The Company has adopted the specific reserve
approach to allocate rescerves to each adversely graded asset, as well as to
cach impaired asset for the purpose of estimating potential loss exposure,
Although the allowance for credit losses is allocated 1o various portfolio
categorics, i is general in nature and available for the loan portfolio in its
entirely, Additions may be required based on the results of independent
loan portfolio examinations, regulatory ageney examinations, or the
Company’s own internal review process. Additions are also required when,
in management's judgment, the allowance does not properly reflect the
portiolio’s potentizl loss exposure,

Managing credits identified through the risk evaluation methodology
includes developing a business strategy with the customer to mitigule
the Company’s potential losses. Management CoOntnues to monitor thesc
credits with a view o identifying as carly as possible when, and to what
cxtent, additional provisions may be nccessary.

The Company made no additions to the allowance for credit losses in
2003 and 2002, due mainly to improvements in the Company’s historical
net chiarge-off ratio, which reflects net charge-ofls to beginning loan
balances for the past three (3) years. The net charge-off ratios decrcased to
0.005% for 2003 comparcd 1o 0.031% (or 2002, and 0.209% for 2001. Refer
to Note 3 of the “Notes to Consolidated Financial Stalements,” page 14 for
further details.

At December 31, 2003 und December 31, 2002, the Company’s
recorded investment in loans that were considered 1o be impaired totaled
$634,000,and $952,000, respectively. The related allowance for credit losses
on these impaired loans was $198,000 and $194,000, respectively. The
Company had no restructured loan and no accruing loans past due 90 days
or more al December 31, 2003, For information regarding impaired loans,
refer to Note 3, in the “Notes 1o Consolidaled Financial Statements,”
pagc 14.

The ratio of net credit losses w toll average loans outstanding was
0.005% in 2003 compared to 0.03% in 2002, Net charge-offs were $8,000
in 2003 and $41,000 in 2002, Non-performing loans at December 31, 2003
and 2002 werc $634,000 and $1,081,000, respectively. The ratio of non-
performing loans o the allowance for eredit losses at December 31, 2003
wis 20.1% compared to 44.4% at December 31, 2002, The allowance for
credit losses was $2,425,000, or 1.30% of total loans at December 31, 2003
compared 0 $2,433,000, or 1.53% of otal loans at December 31, 2002,
Based on information currently available, management belicves that the
allowance for credit losses should be adequate to absorb potenial risks in
the portfolio. However, no assurance can be given that the Company may
not sustain charge-offs which are in excess of the allowance in any given
period.

NON-INTEREST INCOME

As stated above, the continued pressure on nel interest margin has
resulted in many banks actively pursuing additional income through
a variety of non-iraditional bank activitics. While the Company has
investigated numerous opportunitics availuble, the risks associated with
the endeavors has reinforced its strategic plan to stand by its core banking
business strategy.

Non-interest incorme includes service charges, rental income from
equipment leased 10 others, loan placement fees and other income as well
4s gains on sales of assets and gains on sceuritics transacions.

Non-interest income increascd $334,000, or 7.9%, to $4,516,000 in 2003
from $4,212,000 in 2002. The major contributors were increascs in service
charges, loan placement fees, net realized gains on sales of investment
securitics, partally offset by a decrease in rentals from equipment leased (o
others.

Service charge income increased $293,000, or 15.2% in the periods under
review, The Company’s relatively new deposit product, Overdralt Privilege
Account, was the main contributor to the increase. Increased deposit
accounts and lower earnings credit rates for commercial deposit accounts

were also contributors to the increase. Business related deposit accounts

may carn credil for average deposit hoklings which may be used 10 offsel
service expenses. When the earnings credit is lower, the business will be

required to increase deposit holdings or pay additional service charges.

The Company earns loan placement fecs from the brokerage of single-
family resideniial montgage loans. The Company offers the service for
the convenicnee of its customers. ‘The personnel staffing in this area
has remained rclatively unchianged in the periods under review, Loan
placement lees increascd $124,000, or 34.1%, in 2003, The 550 basis
point reduction in the past three years in the Federal funds rate provided
consumers with numerous opportunities for refinancing of single-family
homes. As interest rates remain unchanged or begin 10 increase, the
opportunities for continued growth in this arca may decline. Partially
offsctting this income is the cxpensc paid in commission fees which is
cliscussed below,

Rental income from equipment leased to others decreased $609,000 or
55.7% in 2003, In addition, this income was partiaily offset by the $202,000
depreciation for losses on equipment leased to others noted below. The
decrease s mainly the result of the Company’s decision not to actively
pursue new operating lease arrangements. Equipment leased 1o others was
$38,000 at December 31, 2003 compared to $240,000 at December 31, 2002.

Net realized gain on sales of investment securities increased $479,000
to $506,000 in 2003 compared to $27,000 in 2002. ‘the Company has
utilized its investment portfolio as interest income protection as inlercst
rates decreased during the past several years. In an opportunity to partially
restructure some of this “rates down” protection, the Company sold an
agency bond and reinvested into two bonds that would offer increased
interest income in a “rates up” environment, Additionally in 2003, 4
corporate bond was sold duc to a decline in its credit ratings resulting in a
net gain.

Appreciation in cash surrender value of insurance contracts increased
$29,000 in 2003. The increase partially resulted from a $298,000 increase in
bank-owned life insurance.

NON-INTEREST EXPENSES

Total non-inlerest expenses for 2003 increased by $367,000, or 3,1%
comparcd to 2002, Non-interest expenses include salaries and employee
benefits, occupancy and equipment expenses, depreciation and provision
for losses on equipment leased to others and other expenses. The major
components of the increase were salaries and occupancy expenscs, which
were partially offsel by a decrease in depreciation on cquipment leased o
others. Non-interest expense in 2002 reflected the Bank's name change and
formation of the REI'T

Salarics and employee benefits increased $920,000, or 14.8%, in 2003
compared 10 2002, The increase can be mainly atirbuted to gencral salary
andd benefits increases that enable the Company 1o manage recent and
projected growth and retain qualified personnel. Benefit costs include
performance.incentives, salary deferral and profit sharing costs, group
health insurance, and worker's compensation insurance, Additional
personnel for the new offices that were opencd in the latter part of 2002.
Also included in the salary expensc increase arc commissions paid to the
personnel employed in the mortgage brokerage area. At staled above, the
income in the brokercd mortgage area increascd 34.1% in 2003, These
increases were anticipated and correspond to the Company's overall
strategic plan.

Occupaney and equipment expense increased $342,000 or 27.7%, in
the periods under review, Depreciation expenses associated with the new
offices and remodeling costs in 2002 and 2003 were the main contributors
to the increase.

Depreciation expense and the provision for losses on equipment leased
to others decreased $775,000, or 79.3%, in 2003 comparced to 2002, This
cxpense was partially offsct by the $485,000 in rentals from equipment
leased to others noted ahove. In 2003, the Company teversed $203,000
of its reserve for residual losscs. As discussed above, the Company has
decided not to actively pursue any additional lease purchases and the
reserves were no longer required.

Other expenses decreased $120,000, or 3.4% in 2003, The decrease is
muinly attributable to the decrease in advertising expenscs incurred in
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NON-INTEREST FXPENSES (Continued)

2002 related to the Bank’s name change, and a decrease in accounting and
legal cxpenses related to the formation of CVCR which did not impact 2003
CXPCnses.

EFFICIENCY RATIO

The Bank’s efficicnay ratio is calculated by dividing non-interest expense
by the sum of net inlercst income and non-interest income. The ratio at
December 31, 2003 was 72.6% compared 10 73.1% at December 31, 2002.
This means that for every dollar of income generated, the cost of that
income was 73 cents in 2003 and 73 cents in 2002, The lower the ratio
the more cfficient the Company's operations. While reducing operating
expenscs can lower the ratio, the Company's low loan to deposit ratio,
which reduces net interest income, also significantly affects this ratio. The
Company’s [oan to deposit ratio of 64.1% al December 31, 2003 remains
lower than the loan to deposil ratios of the Company’s peers.

INCOME TAXES

Income lax expense was $1,499,000 for 2003 compared o $1,248,000
for 2002, ‘The Company’s effective tax rate was 30.8% in 2003 comparcd

to 30.9% in 2002. As previously stated the Bank formed a real cstate
investment trust, CGVCR, in the second quarter of 2002, that invests in the
Bank's real cstate refated asscts. In the fourth quarter of 2003, the Company
reversed certain previously recognized state tax bencfils recorded in the
first three quarters of 2003 duc to recenl announcements by the California
Franchise Tax Board with respect to REITs which resulted in an additional
$96,000 in income laxes expenses in 2003, The Company formed its RETT,
CVCR, in 2002 as a means of gencrating capital and recognizing favorable
tax treatments afforded this type of entity. Management belicves it has taken
an appropriate position in its 2002 California tax filing. However, should
the favorable tax realment be disallowed by the California Franchise Tax
Bourd or conceded by the Company, additional tax payments ranging from
$140,000 to $175,000 would be due,

OFF BALANCE SHEET COMMITMENTS

Off balance sheet commitments are comprised of the upused portions of
commitments 10 make or purchase cxtensions of credit in the form of loans
or participations in loans, lease (inancing receivables, or similar transactions,
Included are loan proceeds that the Company is obligated o advance, such
a5 loan draws, constnuction progress payments, scasonal or living advances
o farmers under prearranged lines of credit, rotating or revolving credit
arrangements, including retail credit cards, or similar transactions. Forward
agrecments and commitiments to issue a commitment at some point in
the future are also included. The Company holds no off balance shect
derivatives and engages in no hedging aclivities,

The following table shows the distribution of the Company’s undisbursed
loan commitments at December 31, 2003 and 2002, respectively.

December 31, Docember, 31,

Loan Vype 2003 2002

(In thousands)
Commercial & Industrial $ 15,817 $ 34,780
Real Tstale 36,502 24,650
Consumer & Installment 9,150 5,781
Letters of Credit 1,180 1,177
Total by 92,649 $ 66,388

In the event these unused portions of commitments were to be fully
fundex, the Company’s liquidity or capital resources are adequate 1o

absorby the increased volume. (Refer to Liquidity Management and Capital
Resources) The Company’s relatively low loan to deposit ratio ol 64.1%

also allows considerable room for enhancement of Company earnings
through the funding of these commitments. Credit risk is addressed in the
Company's allowance for credit losses where a reserve is caleulated for
such unused commitments,

MARKET RISK

Markel risk is the risk of loss tom adverse changes in market prices and
rates. The Company’s market risk arises primarily from interest rate risk
inherent in its loan and deposit functions. Mapagement actively monilors
and manages this interest rate risk exposure,

Tluctuations in market intercst rates expose the Company to potential
gains and losses. The primary objeclive of asse/liability management is
1o manage the balance between rale sensitive assets and rate sensitive
liabilities being repriced in any given period in order to maximize net
intercst income during periods of fluctuating intercst ratcs,

Rate scnsitive asscts are those which contain a provision to adjust
the interest rate periodically (for example, a loan in which prime rate
determines the basis of the rate charged on ouatstanding balances). Those
assels include certain commercial, real cstale mortgage and construction
{oans and cerlain investment securities, Federal funds sold and time
deposits in other financial institutions. Rate sensitive liabilities are those
which provide [or periodic changes in interest rate and include interest-
hearing transaction accounts, money market accounts and time certificates
ol deposit, Analysis has shown that because of time and volume
influcnces, the repricing of assets and liabilitics is not ted directly 1o
the timing of changes in market interest rates, I repricing assets exceed
repricing liabilities in 4 time period, the Company would be considered
“asset sensitive” and have a “positive gap.” Conversely, if repricing
liuhilities cxceed repticing assets in a time period, the Company would be
considered “liability sensitive” and have a “negative gap.”

Managing interest rate risk is important 1o the Company as its nel
intercst margin can be affected by the repricing of assets and liabilities,
Management uses several different wols to monitor its interest rate risk,
including gap analysis. Additionally, the Company utilizes an asset/
liability computer model which provides a detailed quarterly analysis of
the Company's financial reports, to include a ratio analysis of liquidity,
equily, strategic free capital, volatile Bability coverage, and maturity of
the investment portfolio. Tn addition, « trend analysis is generated which
provides a projection of the Comparty’s asset and lability sensitivity
pasition over a one-year period, Exposure to interest rale changes is
caleulated within the program 1o ascertain interest rate risk in actuul doliar
exposure resulting from incremental changes in markcet inlerest rates.

The incremental changes are generally referred to as “shocks”. These
“shocks” measure the offect of sudden and significant rate changes on

the Company’s net interest income, Assets may not reprice in the same
way as liabilities and adjustments are made to the model to reflect these
differences. For exumple, the time between when the Company changes
its rate on deposits may lag behind the time the Company changes the rate
it charges on loans. Additionally, the intercst rate change may not be in the
same proportion for assets and liabilities. Interest rates on deposits may
not decrease in the same proportion as a dectease in interest rates charged
on loans, Converscly, interest rates on deposils may not be increased in
the same proportion as rates charged on loans,

CAPITAL RESOURCES

Capital serves as a source of {funds and helps protect depositors and
sharcholders against potential losses. The primary source of capital for the
Company has been internally gencrated capital through retained earnings.

The Company has historically maintained substantial levels of capital.
The assessment of capital adequacy is dependent on several factors
including assct quality, carnings trends, liquidity and economic conditions.
Maintenance of adequate capital levels is integral to providing stability
10 the Company. The Company needs to maintain substantial levels of
regulatory capital to give it maximum flexibility in the changing regulatory
environment and to respond (o changes in the market and economic
condilions,
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CAPITAL RESOURCES (Continucd)

The Company approved a stock repurchase program effective
January 21, 2004 and ending December 31, 2004 with the intent to
purchase shares for an aggregate amount of $300,000.

The Company has had three prior stock repurchase programs for the
repurchase of up to $500,000 of its common stock under each plan. In
2003, the Company repurchased 5,463 shares at a cost of $81,000, The
combined results of the three programs were that 98,075 shares had been
repurchused at a ol cost of $1,064,000 as of December 31, 2003,

On December 18, 2002, the Company announced a 2 for 1 stock split,
which was cffected as of January 6, 2003,

At the current time, there are no commitments that would engender the
use of material amounts of the Company’s capital. Tor further discussion
of capital levels. Refer to Note 1 in the “Notes to Consoliclated Financial
Statements,” Shareholders’ Equity on pages 12 and 13,

LIQUIDITY MANAGEMENT

The objective of our liquidity management is to maintain the Company’s
ability to meet the day-to-lay cash flow requirements of our clicnts who
cither wish to withdraw funds or require funds to meet their credit needs.
The liquidity position must be managed to allow the Company to meet
the needs of its clients while maintaining an appropriate balance between
assels and liabilities to maximize the return on investment expectation for
its sharcholders. Sources and uses of funds are monitored on a daily basis
o maintain an acceptable liquidity position assessing historical information
such as scasonal demand, local cconomic cycles, and cconomy in general,
In addition to liguidity from core deposils and repayments and maturitics
of loans and investments, the Company has the ability o sell securities,
obtain Federal Tlome Loan Bank (‘FIILB") advances or purchase overnight
Federal Funds. Additionally, current ratios, management goals, and unique
characteristics of the Company are considered, Management accomplishes
these objectives through the selection of asset and liability maturity mixes
that it believes will meet the Company’s needs.

The Company reviews its liquidity position regularly bascd upon its
current position and expected trends of loans and deposits. Liquidity
is provided by the Bank's core deposit base, shareholders’ equity, and
reductions in asscts, which can be immediately converned to cash at
minimal cost. Liquid assets, which consist of cash, deposits in other
financial institwtions, Federal funds sold, available for sale investmaent
securities (less pledged securities) averaged $93,944,000 for 2003, or 30.7%
of average assets, compared to $6%5,419,000, or 26.3% of average assels
for 2002, The ratio of average liquid asscts 1o average demand deposits
was 118.4% for 2003 compared to 110.5% for 2002, These ratios mean the
Company had sufficient liquidity 1o fund unexpected deposit runoft or
support increased loan activity, The Company’s loan to deposit ratio al
December 31, 2003 was 64.1%,

As mentioned above, unpledged investment sceurities may also
provide liquidity through principal paydowns, maluritics, or by selling the
investment, At December 31, 2003, $67,640,000 in unpledged securitics
was available as collateral for borrowing or {or sale. The market value of
these unpledged securities was $68,202,000,

At December 31, 2003, the Company had $7,000,000 in FHLB
horrowings compared (o $9,000,000 at December 31, 2002, No other lines
of credits had outstanding balances at December 31, 2003 or 2002. Refer
to Note 8, in the “Notes 1o Consolidated Tinancial Statements,” page 16 for
details of borrowing arrangements,

Munagement belicves that the Company maintains adequate amounts of
liqquid asscts to meet its liquidity needs, The Company’s liquidity might be
insufficient if deposits or withdrawals were to exceed anticipated levels,
Deposit withdrawals can increase if o company experiences financial
dilliculties or receives adverse publicity for other reasons, or if its pricing
of products or scrvices is not competitive with those offered by other
financial institwions.

Management believes that the Compuany’s current mix of assets
and liabilities provide a reasonable level of risk related to significant
Hluctuations in net inlerest income or the result of volatility of the
Company's earning base.

INFLATION

The impact of inflation on a financial instivwtion differs significantly from
that exerted on other industrics primarily because the assels and liabilities
of financial institutions consist largely of monetary items. However,
financial instittions are affected by inflation in part through non-interest
expenses, such as salaries and occupancy CXpenses, and to some extent by
changes in interest rates.

At December 31, 2003, the Company does not believe that inflation
has a material impact on its consolidated financial position or results of
operations.

CRITICAL ACCOUNTING POLICIES

The Sccurities and Exchange Commission (“SEC”) issued disclosure
puidance for “critical accounting policics”. 'The SEC defines “critical
accounting policics” as thosc that require application ol management’s
most difficult, subjective or complex judgements, often as a result of the
necd to make estimates about the effect of malters that are inherently
uncertain and may change in future periods.

Qur accounling policies are integral 1o understanding the results
reporied. Qur significant accounting policies are described in detail in
Note 1 in the “Notes 1o Consolidated TFinancial Statements,” pages 12 and
13, Not all of the significant accounting policies presented in Note 1 of the
Consolidated Financial Statements require management to make difficult,
subjective or complex judgemoents or estimates.

LPreparation of financial statements

The preparation ol these financtal statcments requires management
Lo make estimates and judgments that affect the reported amount
of asscts, liabilitics, revenues and expenscs. On an ongoing basis,
management evaluates the cstimates used. Estimates are based upon
historical expericnce, current economic conditions and other factors that
management considers reasongble under (the cireumstances.

1lse of estimates

These estimates result in judgements regarding the carrying values of
assets and liabilitics when these values are not readily available from other
sources, as well as asscssing and identilying the accounting treatments
of contingencics and comumitments, Actual results may differ from these
estimates under different assumptions.

Accounting Principles Generally Accepted in the United States of America

The Company’s financial statcments are prepared in accordance with
accounting principles generally accepted in the United States of America
(“*GAAP"). The Company's significant accounting policies are presented in
Nole 1 in the “Notes to Consolidated Financial Stalements,” on pages 12
and 13.

The Company follows accounting policies typical to the commercial
banking industry and in compliance with various regulation and guidelines
as established by the Tinancial Accounting Standards Board (“FASB?),
the American Institute of Certified Public Accountants (“AICPA”), and
the Bank’s primary federal regulator, the FDIC, The following is a brief
description of the Company’s current accounting policies involving
signiflcant management judgements,

Allowance lor Credit Losses

The Company’s most significant. managemenl accounting estimate is
the appropriate level for the allowance for credit losses. The allowance
for credit losscs is established 1o absorh known and inherent losses
attributable 1o loans vutstanding. The adequacy of the allowance is
monitored on an on-going basis and is based on management’s evaluation
of numerous factors,
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CRITICAL ACCOUNTING POLICIES (Continued)

Allowance for Credit Losses (Continued) - These factors include the quality
ol the current loan portfolio, the trend in the loan portfolio’s risk ratings,
current cconomic conditions, loan concentrations, loan growth rates, past-
due and non-performing trends, evaluation of specific loss estimates for

all significant problem loans, historical charge-off and recovery experience
and other pertinent information.

The calculation of the allowance for credit losses is by nawre inexact,
as the allowance represents managemcent’s best estimate of the Joan losses
inherent in the Company’s credit portfolios at the reporting date. These
loan losses will oceur in the future, and as such cannol be determined with
absolute certainty at the reporting date.

Amortization of Premivms on Invesiments

The Company invests in Collateralized Mortgage Obligations (FCMO™)
and Morlgage Backed Securities, (“MBS") as part of the overall all strategy
to increase it net interest margin, CMOs and MBS by their nature react to
changes in interest rates, In a declining rate environment, prepayments
from MBS and CMOs would be cxpected Lo increase and the expected
life of the investment would be expected (o shorten, Conversely, if
interest rates increase, prepayments would be expected. (o decline and
the average life of the MBS and CMOs would be expected to extend.
Premium amortization of these investments affects the Compuny’s net
ititerest income. Management monitored the prepayment speed of these
investiments and adjusted premium amortization based on several factors,
These factors include the type of investment, the investment structure,
interest rates, interest rates on new morlgage [oans, expectation of intcrest
rate changes, current cconomic conditions, level of principal remaining
on the bond, bond coupon rate, the bond origination date, volume of
available bonds in market.

The calculation of premium amortization is by nature inexact, and
represents management’s best estimate of principal paydowns inherent in
the tolal investment portlolio.

S10CK PRICE INFORMATION

The Company’s cormmon stock is listed for trading on the NASDAQ
SmallCap Market under the ticker symbol CVCY.

As of February 28, 2004 the Company had approximately 600
shareholders of record. The following table summarizes bid quotations for
the Company’s common stock for the periods presented, as the Company's
commaon stock was not listed on the NASDAQ SmallCap Market prior
to March 5, 2004, The prices indicated may not necessarily represcnt
actual transactions. Bid information has been obtained from The Seidler
Companies, (ne. which makes a market in the Company's common stock.

Bid Quotations of
the Company’s Common Stock

Quarter Ended Low Bid High Bid
March 31, 2002 $ 10.25 $ 11.50
June 30, 2002 11.40 11.75
September 30, 2002 11.43% 11.88
December 31, 2002 14.75 14.95
March 31, 2003 13.50 14.75
June 30, 2003 14.55 17.00
September 30, 2003 16.80 18.60
December 31, 2003 18.10 21.50

The Company paid a $0.10 cash dividend in 2003, and a $0.05 cash
dividend in 2002, No dividends were paid in 2001

Market Makers

Inquiries on Central Valley Community Bancorp stock can be made by
calling Troy Norlander with The Seidler Companies at (800) 288-2811,
JelTrey Mayer with The Seidler Companies at (559) 449-2777,

Jocy Warmenhoven with Wedbush Morgan Securities at (30%) 675-3100,
ot Dave Bonaccorso at Hoefer & Arnett at (800) 346-5544 ext. 223,

Sharcholder Inquirics

Inguiries regarding Central Valley Community Bancorp’s accounting,
internal accounting controls or auditing concerns should be directed to
Steven D, McDonald, chairman of the Board of Directors” Audit Commitlec,
at steve.medonald@cveb.com.
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