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As Central Valley Community Bank
commermorates a quarter-century of success
and satistaction, we're proud of how far the
Bank has come. But we're even more proud

o e

'Y of continuing to remain close to our core
% 'f‘;“;“”““-*z;ﬁ-o

PO values since 1980. Integrity. Trustworthiness.

Caring. Loyalty. Leadership. Teamwork.
At Central Valley Community Bank, these
values arc woven into the fabric of the way
the Bank does business. They deepen our
commitment to the community around us,
and drive us to constantly seek to improve

it. And they provide inspiration to support
charities, programs and cvents that enhance
the quality ol life we all enjoy. That's a

commitment you can count on from Central
Valley Community Bank, for years to come.
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Daniel N. Cunningham

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

1o Our Sharebolders

A Success Story 25 Years In The Making

As your community bank celebrates 25 years in business, it is amazing how much has changed since we opened
in 1980. From our original 12-person team, the Bank is now home to over 150 employees. From our single
Clovis office, we now look forward to opening our tenth office in 2005. From our beginning asscts of only $2
million, the Bank’s assets now cxceed $450 million. From our original ability to lend less than $500,000, we can
now provide credit of more than $7 million. The Bank’s growth has truly been remarkable.

Yet, much remains the same at Central Valley Community Bank. Four of our original directors still serve on our
hoard, while three others have served for over 15 years. Throughout our 25-year history, the Bank has had only
two Chief Exccutive Officers, providing a sccure foundation upon which to grow. And of the more than 30
Fresno County banks and savings-and-loans operating when we opened in 1980, only Central Valley Community
Bank has not changed ownership.

In 1980, as today, the Bank has grown by serving the community and helping the local economy. We have done
this with competitive, high quality products and scrvices that build long-term relationships. The Bank has also
provided time- and money-saving conveniences and many other services to the communities we serve.

A Solid Investment

Ownership of Central Valley Community Bancorp stock has proven to be a good investment, as the Company
has grown to be listed on the NASDAQ exchange. At this writing, an original investment of $10,000 is now
valued at approximatcly $268,000, not including the many cash dividends that were paid through the years, Tn
2004, the Board of Directors announced a $0.10 cash dividend on common stock, payable to shareholders of
record on Junc 4, 2004 — yet another way in which we are pleased to increase shareholder value.

Milestones: Our First Acquisition and Continued Growth

The highlight of 2004 was the acquisition of Bank of Madera County, finalized after the close of business on
December 31, 2004. By bringing togcther two similar banking franchises and a shared culture of customer
service, we can meel the needs of customers in new markets while providing career opportunitics for
employees. The merger added new offices in Madera and Oakhurst, as well as a team of new cmployees who
will continue to serve both new and established customers. The Bank has successfully completed the systems
integration and we are excited about the immediate and future benefits this acquisition will provide our Company.

The Bank's expansion is also taking place in Downtown Tresno, where we await the opening of our new office
in the summer of 2005, allowing us to increase our local presence and contribute to the economic vitality of
this key district. We will also be relocating our Clovis & Herndon In-Store office to a new, expanded Save Mart
Supermarket location at Fowler & Herndon Avenucs.

Doing Our Part To Improve The Local Economy

With favorable long-term interest rates, the area’s housing and construction trade did very well in 2004.

Likewise, it was a better year for our farm and agricultural customers, with generally improved crop prices in

the San Joaquin Valley. The median price of homes in this market has grown rapidly in the last two years,

at one of the highest paces in the country. Even with that, this market is still one of the most affordable in
California, and the population continues to exceed the average growth rate in the state. Unfortunately, while the
unemployment rate in Fresno County improved in the past year, it still remains in double digits. The challenge
tacing this region is to provide meaningful career opportunitics while increasing the level of educated employees
in the workforce. To that end, the Bank is actively involved in several initiatives, such as the Regional Jobs
Initiative — a public/private partnership to create 30,000 new jobs over the next five years.




Daniel J. Doyle

President, CEQ and Directot
Central Valley Community Bancorp, Central Valley Community Bank

Board of Diy

Strong Performance Despite Obstacles
The first half of 2004 provided some challenges as interest rates were at their lowest level in over 40 years,
creating downward pressure on our net interest margin. In the second half of the year, we saw improvement as
the Federal Reserve began to increase interest rates, and likewise, improvement in our net consolidated carnings.
Tt appears interest rates will continue to move upward in the near term, which should provide for a more
favorable net interest margin and core earnings for 2005.

Overall, 2004 was a great year, with nct consolidated earnings increasing 10%, (with a 36% increase in the fourth
quarter), average loans increasing 12%, and average deposits increasing 14% with non-interest bearing deposits
representing 32% of total average deposits. Equally important was the Bank’s ability to maintain a high level

of assct quality in the loan portfolio with no net charge-offs for the year, and ending the year with no non-
performing loans. As we enter 2005, we will inherit a few non-performing loans [rom Bank of Madera County,
but we will also have the benefit of an increased Allowance for Credit Losses. We believe the opportunities in
this new market will allow us to grow profitably. And for the fifth year in a row, the Bank has been recognized
as the area leader in SBA 5041 loans.

Lxpanding lending relationships within the Bank’s primary market arca continues to be a major {ocus. Likewise,
we expect to see improvement in the Bank’s cfficiency ratio in 2005, which has been below our peers in the
past. One of the main rcasons for this has been our low loan-to-deposit ratio, driven by strong core deposits,
and deriving revenue [rom investment securities at a lesser rate than loan yield.

New Regulations Bring New Challenges

The banking industry continues to [ace escalating costs due 1o compliance with new laws and growing oversight.
The 11.S. Patriot Act, Bank Secrccy Act and Sarbanes Oxley regulations add layers of reporting and expense 1o
the Bank — neither of which provide a return in profits to our shdleholdcrs Combined with the need to provide
our employces with competitive benefits in this era of rising health care costs, we are looking for ways to be
both responsible and compliant.

Another major mandate from the Federal Reserve in 2004 was the Check 21 project, designed to move the
settlement process for checks from a paper base to clectronic clearing system.  Also, as we are now defined as

a “large bank” under the Community Reinvestment Act (CRA), we have expanded our Information Systems to
comply with the additional reporting requirements and obligations. The Bank continues to be well-positioned to
comply with the regulatory requirements with no negative impact on our customers.

Bright Future In 2005 And Beyond

In 2005, we will continue our commitment to providing outstanding service and expanding our scrvices, including
lending opportunities, to meet our customers’ needs, as we know our clients have many available options for
financial services. With expanded branch locations, great employees, compctitive products, a focus on a sales and
a strong service culture, the Company is poised for continued success. We thank you for your support, and look
forward to continuing our tradition of financial strength, security and stability in 2005 and the [uture.

7)
Q .‘ ‘
Dol e Tl e Npril,
Daniel N. Cunningham Daniel J. Daoyle
Chairman of the Board President and Chief Executive Officer




William S. Smittcamp

Président, Owner Wawona Frozen Foods
Gentral-Valley Community Bancorp, Director

Board of Directors

A 25-Year Tradition of Service & Dedication

Central Valley Community Bancorp (the “Company”) was established on November 15, 2000, as the holding
company for Central Valley Comununity Bank (the “Bank”) and is registered as a bank holding company with the
Board of Governors of the Tederal Reserve 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 stock exchange
under the symbol CVCY.

A History of Growth

Central Valley Community Bank, founded in 1979 as
Clovis Community Bank, is a California Statc 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 bankers and beginning asscts of
$2,000,000. Currently, the Bank operales nine full-service
offices in Clovis, Fresno, Kerman, Madera, Qakhurst,
Prather and Sacramento, plus Comumercial, Real Estatc,
SBA and Agribusiness Lending Departments.  Investment 5 ‘
scrvices are also p rovided by Investment Centers of nlml Valley Community Bank Sc-ni()r Management from lefl to right:
America. Now with over 150 employces and assets of Shirley Wilburn, Danicl J. Doyle, Gayle Graham, Gary Quisenberry,
over $450,000,000, Central Valley Community Bank has ‘Thomas L. Sommer.

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 truc to its

original “rools” — a commitment to the core values of integrity, trustworthiness, caring, loyalty, lcadership and
teamwork.

Central Valley Community Bank distinguishces itself from other financial institutions by providing supcrior client
service and by remaining independent since opening 25 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 offices in
Sacramento, Kerman, Madera and Oakhurst.  Additionally, a new Fresno Downtown office is under construction
and is scheduled to open in the summer of 2005, Guided by a hands-on board of directors and a seasoned
scnior management team, the Bank continues to focus on customer scrvice and retention while remaining
committed to the retention of high-quality employees.

Competitive Products, State-of-the-Art Convenience

Central Valley Community Bank maintains state-of-the-an data processing and information systems, and ofters
a complete line of competitive business and personal deposit and loan products. For maximum convenience,
personal and business Internet banking is available at www.cveh.com and 24-hour Automated Teller Machincs
(ATMs) are available at most Central Valley Community Bank offices. Additionally, BankLine 24-hour telephone
banking is available to provide customer access to account information, deposit and withdrawal history, interest
earned or paid, and the ability to transfer checking and savings funds via touch-tone phone.

oseph B. Weirick

nts
Vatley Community Bancorp, Founding Director
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Owner, Cox
Central Valley Community Bancorp, F

“Relationship Banking” Means Service

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

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

is well-positioned to provide them, with an increased emphasis on privacy, security and convenience. ‘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 comprehensive 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 Central Valley. (,e.mml leley Community Bank has been recognized for the fifth
conseculive year 4s 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 areas
of the Central Valley demonstrates its ongoing commitment to building a stronger, healthier Valley economy.

Central Valley Community Bank has built a reputation for supcrior banking scrvice by olfering personalized
“relationship 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 team to enhance the level of service to even more individual and business customers. This sector is
further served by courier service for business customers,

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

At Central Valley Community Bank, serving 4 community means more than just being in business there. More
than meeting the material needs of its people. It means investing time, talent, and resources to make a
community a strong and satislying place to live. That’s 4 role the Bank takes very seriously.

Which is why Central Valley Community Bank supports such a wide variety of local charitics, agencics and
philanthropics. From educational causes to disease research, the arts to the underprivileged, all are helped
cach 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 these important causces. Community is truly more than just
the Bank’s middle name.

Strategic Vision

Through the vision of our holding company, Central Valley Community Bancorp, and the leadership of its
board of directors, the Bank has grown consistently over the past 25 years, keeping pace with the needs of its
customers and its community. Now more than cver, Central Valley Comumunity Bank is positioned to fulfill its
mission of providing “common sense solutions” to its personal and business customers alike.

Wanda L. Roge _ Board of Directors

President, Rogers Helito,
Central Valley Community Bancorp,; Foii ;
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Edwin S. Darden, Jr.

President, Edwin S. Darden Associates
| Valley Community Bancorp, Director
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Steven McDonald

President, McDonald Properties, Ing,
Central Valley Community Bancorp, Director
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Louis McMurray: " S
President, Charles McMurray Co. ; n ‘ ‘ L
Central Valley Community Bancorp, Dir\ec{orﬁ i

Comparative Stock Price Appreciati
Measuring For The 2-Year Period 1/2003 - 12/2004
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Note: The stock price performance shown in the graphs above should not be indicative of potential
future stock price performance.




ASSETS

2004

2003

Cash and due from banks g 17,507 24,375
Federal funcls sold 26,307 10,956
Total cash and cash equivalents 43 814 35,331
Interest bearing deposits in other banks 2,605 500
Available-for-sale investment securitics (Notes 2 and 7) 98,983 095,844
Loans, less allowance for credit losses of $2,697
in 2004 and $2,425 in 2003 (Notes 3, 9 and 13) 206,582 183 849
Bank premiscs and equipment, net (Notes 3 and 9) 2,724 2,985
Bank owncd life insurance (Note 12) 6,075 5,879
Federal IIome Loan Bank stock 1,420 372
Accrued interest reccivable and other assets (Note 8) 5,944 2,970
Total asscts $ 368,147 327,930
LTIABILITTES AND SHAREHOLDERS®' EQUITY
Deposits:
Non-interest bearing $ 10%,23% 96,945
Interest bearing (Note 6) 220,951 193,620
Total deposits 320,186 290,563
Short-(erm borrowings (Nole 7) 2,000 7,000
Long-term clebt (Note 7) 6,500
Accrued inlerest payable and other liabilitics (Note 12) 3,835 3,045
Total liabilities 338,511 301,210
Commitments and contingencies (Nole 9)
Sharcholders’ equity (Note 10):
Preferred stock, no par value; 10,000,000 shares
authorized, no shares issuced or oulstanding, -
Common stock, no par valuc; 40,000,000 sharcs
authorized, 2,628,867 and 2,598,927 shares issucd
and oulstanding in 2004 and 2003, respectively 6,343 6.096
Retained carnings 22,933 19,501
Accumulated other comprehensive income, net of taxes
(Notes 2 and 14) . 330 1,123
Total sharcholders’ equity _ 29,606 126,720
Total liabilities and shareholders’ equity $ _ 368,147 327,930

The accompanying notes are an integral part of these consolidated financial statements.

8




INTEREST INCOME;

Interest and lees on loans $ 13,227 $ 12,039 $ 11,193

Interest on Federal funds sold 234 185 195
Interest and dividends on investment. securilies:

Taxable 2,499 1,992 2,634

Exempt from Federal income taxes ) 839 754 512

Total interest income ) 16,799 14,970 14,536

INTEREST EXPENSF: _

Interest on deposits (Note 6) 1,793 2,004 2,393

Other (Note 7) 185 286 335

Total interest expense - 1,978 L 2,290 2,728

Net interest income before provision for credit losses 14,821 12,680 11,808

PROVISION FOR CREDIT LOSSES (NOTE 3) - B B}

Net interest income after provision for credit losses 11,821 12,680 11,808

NON-INTEREST INCOME:

Service charges 2,340 2215 1,922
Net realized gains on sales and calls of investment sccurities (Note 2) 483 500 27
Loan placement fees 330 1488 364

Appreciation in cash surrender value of bank owned life insurance
(Note 12) 200 303 274
Federal Home Loan Bank stock dividends 41 28 29
Rentals from equipment leased o others (Note 4) 38 185 1,094
Other income 505 521 502
Total non-interest income 3,937 . 4,546 4212

NON-INTEREST EXPENSES;
J :s and cmployee benefits (Notes 3 and 12) 7,539 7,152 6,232

ney and equipment (Notes 9 and 9) 1,621 1,576 1,254
Depreciation, net of reduction in aflowanee for losses on equipment

leused to others (Note 4) 38 202 977

Other expenses (Notes 9 and 11) 3,921 3,425 ) 3,345

Total non-interest expenses B 13,119 12,355 11,988

Income before provision for income taxes 5,639 4,871 4,032

PROVISION FOR INCOME TAXES (NOTE 8) ] 1,944 . 1,499 1,248

Net income $ 3,695 $ 3,372 $ 2,754

Basic carnings per share (Note 10) $ 1.41 $ 1.30 $ 1.04

Diluted earnings per share (Note 10) $ 1.27 $ 1.19 $ 1.02

The accompanying notes are an integral part of these consolicated financial statements,
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Balance, January 1, 2002

Comprchensive income (Note 14):
Net income
Other comprehensive income, net ol tax:
Net change in unrealized gains on available-
for salc investment securities

Total comprehensive income

Cash dividend - $.05 per share (Note 10)
Stock options exercised and related tax benefic
(Nole 10)

Repurchase and retirement of common stock
(Note 10)

Balance, December 31, 2002

Comprehensive income (Note 14):
Net income
Other comprehensive loss, net of tax:
Net change in unrealized gains on available
lor-sale investment sceuritics

Total comprehensive income

Cash dividend - $,10 per share (Note 10)
Stoack options excrcised and related
tax benefit (Note 10)
Repurchase and retirement of common
stock (Note 10)

Balance, December 31, 2003

Comprehensive income (Note 14):
Nel income
Other comprehensive loss, net of ax:
Net change in unrealized gains on available-
tor-sale investment sccurities

Total comprehensive income

Cash dividend - $.10 per share (Notc 10)
Stock options excrcised and related
tax benefit (Note 10)
Repurchase and retirement of common
stock (Note 10)

Balance, December 31, 2004

Accumulated

Disclosure of reclassification amount, net of taxes (Note 14):

Unrealized hokding (losses) pains arising during the year
Less reclassification adjustment for net gains included in net income

Net change in unrealized gains on available-for-sale

investment sccuritics

Other
Common Stock Comprchensive Total Total
Retained Income Sharcholders’ Comprehensive
Shares Amount Earnings (Net of Taxes) Equity Income
2,570,714 $ 0,049 % 13,733 % 1,046 § 20,828
2,784 2,781 % 2,784
812 812 812
$ 3,590
(130 (130)
43,340 2855 258
(40,812) (483) L (483)
2,573,242 5,854 16,387 1,858 24,099
3,372 3,372 % 3,372
(735) (73%) (735)
$ 2,637
(258) (258)
31,1148 323 323
(5,463) (81) (81)
2,598,927 6,096 19,501 1,123 26,720
3,695 3695 § 3,095
(793) (793) (793)
$ 2,902
(263) (263)
38,940 460 460
(9,000) (213) (213)
2,628,807 % 6,343 % 22,933 % 330§ 29 606
2004 2003 2002
$ 70 % (386) % 831
319 349 19
$ (793) $ (735) § 812

The accompanying notes arc an integral part of these consolidated financial statements.
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CASH FLOWS TROM OPERATING ACTIVITIES;

Net incone $ 3,095 % 3,372 § 2,784
Adjustments to reconcile net income to net cash
provided by operating activities:
Reduction in allowance for residual losses on equipment
leased o others (203)
Gain on sale of cquipmentl Jeased to others (21
Net (decrease) increase in deterred loan fees (150 160 87
Deprecialion, A cretion and amortization, nel 2,100 2,851 2,103
Net realized gains on sales and calls of available-for-sale
investment sccuritics (48%) (506) (27)
(Gain) loss on sale of equipment (1) 10 (6)
Increase in bank owned life insurance, nel of expenscs (196) (298) (257)
TIILD stock dividends (41) (28) (30)
Nel incre in accrucd interest receivable and other assets (2,307) (151} (208)
Net increase in accrued interest payable and other liabilites 354 155 330
Provision for deferred income taxes o (409) (39 97
Net cash provided by operating activitics 2,568 _ 3,320 5,162
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchascs of available-for-sale investment scourities (410,781) (63,192) (33,5%9)
Proceeds from sales or calls of available-for-sale investment securitics 4,775 9,105 1,955
Proceeds from maturity of available-lor-sale investment sccuritics 4,500 1,630 165
Proceeds from principal repayments of available-for-sale
mvestment scourities 26,188 34,039 16,686
Net increase in interest bearing deposits in other banks (2,105) (500)
Net FHLB stock (purchases) redemptions (807) 115 (4069)
Net incresse in loans (22 583) (27,716) (25,58%)
Purchascs of premises and equipment (539) (556) (1,538)
Proceeds from sale of cquipment 3 19
Proceeds from sale of equipment leased to others 21
Purchascs of bank owned life insurance o (1,47%)
Net cash used in investing activitics (31,017) (48,605) (46,598)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in demand, interest-bearing and savings deposits 38,466 40,743 46,895
Net (¢ sC) increase in lime deposits (2,%15) 3,485 7,310
Proceeds from borrowings [rom Federal Iome Loan Bank 6,000 14,000
Repayments to Federal Home Loan Bank (7,000) (2,000) (8,000)
Procecds from borrowings from other financial institutions 2,500
Cash paid for dividends (263) (258) (130)
Share repurchase and retirement (213) (81) (483)
Proceeds from exercise of stock options 317 215 202
Net cash provided by (inuncing activitics B 36,062 42,134 59,794
Increase (decrease) in cash and cash equivalents 8,183 (1,151) 18,358
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR _ 35,331 36,482 18,124
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 43,814 5 33,331 [ 36,482
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the year lor:
Interesl expensc $ 2,000 $ 2,327 $ 2,724
Income taxcs $ 2,109 4§ 1,080 $ 1,398
NON-CASH INVESTING ACTIVITIES:
Net change in unrealized gain on available-
for-sale investment sceurities % (1,000 $ (1,080 % 989
NON-CASH FINANCING ACTIVITIES:
Tax henefit from stock options exercised $ 143 % 78 $ 36

The accompanying notes wre an integral part of these consolidated financial statements.

11



1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General - Central Valley Community Bancorp (the “Company”) was
incorporated on February 7, 2000 and subscquently obtained approval
from the Board of Governors of the Federal Reserve System to be a

bank holding company in connection with its acquisition of Central

Valley Community Bank (the “Bank™). ‘The Company hecame the sole
shareholder of the Bank on November 15, 2000 in 4 statufory merger,
pursuant to which each outstanding share of the Bank’s common stock
was exchanged for one share of common stock ol 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 o customers who are predominately
small and middie-market businesses and individuals. The Bank’s
subsidiarics have nominal activity with the exception of Central Valley
Community Realty, LLC (“CVCR™). The Bank formed CVCR in Junc 2002 10
invest in certain of the Bank's real estate related assels.

The aecounting and reporting policies of Central Valley Community
Bancorp and subsidiary conform with accounting principles generally
accepted in the United States ol America and prevailing practices within
the: banking industry.

Certain reclassifications have been made to prior years’ balances to
conform to classifications used in 2004

Principles of Consolidition - The consolidated financial statements include
the accounts of the Company and the consolidated accounts of its wholly-
owned subsidiary, the Dank. In addition, the accounts of the Bank’s
wholly owned subsidiarics, CVCR, Clovest Corporation (“Clovest™ and
Clovis Sceurities Corporation (an inactive company), are inclided in the
consolidated financial statements. ‘The operating results of Clovest were
not significant. All significant intercompany accounts and transactions
have been eliminated in consolidation.

Subsequent Event - After the close of husiness on Deceriber 31, 2004,
Central Valley Community Bancorp and Bank of Madera County completed
their previously announced merger and the Bank of Madera County

was merged into the Bank. The assels acquired, liabilities assumed and
the operating results are not reflected in the inancial statements of the
Company uat December 31, 2004 (sce Note 17 {or additional information).

Use of Estimates - The preparation of financial stiements in conformity
with accounting principles generally accepted in the United States of
America requires management 1o make estimates and assumplions. These
estimates and assumptions alfect the reported amounts of asscts and
liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results
could differ from these estimates,

Cash and Cash Equivalents - For the purpose of the stateiment of cash
tlows. cash. duc from banks and Federal funds sold are considered 10 be
cash equivalents. Generally, Federal funds are sold for one day periods.

Investment Sceurities - Investments are classified into the following
calegories:

* Available-for-sale securilies, reported at fair value, with unrealized
gains and losscs excluded from earnings and reported, net of taxes, as
accumulated other comprehensive income (loss) within sharcholders’
cuily.

* Held-to-maturily securilies, which management has the positive intent
and ability to hold 1o maturity, reported at amortized cost, adjusted for the
accretion of discounts and amonization of premiums.

Management determines the appropriate classification of its investuments
at the time of purchase and may only change the classification in certain

limited circumstances.  All transfers between categories are accounted for
at fair value, As of December 31, 2004 and 2003, all of the Company’s
investments were classified as available-for-sale securilies.

Gains or losses on the sale of investment sccuritics are computed on the

specific identification methad. Inlerest earned on investment sceuritics is
reported in interest income, net of upplicable adjustments for aceretion of
discounts and amortization of premiums.

Investment securilies are evaluated for impairment on at least a
quarterly basis and more frequently when economic or market conditions
warrant such an cvaluation (o determine whether a decline in their value is
other than temporary. Management utilizes criteria such as the magnitude
and duration of the decline and the intent and ability of the Company
Lo retain its investment in the securities for o period of tme sufficient o
allow for an anticipated recovery in fair value, in addition to the reasons
underlying the decline, 1o determine whether the oss in value is other
than temporary. The term “other than temporary” is not intended to
indicate that the decline is permanent, but indicates that the prospects for
a near-term recovery of value is not necessarily favorable, or that there is a
lack of evidence to support a realizable value equal to or greater than the
carrying value of the investment. Once a decline in value is determined
to be other than temporary, the value of the security is reduced and a
corresponding charge to eamings is recognized.

Loans Loans arc stated at principal balances outstanding.  Interest is
accrued daily based upon owstanding loan balances, [lowever, when, in
the opinion of management, loans are considered impaired and the future
collectibility of interest and principal is in serious doubt, a loan is placed
on nonacerual status and the accrual of interest income is suspended.

Any interest acerued bul unpaid is charged against income. Payments
received are applicd to reduce principal 1o (he extent necessary to cnsure
collection, Subsequent payments on these loans, or payments received on
nonacerual loans for which the ultimate collectibility of principal is not in
doubt, ure applied first 10 earned but unpaid interest and then to principal.

An impaired loan is measured based on the present value of expected
future cash flows discounted at the loan’s effective interest ra
practical matter, at the loan’s obscrvable market price or the fair value
of collateral i the loan is collateral dependent. A loan is considered
impuaired when, based on current information and events, it is probable
that the Bank will be unable o collect all amounts due (including both
principal and interest) in accordance with the contractual terms of the
loan agreement.  Interest income on impaired loans, if appropriate, is
recognized on a cash basis.

Substantially all loan origination fees, commitment fees, direct loan
origination costs and purchase premiums and discounts on loans arc
deferred and recognized as an adjustment of yield, to be amortized to
interest income over the contractval term of the loan. The unamortized
halance of deferred fees and costs is reported as a component of net loans.

5

Alley osses - The allowance [or credil Toss maintained
1o provide for losses related to impaired loans and other losses that can he
expected (o occur in the normal course of business. ‘The delermination

of the allowance is based on estimates made by management, (o include
consideration of the character of the loan portfolio, specifically identified
problem loans, potential losses inherent in the portfolio taken as a whole
and economic conditions in the Bank’s service area.

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

The Bank's Audit Committee reviews the adequacy of the allowance for
credit losses quarterly, to include consideration of the relative risks in the
portfolio, current cconomic conditions and other factors, The allowance is
adjusted based on that review if, in the judgment of the Audit Committee
ane management, changes are warranted,

This allowance is established through a provision for credit los:
which is charged to expense. Additdons to the allowance are expecled 1o
maintain the adequacy of the total allowance after eredit losses and loan
growthl. There were no provisions for credit Iosses in 2004, 2003 or 2002,

o0
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1. SUMMARY OF SIGNITTCANT ACCOUNTING POLICIES (Continuecl)
Allowance for Credit Losscs - (continued) The allowance {or credit losses
at December 31, 2004 and 2003, respectively, reflects management’s
estimate of potential losses in the portfolio.

Bank Premises and Equipment - Bank premises and equipment age
carried at cosl. Depreciation is determined using the straight line method
over the estimated useful lives of the related assets, The uscful lives of
Bank premises are estimated to be between (wenty and forty years, The
uscful lives of improvements to Bank premises, furniture, fixtures and
equipment arc estimated 1o be three 1o ten years, Leaschold improvements
are amortized over the life of the asset or the term of the related lease,
whichever is shorter. When assels are sold or otherwise disposed of, the
cost and reluted accumulated depreciation are remaved trom the accounts,
and any resulting gain or loss is recognized in income [or the period, The
cost ol maintenance and rep is charged to expense as incurred.

The Bank evaluates premises and equipment for financial mpainment
as events or changes in circumstances indicate that the canrying amount of
such assets may not be fully recoverable.

Income Taxes - The Company files its income laxes on a consolidated
basis with its subsidiary. The allocation of income tax expense (benefi)
represents each entity’s proportionate share of the consolidated provision
for income taxces.

Deferred tax assets and liabilites are recognized for the tax
consequences of temporary differences between the reported amounts of
asscts and liabilities and their tax basis. Deflerred tax asscts and liabilities
are adjusted for the effects of changes in tax laws and rates on the dute of
cnactment. On the halance sheet, net deferred tax asscts are included in
accrued interest receivable and other assets,

Stock-Based Compensation - At December 31, 2004, the Company has two
stock-based compensation plans, the Central Valley Community Bancorp
2000 and 1992 Stock Option Plans, which are deseribed more fully in
Note 10, The Company accounts for these plans under the recognition
and meusurement principles of APB Opinion No. 25, Accounting for
Stock Issued o Employees, and related Interpretations. No stock-based
compensation cost is rellected in net income, as all options granted
under these plans had an excreise price equal to the market value of

the underlying common stock on the date of grant, The following table
ilustrates the effect on net income and carnings per share if the Company
hud applied the fair value recognition provisions of FASB Statement

No. 123, Accounting for Stock-Beased Compensation, to stock-based

COMp tion.

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

20041 2003 20022
(In thousands, excepl per share amounts)

Net income, as reported $ 3,605 % 3,372 % 2,784
Deduct: Total stock-based

compensalion cxpensc

determined under the fair

value based method for all

awards, net of retated

tax cffcers 25() 205 198

Pro forma net income § 3445 % 3167 % 2,586

Basic carnings per share -

as reported b 1.41 % 1.30 % 1.08
Busic earnings per sharc -
pro forma $ 1.51 % 1.22 % 1.00

Diluted earnings per share -

as reported $ 1.27  § 119 & 1.02
Diluted carnings per share -

pro forma $ 1.19 § 111 % 06
Weighted average fair value

of options granted during

the year $ 9.60 % S84 S 4.86

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

2004 2003 2002
Dividend yield 5% 5% 5%
Expected volarility 06.27% G40 TLTM 6588 1075.21%
Risk-free inlerest rate 417 2.05103.18% 300 105.39%
Expected option life 10 years 10 years 10 years

Earnings I'cr Share - Basic carnings per share (EPS), which excludes
dilution, is computed by dividing income available 1o common
shareholders by the weighted-average number of common shares
outstanding for the period. Diluted EPS reflects the potential dilution that
could occur if sceurities or other contracts to issue common stock, such as
stock oplions, result in the issuance of common stock which shares in the
carnings ol the Company. All data with respect to compuling earnings per
share is retroactively adjusted to reflect siock dividends and splits and the
treasury stock method is applicd to determine the dilutive cffeal of stock
options in computing diluted EPS.

Impagt of New Financial Accounting Standards -

Qrher-Thetn-Temporary Impaivment of Securities

In june 2004, the Financial Accounting Standards Board (FASB) ratificd
Imerging ssues Task Torce (LITF) tssue 03-1, The Meaning of Other-
than-Temporary Impairment and Its Application (o Certain Investments
(EI'T'F 03-1), EITT 03-1 includes additional guidance (or evaluating and
recording impairment losses on debt and equity investments, as well as
disclosure requirements for investments that are deemed o be temporarily
impaired. The proposed guidance indicales that an investor must have

the intent and ability 10 hold an investment until @ forecasted recovery

ol the fair value up o or beyond the cost of the investment in order 1o
determine that any hnpairment js wemporary.  In September 2004, the FASB
delayed the effective date of the recognition and measurement guidance of
CITF 03-1, pending further deliberations, The disclosures for investments
that are decemed temporarily impaired are included in Note 2 1o (he
financial statements. Once the TASB has reached a final decision on the
measurement and recognition provisions, the Company will evaluate the
impact of the adoption of EITF 03-1.




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Lmpact of New Financial Accounting Stanclards - (continucc)

Share-Based Payments

In December 2004 the FASD issued Stuement Number 123 (revised

2004) (FAS 123 (R)), Share-Based Payments. FAS 123 (R) requires all
CRLHES O recognize compensation expense in dan amount equal to the
fair value of share-based payments such as stock options granted 1o
cmployees. The Company is required to apply FAS 123 (R) on a modificd
prospective method. Under this method, the Company is required to
record compensalion expense (as previous awards continue o vest) for
the unvested portion of previously granted awards that remain outstanding
at the date of adoption. In addition, the Company may clect to adopt
FAS 123 (R) by restating previously issued financial statements, hasing

the expense on that previously reported in their pro [orma disclosures
required by FAS 123, FAS 123 (R) is effective for the first reporting

period beginning after June 15, 2005, Management has not completed its
evaluation of the effect thal FAS 123 (R) will have, bt believes thal the
effect will be consistent with its previous pro forma disclosures.

Accounting for Locrs or Debl Securities Acguived in o Transfir

In December 2003, the Accounting Stanclards Exceutive Committee of the
American Institute of Certified Public Accountants issued Statement of
Paosition 03-03, Accowsting for Cerlain Loans or Debl Securilies Acquired
in a Transgfer (SOP). This SOP addresses accounting for differences
between contractual cash flows and cash tflows expected to be collected
from an investors inilial investment in loans or debt securities (loans)
acquired in a transfer if those differences are attributable, at least in part,
to credit quality. It also includes such loans acquired in purchasc business
combinations, This SOP does not apply (o loans originated by the entity.
This SOP limits the yield that may be accreted and requires thal the excess
of contractual cash flows over cash flows expected (o be collected not be
recognized as an adjustment of yield, Toss accrual, or valuation allowance,

This SOP prohibits “carrying over” or creation of valuation allowances
in the initial accounting for loans acquired in a transfer that are within the
scope of this SOP. The prohibition of the valvation allowance carryover
applies to the purchase of an individual Toan, a pool of loans, a4 group of
loans, and loans acquired in a purchase business combination.

This SOP is cffective for loans acquired in fiscal years beginning after
December 15, 2004, In management’s opinion, the adoption of this
pronouncement will not have a material impact on the Company’s financial
position or results ol operations.

2,  AVAILABLE-FOR-SALE INVESTMENT SECURITIES

The amortized cost and estimated fair value of available-for sale investment
securitics at December 31, 2004 and 2003 consisted of the following:

_ 2004
Gross Gross Estimated
Amontized Unrcalized  Unrcalized Market
Cost _ Gains ___Losses Value
(In thousands)
Dcbt securitics:
U.5. Government
agencies $ 22402 % 119§ (267) % 22,314
Obligations of
states and political
subdivisions 19,993 637 (121) 20,509
1.5, Governmoent
agencics collateral
ized by mortgage
obligations 52,202 4606 (255) 52,503
Other sccuritics 3,644 - a7 3,697
$ 098,421 % 1,222 % (660§ 98,983
L 2003
Gross Gross Estimated
Amortized  Unrealized  Unrealized Markel
Cost Craing Losses Value
(In thousands)
Debt sceuritics:
1.5, Government
agencies $ 11,125 & 442 % (7) % 11,558
Obligations of
slates and political
subdivisions 19,947 930 (136) 20,741
LI5S, Grovernment
agencics collateral-
ized by mortgage
obligations 53,490 678 (255) 55913
Other sccuritics 7,632 - 7,632
8 04,192 § 2050 % (398) § 95844

Investment sceuritics with unrcalized losses at December 31, 2004 are
summarized and classificd according to the duration of the loss period as
follows:

Tess than 12 Months 12 Months or More Total
Fuir Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Tosses
(In thousands)

Dcht sceuritics:
U.5. Government
agencies
Obligations of
states and
political sub-
divisions 421
.5, Government
agencies collateral-
ized by mortguge
obligations 24,193 (2300 1,180 (25) 25,673 (25%)
Orther sequrities 1,483 (17) - - 1485  (17)

$ 20,225 § (267) - - $20,225 § (207)

(4§ 3,148 § (117) 3,569 (121

$46322 § (518)8 4,628 § (142) § 50,950




2, AVAILABLE-FOR-SALE INVESTMENT SECURITIES (Conlinuecd)

AL December 31, 2004, the Company held 122 investment securitics of
which 27 were in a loss positon for less than twelve months and § were
in a loss position and had been in a loss position Tor twelve months or
more. Management periodically evaluates each investment security for
other than temporary impatrment, relying primarily on industry analyst
reports, observation of market conditions and interest rale fluctuations,
Management believes it will be able to collect all amounts due according
tor the contractual lerms of the underlying investment securities and that
the noled decline in fair value is considered temporary and due only to
interest rute fluctuations.

Net unrealized gains on available-for-sale investment securities (otaling
$362,000 und $1,052,000 are recorded net of $232,000 and $529,000 in tax
expense as accumulated other comprehensive income within shareholders’
equity at December 31, 2004 and 2003, respectively.

Proceeds and gross realized gaing from the sale or call of available-for-
sale investment sceurities lotaled $4,773,000 and $483,000, respectively, for
the year ended December 31, 2004, Proceeds and gross realized gains from
the sale or call of available for-sale investment securitics totaled $9,105,000
andl $306,000, respectively, for the year ended December 31, 2003,
Procecds and gross realized gaing from the sale or call of available-for-sale
investment securities totaled $1,955,000 and $27,000, respectively, for the
year ended December 31, 2002

The amortized cost and estimated fair value of available-for-sale
investment securitics at NDecember 31, 2004 by contractual maturity are
shown below, Dxpected maturitics will differ from contractual maturitics
because the issuers of the securitics may have the right o call or prepay
obligations with or without call or prepayment penalties,

Tstimated
Amortized Market
_Cosl . Value

(In thousands)

After one year through five years $ 25,241 % 25,258
Alter five years through ten years 4,767 4,800
Aller ten years 12477 12,795
42,485 42,833
Investment securitics nol due at 4 single
maturity date:

LI5S, Government agencies collateralized by
mortgage obligations 52,292 52,503
Other securitics 3,644 3,627
$ 98421 § 98983

Investment securitics with amortized costs wotaling $30,248,000 and
$26,552,000 and fair values totaling $30,807,000 and $27,642,000 were
pledged to secure public deposits, other contractual obligations, short-
term borrowings and long-tern debt at December 31, 2004 and 2003,
respectively.

Deeember 31, 2004, 2003 and 2002, respectively.

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

_ 2004 2003
(In thousands)

Gommercial $ 57,609 § 55500
Reul estate 94,138 90,033
Real estule — construction, land development
and other Yand loans 35,361 25,232
Agricultural 15,916 10,714
Installment 6,420 5117
Other 240 320
209,777 186,922
Deferred loan fees, net (498) (648)
Allowance for credit Tosses (2,697) (2,425)
206,582 % 183,849

Al December 31, 2004 and 2003, loans originated under Small Business
Administration (SBA) programs totaling $24,311,000 and $20,503,000,
respectively, were included in the real estate and commercial categorics.

Changes in the allowance for credit losses were as follows:

Year Ended December 31,

2004 2003 2002 _
(In thausands)
Balance, heginning of year $ 2,425 % 24335 § 2474
Provision charged to operations _ _ _
Losses charged to the allowance (21) (217) (352)
Recoverics _ 296 209 311
Ralance, end of year $ 2,697 § 2425 % 2,433

There were no loans considered 1o be impaired at December 31, 2004,
The recorded investment in loans thal were considered to be impaired
totaled $634,000 at December 31, 2003, 'The related allowance lor credit
losses on these impaired loans at December 31, 2003 was $198,000. ‘The
average recorded investment in impaired loans during 2004, 2003 and 2002
wits $306,000, $631,000 and $782,000, respectively. No interest income was
recognized for impaired loans in 2004, 2003 or 2002,

There were no loans on nonacerual at December 31, 2004 or interest
foregone on nonaccrual loans for the year then ended. At
December 31, 2003, nonacerual loans totaled $634,000. Interest foregone
on nonaccrual loans totaled $27,000 and $62,000 for the years ended
December 31, 2003 and 2002, respectively,

Salarics and employee benefits totaling $354,000, $214,000 and $163,000
have heen deferred as loan origination costs for the years ended



4.  EQUIPMENT LEASED T OTHERS

Prior to 2003, the Bank entered into leasing arrangements through certain
leasing hrokers to lease compuler equipment to various entities. 1uring
2004, the remaining leases matured and the underlying cquipment was
fully depreciated. As a result, there was no recorded investment in
equipment leased to others at December 31, 2004, Net book valuge of
cquipment at December 31, 2003 was $38,000. Rental income for the
years ended December 31, 2004, 2003 and 2002 was $38,000, $485,000
and $1,004,000, respectively, Depreciation expense, net of the reduction
in provision for allowance for losses on equipment, was $38,000, $202,000
and $977,000 for 2004, 2003 and 2002, respectively.

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

2004 2003
(1 thousands)

Land § 250 % 250
Buildings and improvements 1.161 1,161
Furnilure, fixtures and equipment 3,862 3,149
Leaschold improvements 1,702 1,734

0,975 6,594

Less accumulated depreciation
and amortization (4,251) (3,609)

$ 2724 % 2,989
Depreciation and amortization included in occupancy and equipment
expense totaled $796,000, $721,000 and $575.000 for the years ended
December 31, 2004, 2003 and 2002, respectively,
6. DEPOSITS
Interest bearing deposits consisted of the following:
December 31,

2004 2003
(Ir thousunds)

Savings $ 20518 § 16,888
Money markel 89,904 71.382
NOW accounts 52,571 44,547
Time, $100,000 or more 25,854
Time, under $100,000 32,101
§ 220951 % 193,620
Aggregale annual maturitics of time deposits are as follows
(in thousands):
Year Ending December 31
2005 3 30.8%2
2000 13,745
2007 1,169
2008 -
2009 2,892
b 57,958

Interest expense recognized on interest bearing deposits consisted of (he
following:

Yeur Ended December 31,
2000 2003 2002
(In thousands)

Savings $ 67 8§ 06§ 88
Money market 660 639 817
NOW accounts 51 19 80
Time certificates of deposit 1,015 1,230 1,108

$ 1,793 § 2001 & 2393

7. BORROWING ARRANGEMENTS

Federal Home Loan Bank Advances

Advances from the Federal TTome Loan Bank (TIILE) of San Francisco al
December 31, 2004 and 2003 consisted of the following:

2004 2003

Amount Rate  Maturity Date
(Dollars in thousands)

Amount Rule Maturily Dale
(Dollars in thousands)

$ 2000 1.38% Teb. 11,2005  $ 2,000 3.28%  Feb. 23, 2004
2000 2.10% Feb. 13, 2006 3,000 3.38% March 4, 2004
2,000 2.66% Feb. 12, 2007 1,000 3.70%  April 15, 2004
1,000 3.99% Nov. 22, 2004
6,000 7,000

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

$ 4000 Long-term debt $ -

Long term debt

The FHLB advances are secured by investment sceuritics with amaortized
costa totaling $9,668,000 and $8,148,000 and marker values totaling
$9,822 000 and 58,174,000 at December 31, 2004 and 2003, respectively.
The Bank’s credit limit varies according to the amount and compaosition of
the investment and loan portfolios pledged as collateral.

Other Long-lerm Debt - ‘The Company has a note payable o a financial
instiliion with a balance of $2,500,000 at December 31, 2004, The note
bears a variable interest rate of LIBOR plus 2.5% (3.03% as of

December 31, 2004). Payment terms call for interest only payments
bascd on the lnancial institiion’s prime rate or LIBOR at the Company's
discretion, Payments are due on March 31, June 30, September 30 and
December 31, 2005, Beginning on March 31, 2006, one-eighth (1/8) of
the principal is due with each quarterly payment, along with all acerued
interest. The remaining principal and accrued interest is due when the
note matures on Deccmber 31, 2007, 'The note is secured by 200 of the
issued and owstanding stock of the Company’s subsidiary bank (Central
Valley Community Bank) with the value of pledged stock to be valued i
naot less than 200% of the outstanding principal balance.

Other long term debt matures as follows:

Year Ending December 31,

2005 $ -
2006 1,035
2007



7. BORROWING ARRANGEMENTS (Continucd)

Lincs of Credit - ‘T'he Bank had unsecured lines of creclit with its
correspondent banks which, in the aggregate, amounted o $10,100,000
and $9,000,000 at December 31, 2004 and 2003, respectively, at interest
rutes which vary with market conditions. The Bank also had a line of
credit with the Federal Reserve Bank of San Francisco al

Deeember 31, 2004 and 2003 which hears interest at the prevailing
discount rate collateralized by investment securitics with amortized costs
totaling $3,504,000 and $1,028,000 and market values totaling $3,456,000
and $1,090,000, respectively, At December 31, 2004 and 2003, the Bank
had no outstanding borrowings under these lines ol credit,

8. INCOME TAXES

The provision for income taxes for the years ended December 31, 2004,
2003 and 2002 consisted of the following:

Federal Stale Total
{Tn thousands)
2004
Current § 1,719 % 634 % 2,333
Leferred (313) _(96) (409)
Provision for income taxes § 1,406 § 538 % 1,941
2003
Current $ 1,238 % 280 % 1,538
Deferred (96) 37 (39)
Provision for income taxes  $ 1,162 § 337 0% 1,499
2002
Current g 885§ 266 % 1,151
Deferred 189 (92) 97
Provision for income taxcs  $ 1,074 § 174 % 1,248

Delerred tax assets (liabilitics) consisted of the following:

December 31,
20004 i 2003
(In thousands)

Deferred tax asscts:

Allowance for credit losses $ 539 5 539
Orther reserves 111 60
Bank premises and equipment 153 31
Deferred compensation 1,003 834
Tuture benefit of State deferred (ax liability 92 38

Total deferred ax asscts 1,598 1,505

Deferred tax liabilitics:

Other accruals (157) (173)
Unrealized gain on available-for-sale

investment scouritios ) (232) (529)

Tolal deferred tax labilities (389) (702)

Nel deferred tax asscts $ 1,509 § 803

The provision for income laxes differs from amounts computed by
applying the statutory Federal income tax rales to operating income belore
income Laxes. The significant items comprising these differences for the
years ended December 31, 2004, 2003 and 2002 consisted of the following:

2000 2003 2002

Federal income tax, at
statutory rate

Stute franchise tax, net
of Federal 1ax effect 7.1 % 6.1 % 2.8 %

Tax exempt investment

3.0 % 34.0 % 34.0 %

SCCUTIty income, net (4.9)% (5.1)% (4.1)%
Bunk owned life
insurance, net (1.4)% (2.2)% (2,2)%
Other (0.3)% (2.0)% 0.4 %
Total income tax expense 315 % 30.8 % 309 %

As discussed in Note 1, the Company’s subsidiary, the Bank, formed
CVCR in June 2002, 'The Company realized certain favorable tax
lreatments related to the formation of CVOR in its consolidated California
state tax filing for 2002, The Company did not realize any tax bencfits
from CVCR in 2004 or 2003,

9. COMMITMENTS AN CONTINGENCIES

Leases - ‘The Bank leases certain of its branch facilities and administrative
offices under noncancelable operating leases. Rental expense included in
occupancy and cquipment and other expenses totaled $359,000, $334,000
and $235,000 for the years ended December 31, 2004, 2003 and 2002,
respectively,

Puture minimum lease payments on noncancelable operaling leases are as
follows (in thousands):

Year Ending December 31,

2005 5 402
2006 332
2007 261
2008 248
2009 255
‘Ihereatier 674
$ 2,170

Lederal Reserve Requirements - Banks arc recuired O maintain reserves
with the Federal Reserve Bank equal to a percentage of their reservable
deposits, The average amount of such reserve balances required at
December 31, 2004 and 2003 was $753,000 and $233,000, respectively.

Correspondent Banking Agreements - ‘The Bank maintaing funds

on deposit with other federally insured financial institutions under
correspondent banking agreements. Uninsured deposits totaled $9,975,000
al December 31, 2001,

Tinancial Instruments With Off-Balance-Sheet Risk - 'The Bank is a party
to financial instruments with off balance sheet risk in the normal course
of business in order o mect the linancing needs of its customers and to
reduce its own exposure to fluctuations in interest rates, These financial
instruments consist of commitments to extend credit and standby letters of
credit. These instruments involve, to varying degrees, elements of credit
andl interest rate risk in excess of the amount recognized on the balance
shect.

The Bank’s exposure to credit loss in the event of nonperformance by
the other party for commitments to extend credil and standby letters of

credit is represented by the contractual amount of those instruments, The
Bank uses the same credit policies in making commitments and standby
letters of credit as it does for loans included on the balance sheet.




9. COMMITMENTS AND CONTINGENCIES (Continucd)

Financial Instruments With_Off-Balance-Sheet Risk - (continued)

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

December 31,
2004 2003

{in thousiands)

91,469
1,180

Commitments to extend credit %
Standby letters of credit $

106,561 §
1,255 %

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 arc secured by deeds of wust, with
disbursements made over the course of construction. Commercial revolving
lines of credit have a high degree of industy diversification. Commitments
generally have fixed expiration dales or other termination clauses and may
require payment of a fee, Since many of the commitments are expected 1o
expire without being drawn upon, the total commilment amounts do not
necessarily represent future cash requircments. Standby letters of credit are
generally securcd and are issued by the Bank to guarantee the performance
of 4 customer to a third party. The credit risk involved in issuing standby
tetters of credit is essentially the same as thal involved in extending Toans
to customers. The fair value of the liability retated (o these standby letters
of credit, which represents the fees received for issuing the guarantees, was
nol significant at December 31, 2004 and 2003, The Company recognizes
these lees as revenue over the term of the commitment or when the
commitment is used.

At December 31, 2004, commercial loan commitments represent
approximatcly 50% of total commitments and are generally secured by
collateral other than real cstate or unsecured, Real estate loan commitments
represent 41% of (otal commitments and are generally sceured by property
with a loan-to-value ratio not o exceed 80%. Consumer loan cormmitments
represent the remaining 9% of total commitments and are generally
unsceured. 1n addition, the majority of the Bank's loan commitments have
variable interest rates.

Concentrations of Creclit Risk - At December 31, 2004, in management’s
judgment, a concentration of loans existed in commercial loans and real-
estale-related loans. At that date, approximately 89.2% of the Bank's Toans
were commercial and real-estate-related, representing 27.5% and 61.7% of
total loans, respectively,

At December 31, 2005, in management’s judgment, @ concentration of
lozns existed in commercial louns and real-cstate related loans. AL that
clate, approximately 91.4% of the Bank's loans were commercial and real-
estate-reluted, representing 29.7% and 61.7% of total loans, respectively.

Although management believes the loans within these concentrations
have no more than the normal risk of collectibility, @ substantial decline
in the performance of the economy in gencral or a decline in real estate
values in the Company's primary murkel area, in particular, could have
an adverse impact on collectibility, increase the level of real-estate-refated
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,

Contingencics - During 2004, the Company wrote down ils investment in a
title and insurance company by $130,000 to its estimated fair vidue of $350,000,
This investiment is included in other assets in the consolidated balance sheet,
The title and insurance company is currently in negotiations to cither be sold
or restructuredd. ‘The uliimate resolution is not known and any additional
adjustment to fuir value, if necegsary, is not currently estimable,

The Company is subject to legal proceedings 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 consolidited financial position or consolidated results of
operations of the Company.

10. SHAREHOLDERS EQUITY

Regulatory Capital - The Company and the Bank dre subject to certain
regulatory requirements administered by the Board of Governors of the
Federal Reserve Systemn und the Federal Deposit Insurance Corporation
(FDIC), Tailure to meet these minimum capital requircments can initiate
cerlain mandatory, and possibly additional discretionary, actions by regulators
that, if undertaken, could have a dircet marterial cffect on the Company’s
consolidated financial stanements. Under capital adequacy guidelines and
the regulatory framework Tor prompl corrective action, the Bank must meet
specific capital guidelines thal involve quantitative measurcs of the Bank’s
assets, liabilitics and certain ol(-balance-sheet items as calculated under
regulatory accounting practices. The Company’s and the Bank’s capital
amounts and classification arc also subject to qualitalive judgments by the
regulators aboul components, risk weightings and other factors.

Quantitative measures established by regulation 1o ensure capital adeguacy
require the Company and the Bank to maintain minimum amounts and ratios
ol total and Tier 1 capital to risk-weighted asscts and of ‘Tier 1 capital (o
average asscts. Fach of these components is defined in the regulations. ‘The
consolidatcd average assets and risk-weighted assets of the Company and
the average asscts and risk-weighted assets of the Bank were not martcerially
different at December 31, 2004 and 2003, Management believes that the
Company and the Bank meet all their capital adequacy requirements as of
December 31, 2004,

In addition, the most recent notification from the FDIC categorized
the Bank as well capitalized under the regulatory framework [or prompt
corrective action, To be categorized as well capiialized, the Bank must
maintain minimum total risk-based, Tier 1 risk-based and ‘Tier 1 leverage
ratios as sct forth below. ‘There are no conditions or events since that
nolification that management believes have changed the Bank's category.

2004 2003
'Amo_u_ it Ratio  Amount  Ratio
(Dollars in thousands)

Tier 1 Leverape Ratio
Central Valley Community Bancorp

and Subsidiary $ 29,259 85.0% § 25,595 7.8%
Mininum regulalory requirement $ 14,574 4.0% § 13,051 4.0%
Central Valley Community Bank $ 29913 82% §$ 24,500 7.5%
Minimum requirement for

“Well-Capitalized” institution b 18,155 3.0% § 16,274 5.0%
Minimum regulatory requirement § 14,524 4.0% $ 13,020 4.0%
Tier 1 Risk-Based Capital Ratio
Central Valley Community Bancorp

and Subsidiary $ 29259 11.6% $ 25,595 11.7%
Minimum regulatory requircment $ 10,137 4.0% § 8,734 4.0%
Central Valley Community Bank $ 29913 11.8% § 24,509 11.2%
Minimum requirement for

“Well-Capitalized” institution $ 15,166 6.0% § 13,070 6.0%
Minimum regulatory requirement $ 10,111 4.0% § 8713 4.0%

Total Risk-Based Capital Ratio

Central Valley Community Bancorp
and Subsidiary

Minimum regulatory requirement

Centrad Valley Community Rank

Minimum recuirement for
“Well-Capitalized” institution $

Minimum regulatory recuirement 4

31,956 12.0% § 28,020 12.8%
20,2735 8.0% S 17,467 8.0%
32,610 129% % 20,934 12.3%

25,277 10.0% $
20,222 8.0% %

21,783 10.0%
17,426 8.0%




10. SHAREHOLDERS' EQUITY (Continucd)

Dividends - On May 19, 2004, the Board ol Directors declared a $.10 per
share cash dividend for sharcholders of record as of June 4, 2004, paid on
or about Junc 30, 2004. On May 21, 2003, the Board of Dircators declared
$.10 per share cash dividend to shareholders of record as of

June 2, 2003, paid on or about June 30, 2003, On February 13, 2002, the
Board of Directors declared a $.05 per share cash dividend o sharcholders
of record as of March 1, 2002, paid on or about March 31, 2002,

The Company's primary source of income with which to pay cash
dividends is dividends from the Bank, The California Financial Code
restricts the woral amount of dividends payable by a bank at any time
without obtaining the prior approval of the California Department of
Financial Tnstitutions to the lesser of (1) the bank’s retained carnings or (2)
the bank’s net income for its last three fiscal years, less distributions made
to sharcholders during the sume three-year period. At December 31, 2004,
retained earnings of $8,808,000 were free of such restrictions.

Share Repurchase Plan - During 2004, 2003 and 2002, the Company
approved stock repurchase plans authorizing the purchase of shares up to

a tolal cost of $500,000, or approximately 2%, 29% and 3%, respectively, of
its common stock, in cach year, As of December 31, 2004, 2003 and 2002,
the Company repurchased 9,000, 5,463 and 40,812 shares al a total cost of
$213,000, $81,000 and $483,000, respectively. On QOctober 20, 2004, Central
Valley Community Bancorp’s Board of Directors suspended operation of the
St(')(:k I‘CI)LII’C]IE[H(‘.‘ l')l'()gl'?i m.

Earnings Per Share - A reconciliation of the numerators and denominators
of the basic and diluted earnings por share computations is as follows:

~_ Yeur Ended December 31,
2001 2003 2002
(In thovsands, except share
and per share amaounts)

Basic Farnings Per Share:

Nct income $ 3,605 % 3,572 % 2,784

Weighted average

shares outstanding 2 626,829 2,586,352 2,585,433

Nel income per share $ 1.41 8% 1.30 % 1.08
Diluted Carnings Per Share:

Net income § 3093 § 3572 8 2,784

Weighted average

sharcs outstanding 2,626,829 2,586,352 2,585,433

Effect of dilutive stock options 292,626 242 486 156,310
Weighted average shares

of commonstock and common

stock equivalents 2,919,455 2,828,838 2,741,743
Net income per diluted share S 1.27 S 1.19 % 1.02

Stock Options  During 1992, the Bank established a Stock Option Plan [or
which shares are reserved for issuance to employees and directors under
incentive and nonstatutory agreements, The Compuny assumed all obligations
undler this plan as of November 15, 2000, and options to purchuse shares

of the Company's cormon stock were substituted for options to purchuse
shares of common stock of the Bank. The plan requires that the option

price may nol be less than the fair market value of the stock at the date the
oplion is granted, and that the option price must be paid in full at the time it
is exercised. ‘The options under the plan expire on dates determined by the
Board of Directors, bul not Tater than ten years from the date of grant, The
vesting period is determined by the Board of Dircctors and is gencrally over
five years. Quistanding options under the 1992 plan are exercisable until their
expiration; however, no new options will be granted under this plin,

On November 15, 2000, the Company adopled, and subscequently
amended on December 20, 2000, the Central Valley Community Bancorp
2000 Stock Option Plan for which 630,250 shares remain reserved for
issuance o cmployees and directors under incentive and nonstatutory

agreements,

A summary of the combined activity of the plans, adjusted to give effect to
stock splits, follows:

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares  Price Shares  Price Shares  Irice
Options -
oulstanding,
heginning
of year 565,790 § 9.28 331,088 § 802 41430 § 749
Options granted 500 $22.60 78,100 $17.21 31,000 $10.94

Options exercised  (38,940) § 8.08
Options canceled (920) $12.38
Options

(31,148) § 7.86
(12,2500 $ 8.90

(43.340) $ 4.66
(18,002) $ 833

outstanding,

end of year 526,430 $ 938 505,790 § 928 531,088 § 8.02
Options - - —

exercisable,

end of year 340,880 $ 8.38 287,400 % 798 234278 § 798

A summary of oplions outstanding at December 31, 2004 (ollows:

Number of Weighted Number of
Options Average Qptions
Ougstanding  Remaining  Exercisable
December 31, Contractual  December 31,
Range of Exercise Prices 2004 Life _.. 2004
$6.50 10 $7.75 226,780 3.62 years 154,890
$8.63 1o $10.03 189,470 4.73% years 157,550
$10.75 10 $11.63 33,000 7.58 years 13,400
$17.25 to $22.60 77,180 8.47 years 15,040
526430 310 880

11. OTHER EXPENSES
Other expenses consisted of the following:

Year Ended December 31,

2004 2003 2002
(Ini thousands)
Data processing $ 663 S 681 % 593
Advertising 363 360 524
Auddit and accounting fees 244 222 334
Legal fees 129 101 158
ATM and dcbit card 154 111 153
Other expenscs 2,386 1,947 1,783
$ 3921 % 3,425 % 3,545




12. EMPLOYEE BENEFITS

401¢ky 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 service.
Participants in the profit sharing plan are eligible to receive employer
contribulions after completion of two years ol service, Bank contributions
are determined at the discretion of the Board of Directors. Participants
are automatically vested 100% in all ecmployer contributions. The Bank
contributed $105,000, $120,000 and $100,000 o the profit sharing plan in
2004, 2003 and 2002, respectively.

Additionally, the Bank may clect o make a matching contribution o the
participants’ accounts. The amount contributed is announced by the Bank
al the beginning of the plan year. For the years ended
December 31, 2004, 2003 and 2002, the Bank made a 100% malching
contribution on all deferred amounts up to 3% and a 50% matching
contribution on all deferred amounts above 3% 1o a4 maximum of 5% of
cligible compensation. For the years ended Decemnber 31, 2004, 2003 and
2002, the Bank made matching contributions totaling $188,000, $157,000
and $128,000, respectively.

Deferred Compensation Plan - The Bank has a nonqualified Deferred
Compensation Plan which provides dircetors and a former key executive
with an unfunded, deferred compensation program.  Under the plan,
cligible participants may elect to defer some or all ol their current
compensation or director fees, Deferred amounts cam interest al an
annual rate determined by the Board of Directors (5.5% at

December 31, 2004), At December 31, 2004 and 2003, (he total net
deferrats included in acorued interest payable and other liabilities were
$1,190,000 and $1,107,000, respectively.

In connection with the implementation of the above plan, single
premium universal life insurance policics on the lile of each participant
were purchased by the Bank, which is beneficiary and owner of the
policics. The cash surrender value of the policies totaled $3,801,000 and
$3,690,000 at December 31, 2004 and 2003, respectively. The current
annual lax-free interest rates on these policies is 4.9%. Income recognized
on these policies, net of related expenses, for the years ended
December 31, 2004, 2003 and 2002 totaled $111,000, $171,000 and
$164,000, respeatively.

Salary Conlinuation Plans - The Board of Directors approved salary
continuation plans for cerfain key executives during 20000 Under these
plans, the Bank is obligated to provide the excecutives with annual
benefits for fiftcen years after retirciment. These benefits are substantially
cquivalent to those available under split-dollar life insurince policics
purchased by the Bank on the life of the exceutives. In addition, the
estimated present value of these future benefits are accrued [rom the
effective date of the plans until the execulives” expected retirement dute.
The expense recognized under these plans for the years endec
December 31, 2004, 2003 and 2002 totaled $283,000, $256,000 and
$203,000, respectively.,

In connection with these plans, the Bank purchased single premium
life insurance policics with cash surrender values totaling $2,274,000
and $2,189,000 at December 31, 2004 and 2003, respectively. Ineome
recognized on these policies, net of related expense, for the years ended
December 31, 2004, 2003 und 2002 totaled $85,000, $90,000 and $111,000,
respectively.

13. LOANS TO RELATED PARTIES

During the normal course of business, the Bank enters inlo loans with
related parties, including excowtive officers and directors, These loans are
made with substantially the same terms, including rates and collateral, as
loans o unrelated parties. The following is a summary of the aggregale
activity involving related party horrowers (in thousancs):

Balance, January 1, 2004 $ 383
Dishursements 145
Amounts repaid . (108)

Dalance, December 31, 2001 $ 420

Undisbursed commitments to related partics,
December 31, 2004 b 1,363

14. COMPREHIENSIVE INCOME

Comprehensive income is a more inclusive inancial reporting
methodology that includes disclosure of other comprehensive income
(loss) that historically has not been recognized in the caleulaton of net
income. The Company's only source of other comprehensive income
(logs) is unrealized gains and losses on the Company’s available-for-sale
invesiment securitics,  Total comprehensive income and the components
ol accumulated other comprehensive income (loss) are presented in the
consolidated statcment ol changes in shareholders” equity.

At December 31, 2004, 2003 and 2002, the Company held securitics
clussified as available-for-sale which had net unrealized gains or losses as
follows:

Tax
Belore (Expense) After
Tax Renelit Tax

(In thousancs)

For the Year Ended Decemnber 31, 2004

Other comprehensive loss:
Unrealized holding losses $ (6O7) %
Less reclassification
adjustment for net gains
included in net income 183 (164) 319

133§ (474)

Total other
comprehensive loss $

(LOVDY 297 (793)

For the Yeur Ended December 31, 2003

Other comprehensive income:
Unrealized holding gains
Less reclassification

adjustment for net gains
included in net income 5006 (157) 349

$ (574) % 188 % (386)

Totul other
comprehensive loss 4 (1,080}

U
e
E.
S
e

(73%)

For the: Year Ended December 31, 2002

Orther comprehensive income:
Unrealized holding gains $ 1016 % (183 § 831
Less reclassification
adjustment for net gains
included in net income 27 ¢} 19

Total other

>

comprehensive income § 989

a7z s 512



15, DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL

INSTRUMENTS

Disclosures include estimated fair values for financial instruments for
which it is practicable to estimate fair value. These cstimates are macde at a
specific point in time bascd on relevant market 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 ol 4
particular financial instrument for sale at one time, nor do they arempt
estimate the value of anticipated fuure business related to the instruments.
In addition, the tax ramifications related to the realizaion of unrealized
gains and losses can have a significant effect on fair value estimates and
have not been considercd in any of these estimates.

Because no market exists for a significant portion of the Company's
financial instruments, fair value estimates are based on judgments
regarding current economic conditions, risk characteristies of various
financial instruments and other factors, These estimates are subjective in
nature and involve uncerlaintics and matters of significant judgment and
therefore cannot be determined with precision. Changes in assumptions
could significantly affect the fair values presented.

The following methods and assumnptions were used by the Company
to estimate the fair value of its financial instraments at December 31, 2004
and 2003:

Cush and cash cquivalents - Tor cash and cash cquivalents, the carrying
amount is estimated 1o be fair value.

Available-for-sale investment securitics and interest-bearing deposits in
other banks - For investment securitics and deposits, fair values are based
on quoted market prices, where available. 1 quoted market prices arc not
available, fair values are cstimated using quoted market prices for similar
sccurities and deposits and indications of value provided by brokers.

Loans - Tor variable-rate loans that reprice frequently with no significant
change in credit risk, fair values arce based on carrying values. Fair
values for other loans are estimated using discounted cash flow analysis,
using interest rates being offered at cach reporting date for loans with
similar terms 10 borrowers ol comparable creditworthiness adjusted for
the allowance for loan losscs. ‘The carrying amount of accrued interest
receivable approximates its fair value.

Bank owned life insurance: - The fair value of bank owned life insurance
policics are based on cash surrender values al each reporting date as
provided by the insurers,

Federal Home Loan Bank stock: - The carrying amount ol Federal Home
Loan Bank (FHLB) stock approximales fair value. This investment is
carried at cost and is redeemable at par with cortain restrictions.

Deposits - 'The fair values lor demand deposits are, by definition, cqual
1o the amount payable on demand at the reporting date represented by
their carying amount. Fair values for fixed-rate cerlificates of deposit arc
estimated using a discounted cash flow analysis using interest rates being
offered at each reporting date by the Bunk for certificates with similar
remaining maturities. The carrying amount of acerued interest payable
approximates its fair value.

Short-term borrowings and long term debl: - The fair values of fixed-rate
borrowings are estimated by discounting their future cash flows using rates
at each reporting date for similar instroments.

Cominitments (¢ extend credit and letters of credit Off-balance-sheat
commitments 1o extend credit are primarily lor adjustable rale loans, For
these commitments, there are no differences between the commitied
amounts and their fuir values, Commitments to fund fixed rate loans and
standby letters of credit are at rates which approximate fair value at each
reporting date,

December 31, 2004 December 31, 2003

Carrying Fair
Amount Value

Carrying Fair
_Amouni Value
(In thousands)

Financial asscts:
Cash and doe

from banks % 17,507 § 17,507 % 24375 % 21,375
Federal funds sold 20,307 26,307 10,956 10,950
Interest-hearing

deposits in other

Prnks 2,605 2,605 500 500
Investment securitics 98,983 98,983 05,514 05,914
Loans 206,582 211,393 143,849 187,520
Bank owned life

insurance 6,075 6,075 5,879 3,879
FHLB stock 1,420 1,420 572 572
Accrued interest

reccivahle 1,413 1,413 1,239 1,239

Tinancial liabilitics:
eposits b 326,186 § 308,325 § 290565 § 290,090
Short-term

horrowings 2,000 2,000 7,000 6,993
Long-term debt 6,500 6,310
Accrued interest

payuble 202 202 224 224

Off balance-sheet financial instrumaents:
Commitnents (o

extend credit $ 106,561 § 106,561 $ 91,469 % 01,469
Standby letlers

of credit 1,255 1,25% 1,180 1,180

16. PARENT ONLY CONDENSED FINANCIAL STATEMENTS

BALANCE SHEET

December 31, 2004 and 2003

(In thousancds)

ASSETS 2001 2003

Cash and cash equividents s 700§ 361

Investment in subsidiary 30,261 25,6341

Cither assets 1,257 799
Total assets § 32227 8 20,794

LIABILITITS AND
SITAREHOLDERS EQUITY

Liabilitics:
Long-term debl $ 2,500
Other liabilities 121 4 74
Total liahilites 2,621 74
Shareholders” equity:
Comimaon slock 6,343 6,096
Retained earnings 22,933 19,501
Accumulated other comprehensive income,
nel of taxes 330 1,125
Total sharcholders” equity 20,600 26,720
Total liabilities and shareholders” equity § 32,227 § 26,794




16.

STATEMENT OF INCOME
For the Years Ended December 31, 2004, 2003 and 2002
(In thousands)

2001 2003
Income:
Dividends dectared by
subsidiary - climinated
in consolidation $ 593
Other income $ 42
Tolal income 893 42
Expenses:
Prolessional fees 9% 62
Other expenses 378 184
Total expenses 474 246
Income (loss) before
cquity in undistributed
income of subsidiary 119 (204)
Fquity in undistributed net
income of subsidiary 3,419 3532
Income before income tuxes 3,538 3,328
Income tax benefil 157 44
Net income $ 3605 %

STATEMENT OF CASH FLOWS
For the Years Ended December 31, 2004, 2003 and 2002
(In thousands)

Cash flows from operating activitics:
Net income

Adjustments to reconcile net income to net cash provided by (used in) operating activities:

Undistributed net income of subsidiary
(Increase) decredase in other assets
Increase (decrewse) in liabilities

Net cash provided by (uscd in) operating activities

Cash flows uscd in investing activities:
Investment in subsidiary

Cash lfows from financing activitics:
Proceeds Itom borrowings
Share repurchasc und retirement
Proceeds from exercise of stock options
Cush paid for dividends
Net cash provided by (used in) financing activitics
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Non-cash investing activilies:

Net change in unrealized (loss) gain on available-for-sale investment securities

Non-cash financing activitics:
Tax benefit from stock options exercised

$

PARENT ONLY CONDENSED FINANCIAL STATEMENTS (continued)

2002

1,130

2004 2003 2002
3,095 $ 3,372 2,784
(3,410 (3,532) (1,857)
(316) (47) 33

A7 (22 77
7 (229) 1,037
(2,000)
2,500
(213 (81) (483)
317 245 202
(263) (258) (1300
2,541 (94) (411)
348 (323) 626
361 684 58
709 5 361 (84
(1,000) $ (1,080) 089
143 $ 74 86




17. SUBSEQUENT EVENT
Merger of Bank of Madera County into Central Valley Community Bank -
After the close of business on December 31, 2004, Central Valley
Community Bancorp and Bank of Madera County completed their
previously announced merger and the Bank of Madera County was merged
into Central Valley Community Bank, the wholly awned subsidiary of
Central Valley Community Bancorp. The total consideration paid 1o Bank
ol Madera County shareholders and option holders was approximately
$14,311,000 which was comprised of $1,911,000 in payment to holders

of outstanding Bank of Madera County stock options, $6,200,000 in cash
and 261,053 shares of Central Valley Community Bancorp common stock
Cvadued at $6,200,000 for purposes of the merger agreement),  Total
consicderation paid to the Bank of Madera County sharcholders was
established under the terms of the merger agreement basced on a value of
$26.22 per share of Bank of Madera County common stock.

This (ransaction represents the first acquisition for Central Valley
Community Bancorp. Management believes that the merger will allow
Central Valley Community Bank to further accommodate a growing
customer base in Madera County, provide Bank of Madera County
customers with more convenient locations in the Central Valley, as
well as offer new advancement and geographic opportunities for their
employces. As i result of the above factors, management believes that the
potential for the combined performance exceeds what each entity could
accomplish independently wand the goodwill in this transaction arose from
the synergies associaled with the merger, The acquisition is part of Central
Valley Community Bancorp’s long term siralegy to increase its prescnce
from Sacramenlo (o Bakersfield along the Highway 99 corridor and the
surrounding (oothills,

DNue to the merger becoming elfective after the close of business
on December 31, 2004, the asscts acquired, liabilities assumed and the
operating results for Bunk of Madera County are not reflected in the
financial statements of Central Valley Community Bancorp al
December 31, 2004,

The fair values of the assets acquired and the Habilitics assumed after
the close of business on December 31, 2004, the date of acquisilion, are as
follows (in thousands):

Agsets:
Cash 4 2842
Federal funds sold 19,230
Loans, net of allowarnce for loan losses of $751 45,028
Property and equipment 390
Core deposit intangibles 1,500
Goodwill arising in the acquisition 8,939
Other assets o 570
Total assels acquired 78,519
Liabilities:
Deposit (63,769)
Other liabilities (439)
Total labilitics assumed _(64,208)

Net assels acquired

14,511
Goodwill and Intangible Assets

The $1,500,000 core deposit intangible will be amortized over an estimated
lite of 7 years with no significant residual value, Goodwill of $8,939,000
arising in the acquisition will be allocated to Other Asscts and will not

e subject to amortization for book purposes, but will be reviewed for
impairment.




The Sharcholders and Board of Dircctors
Central Valley Community Bancorp and Subsidiary

We have audited the accompanying consolidated balance sheet of Central Valley Community Bancorp and subsidiary
as of December 31, 2004 and 2003 and the related consolidated statements of income, changes in shareholders” equity
and cash fows for cach of the years in the three-year period ended December 31, 2004, These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statcments based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whethier the consolidated financial statements are free of material misstatement.  An audit includes examining, on a test
hasis, 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 provided a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Central Valley Community Bancorp and subsidiary as of December 31, 2004 and 2003
and the consolidated results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2004, in conformity with accounting principles generally accepted in the United States of America.

Sacramento, California E;
February 7, 2005




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

Operations for the year; 2004 2003 2002 2001 2000
Total interest income $ 16,799 § 14970 % 14336 $ 14,577 % 13,500
Total interest expense 1,978 2,200 2728 4,138 4,247
Net interest income betore provision for credit losses 14,821 12,680 11,808 10,439 9,315
Provision for credit losses - - - ~ (623) (50)
Net interest income aller provision for credit Josses 14,821 12,680 11,808 9816 9,203
Non interest income 3,937 4,546 4,212 4,692 3,528
18,758 17,226 16,020 14,508 12,791
Non-inmerest expense 13,119 12,355 11988 10,855 10,139
Income {rom continuing operations before income taxes 5,639 4,871 4,032 3,653 2,652
Provision lor income laxes 1,944 1,499 1,248 1,275 904
Net incorme 5 3695 % 3,372 % 2,784 2,578 § 1,748
Basic carnings per share 5 141 % 130§ 108 % 092§ 0.67
Diluted carnings per share 5 1.27 % 119§ .02 § 089 § 0.66
Cash dividends declared per common sharc ) 010§ 010 % 0.03 - $ $0.05
December 31,
(In thousands)

Balances at end of year: 2004 2003 2002 2001 2000
Investment securitics, Federal funds

sold and other deposits $ 127,895 & 107,300 § 93,901 § 64,746 8 78,955
Net loans 206,582 183,849 156,293 130,797 93,973
Total deposits 326,186 290,565 246,337 192,132 180,952
Total asscts 368,147 327,930 283,006 219,067 202,167
Shareholders’ equity 29,6006 206,720 21,099 20,828 18,670
Earning asscts 338,032 202 494 251,895 196,374 173,655
Average balances: 2004 2003 2002 2001 2000
Investment securities, Vederal funds

sold and other deposits $ 115,009 % 101,222 % 74111 % 70,326 % 73,091
Net loans 192,658 172,310 146,264 110,293 83,476
Total deposits 307,453 270,159 212,629 183,189 158,781
Tolal asscts 346,217 306,384 248,948 206,522 179,244
Shareholders' equity 28,203 25,484 22,604 20,181 16,675
Tarning asscts 311,414 275,846 222,067 182,418 157 244




nancial
December 31, 20

Managemenl’s discussion and analysis should be read in conjunction with
the Compuny’s audited Consolidated Finuncial Statements, including the
Notes thereto, at pages 8 through 24 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 statements 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 increascs in competitive
pressurce 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 environment; (4) Huctuations in the real cstate market;
{3) changes in business conditions and inflation; (6) changes in
securities markets (7) risks associated with acquisitions, relating to
difficulty in integrating combined operations and related negative
impact on earnings, and incurrence of substantial expenses.
Therefore, the information set forth in such forward-looking
statements should be carctully considered when evaluating the
busincss prospects of the Company.

When the Company uses in this Annual Report the words
“anticipate,” “cstimate,” “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 subject to certain risks, uncertaintics and
assumptions, including those described in this Annual Report.
Should one or more of these risks or uncertaintics materialize,

or should underlying assumptions prove incorrect, actual results
may vary matcrially from those anticipated, estimated, expected,
projected, intended, committed or believed. The future results and
shareholder values of the Company may differ materially from
thosc expressed 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 thosc statcments,
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 Dancorp (NASDAQ: CVCY) (the “Company™)
was incorporated on February 7, 2000, The formation of the holding
company offered the Company more flexibility 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 central valley area from Sacramento, California 10 Bakersfield,
Californiz. To garner public acceptance beyond the Clovis-Fresno areu,
the Company made a decision in the first half of 2002 w change the
name of ils one subsidiary, Clovis Community Bank., (o Central Valley
Community Bank (the “Bank™).

During 2004, the Company focused on assuring competitive products
and services to our clients were made available while adjusting to the
many new laws and regulations that affect the banking industry. No new
hranches or relocations were undertaken in 2004, The Bank opened an
office in Kerman, California and a private banking facility in Sacramento.
Californin in 2002 and anticipates opening a (ull service retail olfice in the
Fresno downtown area in Summer 2003,

After the close of business on December 31, 2004, the Company
acquired all of the assets and assumed the Tabilities of Bank of Madera
County, a two-branch state chartered bunk. On July 19, 2004, the
Company signed a definitive agreement to merge Bank of Madera

County (*BMC™) inteo the Company’s wholly owned subsidiary, Central
Valicy Commmunity Bank (the “Bank”). The Company filed a Form. $-4,
Registration Statement Under the Securilies Acl of 1933 on August 25, 2004
with the Securities and Exchange Commission to register the shares of the
Company's common stock to be issued in the merger. All approvals of the
merger were recetved from the FDIC, DIT and the Federal Reserve Bank off
San Francisco, under the Bank Holding Company Act, us ol

December 17, 2004, On December 20, 2004, the sharcholders of BMC
approved the merger and the merger was closed after the close of business
on December 31, 2004, BMC had $68,080,000 in toral asscts and $3,821,000
in shareholders” equily as of December 31, 2004, Under the terms of

the Agrecment, BMC sharcholders will receive a total of approximately
$12,400,000 in cash and stock, representing $6,200,000 in cash and 261,053
shares of the Company’s common stock. In addition, the holders of BMC
common stock options received $1,911,000 Tor those options.

‘The transaction is valued at $12,400,000, or $26.22 per share of Bank
of Madera County common stock. There were no mal relationships
helween Bank of Madera County, its officers, sharcholders or cmployees
and Central Valley Community Bancorp and Central Valley Community
Bank, and its officers, sharcholders or employees, other than in respect (o
the transaction, Funds utilized in the transaction came solely from cash
held at Central Valley Communily Bank.

In December 2004, the Company entered into 1 non-revolving loan
agreement with Bank ol the West under which the Company borrowed
$2,500,000 and added 82,000,000 in additional capital to the Bank. It
is unlikely that the Company will pay dividends until the debt is paid.
Refer to “Other Liabilities™ for further information regarding the credit
arrangement.

Duc to the merger becoming effective after the close of business
on December 31, 2004, (he assets acquired, tabilities assumed and the
operating resulls for BMC are not reflected in the financial statements of
the Compiny or in Management’s Discussion and Analysis of Financial
Condition and Results of Operations.

The merger of the Bank and BMC will bring the total number of
branches to nine (9). The combined banks will have approximately
$435,475,000 in total asscts. Total loans for BMC at December 31, 2004
were $45,779,000 and the Company’s total gross loans were $209,279,000
al December 31, 2004 for a combined total of $233,058,000. ‘Total deposits
for BMC at Deccmber 31, 2004 were $63,769,000 and the Company’s total
deposits at December 31, 2004 were $326,006,000 for a combined total of
$389,773,000.

The Company successfully offered an incentive program to BMC
cmployees to retain and increase loans and deposits during the (ransition
period of the merger. BMC's average gross loans [or June 2004 were
$43,300,000 compared 10 $44,941,000 for December 2004, BMC's average

December 2004, There is no assurance that this level of loan and deposit
retention will continue.

Por a summary of asscts acquired and liabilitics assumed, see Footnotle
17 to the avdited financial statements at page 23.

This is the firs( acquisition (o be undertaken by the Company.
Management believes that the merger will allow the Bank to further
accommaodate a growing customer base and provide BMC customers
with more convenient Tocations and that the potential for the combined
perlormance exceeds what cach entity could accomplish independently.
[owever, the Company may not be able o integrate effectively the
different operations without encountering difficulties, such as the loss of
key employees and customers, the disruption of ongoing businesses, or
possible inconsistencics in standards, controls, procedures, and policics.
Morcover, the projected cfficiencies which the Company expects from the
merger or from any future acquisitions may not result in significant cost
savings or revenue enhancements, If the Company experiences ditficulties
with the integration, it may not achicve the economic benefits expecled to
resull from the merger, and this could have a negative impuact on business
and carnings.

Branch expansions provide the Company with opportunitics to expand
its loan and deposit base; however, based on past experience, management
expects these new offices will initially have 4 negative impact on carnings
until the volume of business grows to cover lixed overhead expenses.



INTRODUCTION (Continued)

In 2002, the Bank formed a real estate investment trust, Central Valley
Community Realty, LLC (*CVCR?), The trust invested in the Bank's
real estate related assets, The Company realized certain favorable tax
treatments related 1o the formation of CVCR in ils consolidated California
state tax hling for 2002, The Company did not realize any tux benefits from
CVCR in 2004 or 2003,

ECONOMIC CONDITIONS

Fresno County's economy has been relatively stable for the past three
1o four years; however, some minor evidence of a slow down has been
cvident in the fourth quarter ol 2004, Most industrics in the County are
cither stable or contracting very maodestly, Fresno County’s double digit
uncmployment is one of the highest rates in California and the naton.
This high level is a strong hindrance 10 strong growth in the County.
Agriculture and agricoltural related businesses remain @ critical part of
the County’s cconomy. The County’s agricultural production is widely
diversilied producing colton, nuts, vegetables, fruil, cattle, and dairy
products.

Fresno County also offers lower living costs compared with metropolitan
arcas to the North and South of the County. Residential construction,
while slowing somewhat, stll appears 1o be strong. According (o the
FDIC State Profiles reported for the Winter of 2004, the “Unsold Inventory
Index increased year-over-year, especially in Southern California markets.
Concurrently, the medial time on market for detached homes increased
to 30 days from 24 days” additionally, “housing affordability remaincd
low and could deteriorate further as interest rates increase.” ‘The local
ceonomy benefited from growth in housing and construction fueled by
record low long-term interest rates, demand for new housing and refinance
activity, The Central Valley experienced significant appreciation in home
and real estate values in the past two years while remaining relatively
inexpensive comparcd to other metropolitan arcas in the State, however,
this appreciation began to slow in the fourth guarter of 2004,

OVERVIEW

In 2004, the Company reported net income of $3,695,000 or $1.27
diluted earnings per share compared o $3,372,000 or $1.19 diluted
carnings per share in 2003,  Basic earnings per share for 2004 was $1.41
compared (o $1.30 for 2003, an 8.5% increase. The main contributor
to the increase in net income was net interest income which increased
$2,141,000 in 2004 compared to 2003, primarily as the result of increased
volumes in carning assets and a 125 basis point increase in interest rales
by the Federal Open Market Commiltee (‘FOMCT), combined with modest
decreases in the cost of interest bearing Habilities. These chunges were
partially oftsct by reductions of $447,000 in rental income from equipment
leased to others and $158,000 in loan placement fees. Nel interest margin
on a tax equivalent basis for 2004 was 4.919% compared o 4.75% in 2003.
The increase in the net interest margin reflects live (3) increases in the
prime rate of 23 basis points each during the second half of 2004, The
impuct of the 123 basis point increase ininterest rates can be better
appreciated given the Company's assel sensitive position as set forth in
the: following table of loan yields by quarter. (For further discussion on the
Company's assel sensitive position, refer 1o Market Risk)

1st Quarler
2001 Effective

2nd Quarter 3rd Quarter
2004 Effective 2004 Effective

qth Quarter
2004 Cffcctive

Yield Yield — _ Yield Yield
Total Louns .70 6.42 0.75 7.22
‘Total Interest
Bearing Deposits 0,80 0.81 0.83 0.91
Not Interest
Margin 4.74 471 5.00 5.18

Average earning asscts for 2004 were $311,414,000 compared o
$273,840,000 Tor 2003, The major contributor 1o the 12.9% incrcasce in
averdge carning assets was an 11.7% increase in average loans ancd a 12.1%
increase in average investment securities which were funded by the 13.8%
growth in deposits. Loan and deposit growths are discussed in more detuil
helow.

Return 1o sharcholders is measured in the form of relurn on average
equity ("ROE™) and the potential valvation of the stock price relative to the
return and carnings per share. Yhe return on average asscts (“ROA™ is
a measurement uscd o compare the Company’s performance with other
banks and holdings companies, ROA and ROL December 31, 2004 and
2003, respectively, are reflected in the following table.

Tor the Year For the Year

Ended Ended
December 31, December 31,
2004 2003
ROA 1.07% 1.10%
ROE 13.10% 13,23%

‘The Company strives to improve the consistency of the revenue streams
in order 1o create more predictable future carnings and reduce the effect
of changes in the operating environment on net income. Specifically,
the Company has focuscd on pet interest income through a variety of
processes, including increases in average inlerest carning assets as a4 result
of loan gencration and retention and improved net interest margin by
focusing on core deposil growth.

Similar to most of the banking industry, the Company’s net interest
margin was challenged by the impact of twelve consecutive decrease
in the Tederal funds interest rate by the FOMC in the past four years.
Managing the loan yields aflecied by the interest rate movements and
increased competition, and controlling the cffective rates paid on deposits
continues to challenge the Company’s net interest margin, Howcever, the
Company is assel-sensitive and is positioned well in the event of future
rate increases, The FOMC has increased the Federal funds interest rate by
125 hasis points during the sccond halt of 2004, providing opporlunitics
for the Company's asset sensitive loan portfolio o reprice at higher rates,
which are reflected in the increase in the Company's net interest margin,
For additional information, please sce Market Risk for further discussion of
the Bank's interest rale position.
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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 Company also offers retail consumer loan products. These loans
offer diversification as to industries and types of business, thus reducing
cxposure in any one industry concentration. The Company offers both
fixed and floating interest rate loans and ypically oblains collateral in the
form of reul estate, business equipment, deposit accounts, and accounts
receivable, but looks mainly 1o business cash flow as its primary source of
repayment,

The Company oflers Small Business Administration (SBA) louns, and
agricultural lending, as well. For the fifth conscoutive year, Ceniral Valley
Conumunity Bank has been honored as the number one SBA 504 lender in
Fresno, Kings and Madera counties, At December 31, 2004 and 2003, SBA
504 loans were $13,645,000 and $10,448,000, respectively.

Agricultural loans increased $5,232,000 in 2004 compared to 2003,
Agricultural loans were 7.6% of total louns at December 31, 2004 compared
t© 5.7% at December 31, 2003, The Company has several expericneed and
seasoned agricuftural lending officers who provide expertise to agricultural
lending,

As of December 31, 2004, in management’s judgment, 4 concentration
of loans existed in commercial loans and real estate-related loans, At
that clate, commercial and real estwe-related loans represented 27,5% and
01.7% of gross total loans, respectively, These concentrations are within
the Company’s strategic plan and arc the main focus of its business,
Commercial and real estate related loans are gencrally o mix of short 1o




COMPANY LINES OF BUSINESS (Conlinuecd)

medivm-term, fixed and floating rate instruments and are mainly tied 10 the
borrower's ability to repay from business cash flow. Similar concentrations
existed as of December 31, 2003 with commercial and real estate-related
loans representing 29.7% and 61.7% ol total loans, respectively,

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 cstate
values in the Company’s primary marke 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 o muterial adverse effect on the financial condition of
the Company.

The composition of the loan portfolio at December 31, 2004 and
December 31, 2003 is summarized in the table helow.

Loan Type December 31, % of Total  December 31, % of Total

(Tyollars in thousands) 2004 Lowns 2003 Loans
Comminercial

& incustrial $ 57,609 27.5% % 55,500 29.7%
Reul estate 79,424 35.9% 77,468 41.5%
Reul estale

- construction,

lancl

development

and other

land louns 3% 304 16.9% 25,232 13.5%
Lquity lines

of credit 18,714 8.9% 12,565 0.7%
Consumer

& installmont ERE 5,117 2. 7%
Agricultural 7.6% 10,714 3.7%
Other 0.1% o 320 0.2%

209,777 100.0% 186,922 100.0%

Deferred loan

fees, net (198) (048)
Total loans § 209,279 $ 186,274

The majority of the Company’s loans are direct loans made to local
businesses, individuals, and farmers. The Company relies substantially on
tocal promotional activity, personal contacts by Bank officers, directors,
ancl employees to compete with other financial institutions. ‘The Company
makes loans to borrowers whose applications include a sound purpose,
viable repayment sources, and a plan of repayment established at
inception and generally backed by a secondary source of payment.

Deposits are the Company’s main source of funding for loans, As a
result of the market focus on small and medium sized busine deposils
from hese businesses and their corresponding relationships are significant
contributors to this funding resource. ‘The Company also offers numerous
retail consumer deposit products and scrvices 1o meet the needs of its
CUstomers,

The Company offers a variety of deposit products having a range of
interest rates and terms. ‘The Company’s deposits consist of savings,
demand deposits, and certificate of deposit accounts. The low of deposils
is influenced significantly by gencral cconomic conditions, changes in the
money market, prevailing interest rates and competition. The Company’s
deposits are obtained primarily [rom 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.  Based on historical experience, management believes
it will continue to retain a large portion of its time deposit accounts at
maturity.  During the second quarter of 2004, the Bank began participating
in Certificate of Deposit Account Registry Services (CIIARS) and had
$1,097,000 in CDAR deposits as of December 31, 2004, CDARS is a

program that enables the Bank to place large deposits into certificates of
deposits issued by multiple banks which ensure eligibility for tull FDIC
insurance. Management's Asscts and Liability Committee (ALCO) mieets
regularly to cliscuss cconomic conditions, competition, community nceds,
and sel competitive rates and fees,

The composition of the deposits and average interest rales paid at
December 31, 2004 and December 31, 2003 is summarized in the table
below.

December 31, 2004

Percent

of Total  Effective

Deposits Rule Dollars
(Dollars in thousands)

December 31, 2003
Percent

of Total Effective
Deposit Rile

Dollars

NOW accounls $ 52571 16,1%  0.10% 8 44,547 15.3% 0.129%
MMDA accounts 89,004 275%  0.78% 1382 24.6% 0.91%
Time deposits 57,958 17.8%  1.72% (60,803 20.9% 2.02%
Savings deposils 20,518 0.3%  0.35% 16,6588 5.8% 0.4 2%
Total Interest-

hearing 220,951 67.7%  0.85% 193,620 66.0% 1.05%
Non-inlerest

benring 105,235 32,30 06,945 33.4%

Total deposits— $326,180 100.0% 200,565 H0.0%

COMPANY’S SOURCE OF INCOME
Nel Interest Tncome

Nel interest income is the Company’s most significant component of
income from opcerations.  Net interest income is the difference belween
the gross interest and fees carned on the loan and investment portfolios
and the interest paid on deposits and other borrowings.  Net interest
income depends on the volume of and interest rate carned on interest
carning wassels and the volume of and interest rate paid on interest bearing
liabilitics.

The following table sets forth year to date average asscts, liabilitics,
and shareholders’ equity; inlerest income earned and interest expense
paid; and the average yield earned or rates paid thereon for the years
ended December 31, 2004 and 2003, The year to date average balances
retlect daily averages except non-accrual loans that were computed
using month-end averages. Net interest margin is calculated by dividing
annualized net interest income by year 1o dale average inlerest earning
assets and computed on a fully taxable equivalent basis.




Next Interest Income (Continued)

For The Year Ended December 31, 2004 For The Year Ended December 31, 2003
SCHEDULE OF AVERAGE, BALANCES Average Average
ANI) AVERAGE YIELDS AND RATES Average Interest Average Interest
(Dollars in thousands) Balance Interest Rate Balance Interest Rate
ASSETS
Interest-earning deposits in other banks b 2,192 % 37 1.69% | § 300§ 11 2.20%
Securitics:
Taxable securities 77,734 2,162 3.17% 67,238 1,981 2.95%
Non-laxable scourities (1) . 18,833 1,271 (4.75% 15,642 1,142 7.21%
Total investment securities 096,567 3733 3.87% 83,080 3123 3.76%
Federal funds sold 16,310 234 1.43% 17,642 183 1.05%
Total sccurities 112,577 3067 3.51% 100,722 :’.3-,_%08 3268
Loans (2) (3) 195,145 15,227 G.78% 174,057 12,039 6.92%
Federal Home Loan Bank stock _ 1,200 4l 3.42% 567 28 4.94%
Total intercst-earning assets 311414 % 17,272 3.55% 275,846 8 15,386 5.58%
Allowance (or credit losses (2,523) (2,398) — T
Non-accrual loans 36 651
Cash and due from banks 23,567 18,364
Bank premiscs and equipment 2,863 3,082
Other non-earning assets 10,860
Total average assets $
LIARILITIES AND SHAREHOLDERS' EQUITY
Interest-bearing tiabilitics:
Savings and NOW accounts & 67,009 § 118 0.18% | § 57,282 % 115 0.20u%
Money market accounts 81,178 (GO 0.78% 72,720 699 0.91%
Time certificates of deposit, under $100,000 37,082 550 1.48% 36,5%4 710 1.94%
Time certificates of deposit, $100,000 and over 21,884 463 2.12% 24,239 520 2.15%
Total interest-bearing deposits 210,243 1,703 0.85% 190,795 2,001 1.05%
Other harrowed funds 7.311 185 2,53 8,230 286 3.48%
Federal funds purchased 2 . -
Total interest-bearing liabilities 217,556 § 1978 0.91% 199,025 & 2,290 1.15%
Non-interest bearing demand deposits 97,210 T 7 79,364 T
Other liabilities 3,248 2,511
Sharcholders' cquity - 28,203 25,484
Total average liabilities and shareholders’ equity $ 346,217 § 306,384
Interest income and rile
earncc On average earning asscts $ 17,272 5.55% % 15,386 5.58%
Interest cxpense and interest cost -
related to average interest-hearing liabilitics 1978 0.91% 2,290 1.15%
Net interest income and net interest margin (4) 5 15,294 4.919% $ 13,096 4.75%
(1) Caleudated on g fully ms cquivalent busis, which includes Fodaa! i benetits relaing o income cnroed on municgal boneds totafling $932 and $383 in 2004 and 2003, respectively

€2 Loan inberesn income includes Tonr fees of $8305 0 2004 and 3720 60 200%
€3 Average louns do nor include non-acenual loans

CH) Net interest niargin is computed by dividing net imerest income Dy 1etal average infeiest earming assers

The Company’s net interest margin incrcased 16 basis points in
2004. The net interest margin in 2004 was 4.91% comparcd to 4.75% in
2003. 'The increase can be partially attributed to the increasing interest
ratc cnvironment and the fact that assets generally reprice more quickly
than liabilities, West Coast prime rate increased 125 basis points in (he
second hall of 2004, As discussed above, the impact of the Company’s
assel sensitive position is better understood in comparing the quarter o
quarter comparison for 2004, Prime Rate al December 31, 2004 was 5.25%
compared 10 4.00% at December 31, 2003,

Total average loans were $195,181,000 for 2004 compared 1o
$174,708,000 for 2003, a $11.7% increuse. Sec Interest and Fees from
Loans for further discussion on loan growth.

The cffective rate paid on interest bearing liabilities in 2004 was 0.91%
compared to 1.15% in 2003, Refer to “Schedule of Average Balances
and Average Yields and Rates”. The Company was able to maintain
its relatively low deposil interest rates while still maintaining the 13,8%
growth in total average deposits comparing 2004 to 2003.

Non interest bearing deposits provide fairly inexpensive funding
for loans and offer the opporunity for the Company to enhance and
strengthen its nel interest margin, Iowever, with deposit rates at historical
lows, the advantages of this funding source are not as significant as
in times of highcr market interesi rates. Average non-interest bearing
deposits increascd 22.5% from 2003 to 2004, New business relationships
were the mujor contributor to this ncrease,

Total average deposits increased to $307,433,000 in 2004 from
$270,159,000 in 2003, or 13.8%. No one relationship represented more
than /4% of total deposits at December 31, 2004,

INTEREST AND FEE INCOME FROM LOANS

Interest income and fees from loans incrcased 9.9% in 2004 comparecd
to 2003, and average total loans increased 11.7% in 2004, The competition
in loan pricing from major and regional banks that have located in the
Uresno/Clovis market area in the past 2 years has been a significant




INTEREST AND FEE INCOME FROM LOANS (Continued)

challenge to the Bank's net interest margin,  The cffective yield on loans
for 2004 was 6.78% compared to 6.92% for 2003, a 14 basis point decreasc.
In 2004 the Company reassessed cosls associaled with originaling loans
which resulted in an increase in origination costs delerred. Loan origination
costs represent the Bank’s expense to get a loan through approval o
boarding and is an offsct to salary expense. The cffect was a recluction
in the amount of loan fees that are amortized over the life of the loan, a
reduction in yield on loans, and an increase in the loan origination costs
that offsel salary expenses. (Refer 1o Salary Expenses below,) Additionally,
the decrease is purtially the result of the signilicant increase in Home
Equity Loans and Lines which have an initial rate of prime for the first
six months, Average [Tome Couity Loans incrcased $6,717,000 in 2004
compred 10 2003

Due to five (3) increases of 23 basis points each in the Federal funds
rate in the sccond half of 2004, the Company’s prime rate incrcasecl 125
hasis points from 4.00% 10 5.25%. The posilive effect of the Company’s

inlerest income from loans in the periods under review. As discussed

in the Overview, in comparing the quarterly change in loan yicld, the
Company’s assct sensitive position is more evident than in the year to datc
comparison. The effective yield on loans for the quarter ended

June 30, 2004, prior (o any increases in loans rates, was 6.42% compared o
the quarter ended December 31 2004 o 7.22%, an 80 basis point increase,

Average loan volume lor 2004 was $193, 181,000 compared 1o
$174,708,000 for 2003, a $20,473,000 increase. This 11.7% increasc in
average loan volume can be attributed 1o the continued success of the
Company’s stralegic plan 1o build its core business with the introduction
of new products, scasoned commercial bankers, and strong emphasis on
busincss development and customer retention activitics.  The current rate
environment has offered opportunilies for small businesses to make capital
improvements, However, increased competition from major, regional, and
other community banks continue to challenge pricing on new relationships
as well as repricing of existing relationships which effect the Company's
net interest margin, No assurances can be given that this level of loan
growlh will continue, Refer 1o Provision for Credit Losses below for
discussion regarding risk and risk assessment of loans,

The Company purchuscs loan participations from other financial
institutions and brokers when appropriate. At December 31, 2004, the
Company had $23,003,000 in purchased loans compared to $24,875,000 at
December 31, 2003.

The Company’s loun 1o deposit ratio at December 31, 2004 was 64.2%
compared to 04.1% at December 31, 2003,

NON-ACCRUAL LOANS

A loan is classificd as non-accrval when 1) it is maintained on a cash
hasis because of deterioration in the financial condition of the borrower, 2)
payment in full of principal or interest under the original contractual terms
is not expected, or 3) principal or interest has been in detault for a period
of 90 days or more unless the assct is both well secured und in the process
of collection.

At December 31, 2004, the Company had no non-acerual loans
compared to $634,000 at December 31, 2003, Average non-accrual loans
for 2004 was $36,000 compared to $651,000 for 2003.

A summary of non-accrual, restructured and past due loans at
December 31, 2004 and December 31, 2003 is set forth below, The
Company had no restructured loans or loans past due more than 90
days and still accruing at December 31, 2004 and Doecemnber 31, 2003,
Management can give no assurance that non-acerval and other non-
performing loans will not increase in the futre,

Composition of Non-acerual, Past Due and Restractured Loans

(Dollars in thousands) December 31, 2004 December 31, 2003
Non-acerual oans

Commercial & industrial

loans 4 - b 420
SBA loans - 211
Total non-accrual - 034
Accruing loans past due
90 days or more - -
Restructured loans - -
Total non-performing loans— § - $ 634
Non-accrual loans to total
loans 0.0% ().39%
Loans considered to be
impaired $ $ 634
Related allowance for credit o -
Losses on impaired loans % - 5 198

The designation of a loan as non-accrual for financial reporting
purposcs docs not relicve the borrower of its oblipation to pay interest,
Accordingly, the Company may ullimalely recover all or 4 portion of the
interest due on these non-acerual loans. A non-acerual loan returns 1
acerual 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/Assct Liability
Committee, It is designed primarily to provide and maintain liquidity,
10> enable the Company 1o meet its pledging requirements for public
money and borrowing arrangements, (o generale @ favorable return on
investments without incurring unduc interest rate and credit risk, and to
complement the Company’s lending aclivities, Investments typically have
yields Tower than loans, The portfolio is comprised of LS, government
agency securilies, morlgge-backed securities, obligations of states and
political subdivisions, mutal funds, and corporate debt instruments,

Intercst income [rom investiment securitics, Federal funds sold, and
interest-hearing deposits in other banks increased 21.9% in 2004 compared
1o 2003, mainly due to a 12,7% increase in total investmen( securities
volumes. Interest income from investment securities is 4 significant
contributor 1o income and represents 21.3% of total inerest income.

In an cffort to increase yicelds, without accepting unreasonable risk,

4 significant portion of the investment purchases have been in high
quality mortgage-backed securities ("MBS”) and collateralized morlgage
abligations (*CMOs™). At December 31, 2004, the Company held
$52,292,000, or 53.1% of the total investment portfolio, in MBS and CMOs
wilh an average yield of 3.18% compared 1o $53,490,000 al December

31, 2003, or 38.9% of the total investmenl portfolio, with an average yiekl
of 2.58%. Historical low morgage rates in the past two years created
numerous refinancing opportunities {or homeowners.  As interest rates
decreased, principal paydowns on MBS and CMOs increased as borrowers
refinanced (o (ake advanlage of the lower rales, Principal paydowns on
CMOs and MBS effect the yield on the investments. While a portion of
the paydowns provided funding for loans, cxeess funds were generally
reinvested at lower vields than those generated by the original investment.
Additionally, the increased cash flows from principal prepayments created
accelerated premium amortization which negatively affected yield and
income. The recent rise in rates has slowed the prepayments on the

MDB5 and CMOs, which is reflected in the increase in interest income, and
increased effective yicld on CMOs and MBS,

The Company recognizes the interest rate risks and prepayment
i associated with MBS and CMOs, 1n a declining rate environment,
prepayments from MBS and CMOs would be expected to increase and the
expected life of the investment would be expected to shorten. Converscly,
if interest rates increase, prepayments would be expected to decline and
the average life of the MBS and CMOs would be expecied 1o extend. Al
December 31, 2004, the weighted average life of the investment portfolio




INTEREST INCOME FROM INVESTMENTS (Continucd)

was 4.0 years, The Company has purchased certain of these investments
which are meant to perform well in an increasing rate environment and
others that are meant to perform well in o declining rate environment, with
the ultimate goul of g balanced portfolio.

A component of the Company's strtegic plan has heen o use its
investment portfolio o oftsel, in part, its interest rate risk relating o varialble
rale loans. 'The Company recognized the market rate risk of the investment
portfolio in an increasing rate environment. Al December 31, 2004, the book
value of the investment portfolio was $98,421.000, and the market value
wis $98,983,000, for an unrealized gain of $562,000. AL December 31, 2004,
the Company’s market risk relared to ity investment portfolio was higher
in an increasing rate cnvironment versus 4 declining rale environment. At
December 31, 2004 an immediate rawe increase of 200 basis points would
resull in an estimaled decrcase in the market value of the Company’s
investment portfolio by approximatcly $6,453.000. Conversely, with an
immediate rale decrease of 200 hasis points, the estimated incrcase in the
murkel value of the Company’s investment portfolio would be approximately
301,000 at December 31, 2004,

The modeling environment assuines management would take no
action during an immediate shock of 200 basis points. The likelihood
of immediate changes of 200 basis points is contrary Lo expectation, as
cvidenced by the changes in interest rates in the past 6 months which were
in 25 basis point increments. However, the Company uses those increments
to measure its interest rate risk in accordance with regulatory requirements
and to measure the possible future risk in the invesiment portfolio,

Managemenl's review ol all investments before purchase includes
an analysis of how the sceurity will perform under several interest rate
scenarios 1o monitor whether invesiments are consistent with the Bank's
investment. policy, The policy addresses issues of average life, duration,
and concentration guidelines, prohibited investments, impairment, and
prohibited practices.

INTEREST EXPENSE FROM DEPOSITS

Interest expense for interest bearing deposits was $1,793.000 in 2004
compured to $2,004,000 in 2003, a 10.5% decrease cven with the 10.20%
growth in average interest bearing deposits over the same period. Average
interest bearing deposils were $210,243,000 {or 2004 compared 1o
$190.795,000 for 2003, 'The Company has managed the rates paid on deposits
through its management ALCO meetings, monitoring the competition, and
general market while still continuing to attract new deposit relationships.

On June 30, August 17, September 21, November 10, and December 14,
2004, the FOMC announced 25 hasis point increases in the Feceral Funds
rate. The Tederal funds rate at December 31, 2004 was 2.00%, The eftective
rates paid on interest bearing deposits was 0.83% for 2004 compared to
L.05% for 2003, Partially affecting the effective rate paid on deposits wus
approximately $7.000,000 in time deposits paying interest over 3.0% which
matired and repriced in 2004, Average time certificates of deposits decreased
$1,827,000, or 3.0%, in the periods under review,

Interest rates on deposits typically lag behind immecdiate changes in
Federal funds rates and then gencrally reflect only a percentage of the
rile: changes on deposit accounts. Towever in this long period of rates
unchanged followed by a rapid rate incrcase and the competition from
regional, major, and community linancial institutions moving into the market
arcas of the Company have resulted in rate changes which have not followed
this typical lag. As rates increase, it is uncertain if the Company can maintain
its relatively low effective rates on deposits.

I interest rates were (0 decline, the Company could cxperience restraints
on decreases in the rates paid on deposil procducts. Additonally, interest
rite risk could continue to inerease as depositors are reluctant o aceept
low deposit rates and search for higher yiclds in investent products other
than those offered by the Company. Conversely, as interest rates continue
to increase, the Company could benefit from the immediste increase in Toan
rates without comparable immediate increases in deposit rates, Iowever,
duc to the prolonged period of low interest rates paid on deposit producs,
deposit rates may not follow historical patterns as depositors demund higher
paying viclds on their deposits.

Non-interest bearing deposits provide fairly inexpensive funding
for loans and offer the opporunity for the Company to enhance and
strengthen its net interest margin, However with deposit rates remaining
relutively low, the advantages of this funding source are not as significant
as in times of higher market interest rates. Average non-interest hearing,
deposits increascd $17,846,000 to $97.210,000, or 31.6% of total average
deposits Tor 2004 compared 1o $79,364,000, or 29.4% of 1otal average
deposits for 2003, New business relationships and expansion of cxisting
rclationships were major contribulors o this increase, Increased emphasis
on a sales culture throughout the Company contributed to the increase in
relationships.

INTEREST EXPENSE FROM OTIIER LIABILITIES

Other interest expense decreased in the periods under review partially
due to a decreasc in the rate paid on other horrowings. The Company
utilizes its Foederal Home Loan Bank (‘FHLB™) credit line lor short-term
liquidity necds as well as to take advantage of opportunities to lock i low
funding rates for increased loan growth. Borrowings from the FHLB were
$6,000,000 . December 31, 2004 compared 1o $7,000,000 at
December 31, 2003, The average matoritics and weighted average rate of
the FHLE borrowings at December 31, 2004 were 1.12 years and 2.05%,
respectively, compared to .38 yeurs and 3.18%, respectively at
December 31, 2003, (Reler w the discussion on Liguidity for further
information.) The Compuny will continue to analyze the advantages and
disadvantages of borrowing tunds versus selling invesiment sceurities as
part of its ongoing funding analysis.

On December 17, 2004, the Company entered into a non-revolving
loan agreement with Bank of the West under which the Company may
horrow up 1o §2,500,000 bearing interest 41 a rate cqual 1o Bank of the
West's prime or LIBOR, at the Company's clection. At December 31, 2004,
$2,500,000 was oulstanding on the loan. Payient terms call [or interest
only payments duc on the last day of each quarter in 2005, Beginning,
on March 31, 2006 and until the note matures on December 31, 2007,
one-cighth (1/8) of the principal is cdue with cach quarterly payment,
along with all accrued interest. Turther terms and conditions of the loan
agreement were outlined inan 8-K filing on December 22, 2004, The
Company used $2,000,000 from the loan to invest addidonal capital in the
Bank. ‘The purpose of the adeditional capital was (o ensure that the Bank's
capital ratios remain above well-capitalized after the effective dute of the
merger with Bank of Madera County.

NEY INTEREST INCOME

Net interest income is the most significant component of income from
operations, Net interest income is the difference between the gross interest
and fees earned on the Toan and investment portfolios and the interest paicd on
deposits and other borrowings. Net interest income depends on the volume
of and interest rate carned on interest carning assets and the volume of and
interest rate paid on interest bearing liabilities.

PROVISION AND ALLOWANCE FOR CREDIT LOSSES

The Company provides for possible credil Josses by o charge 1o
operating income based upon the composition of the loun portfolio,
past delinquency levels, Tosses and non-performing asscts, cconomic
and crvironmental conditions and other factors which, in management's
judgment, deserve recognition in estimating credit losses. Loans are
charged off when they are considered uncolieatible or of such little valuc
that conlinuance as an active curning hank wssel is not warranted.

The establishment of an adequate credit allowance is based on hoth
an accurate risk rating system and loan porltolio management tools. The
Bourd has established initial responsibility lor (he accuracy of credit risk
grades with the individual credit officer. The grading is then submitted
o the Chief Credit Administrator (*CCA™), who reviews the grades for
accuraey, The risk grading and reserve allocation is analyzed annually by
a third pany credit reviewer and by various regulalory agencies.




PROVISION FOR CREDIT LOSSES (Continued)

The CCA sets the specific reserve [or all adversely risk-praded credits
quarterly, This process includes the wtilization of loan delinquency
ey , classified asset reports, andl pcu‘tfolio concentralion reports Lo assist
in accurately assessing credit risk and establishing appropriate reserves.
Reserves are also allocated to credits that are not adversely graded,
Historical loss experience within the portfolio along with peer bank loss
experiences are used in determining the level of reserves held.

The allowance for eredit Tosses is reviewed at least quarterly by the
Board’'s Audit/Compliance Committee and by the Board of Directors.
Reserves are allocated to loan portfolio categories using percentages which
are bused on both historical risk elements such as delinguencies and
losses and predictive risk elements such as cconomic, competitive and
environmental factors. ‘The Company has adopted the specific reserve
approach (o allocate reserves to cach adversely graded asset, as well as to
each impaired ussct for the purpose of estimating potential loss exposure,
Although the allowance for credit losses is allocated to vatious portfolio
categorics, it is general in nature and available for the loan portfolio in its
entirety,  Additions may be required based on the results of independent
loan portfolio examinations, regulatory agency examinations, or the
Company’s own inlernal review process, Additions are also required
when, in munagement’s judgment, the allowance does not properly retlect
the portlolio’s potential loss exposure.

Managing credits identified through the risk evaluation methodology
includes developing a business strategy with the customer 1o mitigate
the Compuny’s potential losses, Managemenl continues to monitor these
credits with a view w identifying as early as possible when, and to what
extent, additional provisions may be necessary.

The Company made no additions to the allowance {or credit losses
in 2004 und 2003, duc mainly 1o improvements in the Compuny's credlit
quality supported by the historical net charge-off ratio, which reflects nel
charge-offs to beginning loan bulances for the past three (3) years and
recoveries on prior charged-oll loans,  Tor 2004, the Bank had o net
recovery ratio of 0.146% compared to net charge-off ratios of 0.005% for
2003 and 0.051% for 2002,

Based on information currently available, management belicves that the
allowance for credit losses should be adequate 1o absorb potential risks in
the portfolio. However, no assurance can be given that the Company may
not suslain charge-olls which are in excess of the allowance in any given
period.

NON-INTEREST INCOME

Nori-interest income consists primarily of service charge income and fees,
rental income from equipment leased to other, loan placement fees, other
miscellancous income, appreciation in the cash surrender value of bank
owned life insurance and gain on sales and calls of investment seeurities.

Non-interest income decrcased $609,000, or 13.4%, to $3,937,000 in 2004
compared (0 $4,540,000 in 2003, The major contributors 1o the change
were decreases in rental income from equipment leased to others, foan
placement fees and appreciation in the cash surrender vatue of bank
owned lite insurance which were partially offset by increases in service
charges.

Service charges increased $125,000 or 5.6% in 2004 compared o 2003,
The continued success of the Company's Overdraft Protection Program,
introduced in 2003, and increased customer relatonships were (the major
contributors to the increase. The Company has focused increascd cmphasis
on a sales culture and customer retention throughout the entire Company.

The Company cans loan placement fees from the brokerage of
single-family residential mortgage loans. The Company offers the service
for the convenience of ils customers. Loan placement fees decreased
$158,000 or 32.3% in 2004 comparcd to 2003 mainly due (o the increase in
morlgage rates and less refinancing opportunities in the rates unchanged
environment that existed in previous periods under review.  The staffing for
this area of the Company has not increased during the past two years and
compensation i hased on commissions, therefore salary expense decreases
as volume decrcases, (Refer (o Non-Inlerest Expense, Salaries below.)
Rental income from equipment leased 10 others decreased $447,000 in

=

2004 compared 1o 2005 as the Company’s strlegy (o exit this product has
resulted in no operating, leases on he balunce shect as of

December 31, 2004, Offsetling this decrease in income is the decrease in
depreciation on equipment leased to others described in “Non-Interest
Txpoenses™

Net realized gain on sales and calls of investment sccuritics decreased
$23,000 in 2004 compared to 2003, One municipal bond was called during
2004, Gains were realized as the Company utilized its investment portfolio
[or interest income protection as interest ratcs decreased during the past
several years, This strategy hacd resulted in significant market gaing in the
portfolio.

Apprecialion in the cash surrender value of bank owned life insurance
decreased $103,000 comparing 2004 10 2003, The decrease in cash
surrender value reflects the reduction in yield on bank owned life
insurance.

NON-INTEREST EXPENSES

Non-interest expenses for 2004 increased $764,000, or 6.2%, compared t©
2003, The major components of the increase were increases in salaries and
crployee benefits, and other non interest expenses which were partially
offsel by a decreuase in depreciation on equipment leased to others.

Salurics and employee benefits increased $387,000, or 5.4%, in 2004
compared to 2003, The increase can be mainly attributed to general salary
and henefits increases that cnable the Company to manage recent and
projected growth and retain qualificd personnel, and the addition of staff
lor the Company’s future downtown Fresno branch. Benefit costs include
performance incentives, sulary deferral and profit sharing costs, group
health insurance, and worker's compensation insurance. Also included
in the salary expenses are commissions paid (o the personnel employed
in the mortgage brokerage arca, Commissions paid decrcased $78,000 in
the periods under review. Additionally, in 2004, the Company reassessed
loan origination costs which resulted in an increase (o the amount of dircet
salary costs deferred. Loan origination costs represent the Bank's expensc
to get a loan through approval to boarding and is an offsel 1o salary
expense. Salaries and employee benefits adjusted for loan origination costs
were $7.947,000 for 2004 compared to $7,459,000 lor 2003, a $488,000, or
6.5% increase. (Refer o discussion ol Loan Income above.) These increases
were anticipated and correspond 1o the Company’s overall sirategic plan.

Occupancy, furniture, fixtures, and equipment expense increased
$45,000. This 2.9% increase can be attributed to increased depreciation
costs related to remodeling of offices.

Depreciation expense and the provision for residual losses on equipment
leased 10 others decreased $164,000, in 2004 compared 1o 2003, As
discussed above, the Company has successfully exited from this product,
(Refer to Non Interest Income above for discussion regarding income from
rentals of equipment leased to others)

Orther non-interest expenses increased 8496,000, or 14.5% in 2004
compared to 2003, Tncluded in other non interest expense is $93,000 in
expenses associated with the acquisition of Bank of Madera County and
costs wssoctated with the data processing conversion [rom BMC's data
processor to the Bank’s dala processor. Also contributing to the increase
in other non-interest expenses was a $150,000 write down 1o $350,000
of the Company's investment in Diversified Capital Holdings, the parent
company of a title and escrow insurance company. The investment
provided approximately $91,000 in dividends (rom 2002 t 2003, however
no dividends were paid in 2004, Partially due to the economics of the title
insurance business and the reduction of business as the result of increasing
interest rates, the Company cetermined that the assel was impaired and
wrote it down to its current estimated fair value, A turther adjustment to
fair value may be neeessary but is not estimable al (this time. ‘The Company
will continue to monitor the invesiment.

Another contributor 1o the increase in other non-interest expense was
the Company’s decision to reverse state tax benefils previously recognized
in 2002 relating o its REIT. The total additional expense was $127,000.
The Company formed a REI'T in 2002 as a means of generating capital.
Additionally, management, based upon @ tax opinion obtained from a
nationally recognized accounting firm, believed the Company would be
alforded certain favorable tax reatments available to REITs, In the fourth




NON-INTEREST EXPENSES (Continued)

quarter of 2003, the Company reversed certain previously recognized
state tax benelits recorded in the first three quarters of 2003 due 10 an
announcement by the California Franchise Tax Board (“FTB™) which set
forth the FI'B interpretation of the taxation of RELTs. Though management
believed it had taken an appropriate position in its 2002 California tax
filing, it determined that the Company would take advantage of a voluntary
compliance initiative nade available under recent California legislation.
Accordingly, the Company amended its California 2002 tax relurn adding
additional taxable income related to REUT earnings that was previously
excluded. The Company elected this course of action because it limils its
exposure t possible penaliies and additional interest while reserving its
right 1o appeal and claim a refund should an interprelation supporting the
Company's initlal position be nuade by the FI'B or the state’s courts.

The following table describes significant components of other non-
interest expense as a pereentage of average asscts for years ended
December 31, 2004 and 2003,

For the yeur ended December 31,
Expense % Avg Expense % Avg
2004 Assels 2003 Assels
(Dollurs in thousands)

Advertising $00365  011% 5 360 0.12%
Audit/accounting 244 0.07% 222 0.07%
Data/item processing 663 0.19% 684 0.22%
ATM/debit card expenses 134 0.04% 1 0.04%
Dircator fees 2060 0.00% 187 0.06%
Donations 103 0.03% 102 (L.03%
Education/training 300 0.01% 59 0.02%
General Insurance 117 0.03% 9% 0.03%
Legal fees 120 0.0:% 101 0.03%
Postage 147 0.01% 138 0.04%
Regulatory asscssments 92 (L03% 71 0.02%
Slationery/supplics 151 0.04% 138 0.049%
l'elephone 105 0.0%% 101 0.03%
Travel expense 49 0.01% 42 0.01%
Operating losses 05 0.02% 55 0.02%
Provision [or overdralt losses 0.00% 45 0.01%
Merger expenses 93 0.03% - 0.00%
Write down of investment in

title company 150 0.04% - 0.00%
Reversal of REIT tax benefit 127 0.04% - 0.00%
Other 929 0.27% 911 (.30
Total other non-interest

expense $ 3921 5§ 3423

INCOME TAXES

Income 1ax expense was $1,944.000 for 2004 compared o $1,499,000 for
2003, The increase is mainly attribued 1o the 15.6% increase in before tax
income and the increase in the effective ax rate. The Company’s cffeutive
tax rale was 34.5% for 2004 comparced 1o 30.8% for 2003,

EFFICIENCY RATIO

The Banke's efficiency ratio is calealated by dividing non-interest CXPENse
by the sum of net interest income and nop-interest income. The ratio at
December 31, 2004 was 09.29% compared 16 72.6% at December 31, 2003,
This micuns that for every dollar of income generated, the cost of that
income was 69 cents in 2004 and 73 cents in 2003, The lower the ratio
the more efficient the Company’s operations, While reducing operating
expenses can lower the ratio, the Company’s low loan o deposit ratio,
which reduces net interest income, also significantly affects this ratio.

The Company’s loan to deposit ratio of 64,20 at December 31, 2004 remains
lower than the loan (o deposit ratios of many of the Company’s pecrs.

MARKET RISK

Market risk is the tisk of loss from adverse changes in market prices and
rates. ‘The Compuny’s market risk ariscs primarily from interest rate risk
inhcrent in its loan und deposit functions. Manugement actively monitors anc
manages this interest rute risk exposure,

Fluctuations in markel interest rates exposc the Company 1o potential gains
and losscs. ‘The primary objective of asset/liability management is to HANage
the halance between rte sensitive assets and rate sensitive labilitics bheing
repriced inany given period in order to maximize nel interest income during
periods of fluctuating interest rules,

Rate sensitive asscts are those which contain a0 provision to adjust the
interest rate periodically (for example, a loun in which prime rate determines
the busis of the rate charged on outstanding balances). Those asscts include
certain commercial, real estate mongage and construction loans and certain
investment securitics, Federal funds sold and time deposits in other financiul
institntions.  Rate sensitive liabilitics are those which provide for periodic
changes in interest rate and include interest-bearing transaction accounts,
money market accounts and time centificates of deposit. Analysis has shown
that because of time and volume influences, the repricing of assets and
labilitics is not tied directly to the timing of changes in market interest rtes.
Il repricing assets exceed repricing liabilitics in o time period, the Company
waotlkld e considered “assct sensitive” und have a “positive gap”. Converscly,
if repricing liabilities exceed repricing assets in a time period, the Company
would be consicered “liability sensitive™ and have a “negative gap.”

Managing interest rate risk is important (o the Company as ils net interest
margin can be affected by the repricing of assets and liabilitics. Management
uses several dilterent tools to monitor its interest rate risk, including gap
analysis. -~ Additionally, the Company utilizes an asset/liability compuler
maclel which provides a detailed quarterly analysis of the Company’s
financial reports, to include a ratio anadysis of liquidity, equity, strategic free
capital, volatle lability coverage, and muturity of the investment porttolio.

In addition, a trend analysis is gencrated which provides a projection of the
Company’s assct and liahility sensitivity posilion over a one-year period.
Txposure 10 interest rite changes is caleulated within the program w
ascertain interest rate risk in actual dollar exposure resulting from incremental
changes in market interest rates,  The incremental cha nges are generally
referred 10 as “shocks™. These “shocks” measure the effect of sudden and
significant rate chianges on the Company’s net interest income.  Assets may
not reprice in the same way as liabilities ancl adjusiments are made to the
madel o reflect these dilferences. For example, the time between when the
Company chunges its rate on deposits may lag behind the tme the Company
changes the rate it charges on loans,  Additionally, the interest rare change
may not be in the same proportion for asscts and Habilities. Interest rates on
deposits may not decrease in the same proportion as a decrease in interest
rales charged on loans. Conversely, interest rates on deposits may not be
increased in the same proportion as rates chargee on loans.

AL December 31, 2004, the Company was considered “asset sensilive”
and would be expected o benelit from rising interest rates. The $1,188,000
increase in interest income from loans in 2004 is partially reflective of that
el sensitive” position as prime rate has increasced 125 basis points in the
sccond half of 2004, providing a rising rates scenario as described above,

CAPITAL RESOURCES

Capital serves us a source of lunds and helps protect depositors ancd
sharcholders against polential losses, The primary source of capital for the
Company has heen internally generated capital through relained camings.

The Company has histordeally maintained substantial levels of capital.

The assessment of capital adequacy is dependent on several faclors
including asset quality, carnings tends, liquidity and economic conditions.
Maintenance of adecuate capital levels is integral 1o providing stability to the
Company. ‘The Company nceds Lo maintain substantial levels of regulatory
capital to give it maximum Hexibility in the changing regulatory environment
and to respond to changes in the market and economic conditons.




CAPITAL RESOURCES (Continued)

On December 17, 2004, the Company entered into a non-revolving loan
agreement with Bank of the West under which the Compuany borrowed
$2,500,000 and contributed $2,000,000 of additional capital to the Bank, The
loan bears interest at a rate equal w Bank of the West's prime or LIBOR, al
the Company's clection. Turther lerms and conditions of the loan agreement
were outlined in an 8-K filing on December 22, 2004, The purpose of the
horrowing was (0 ensure the Bank’s capital ratios remain al or above well
capitatized alier the effective date of the merger with Bank of Madera County.,
During the period the Company’s borrowing remains outstanding, which
is expected to be until approximately 2007, the Bank would not anticipate
paying dividends to the Company exeept for dividends that are necessary to
meet the ordinary and usual operating expenses of the Company provided that
the Bank would not pay any dividend that would cause it 1 be deemed not
“well capitalized” under applicable hunking laws and regulations,

The following table presents the Company's and the Bank's capital ratios as
of December 31, 2004 and December 31, 2003,

2004 2003
Amount Ratio  Amount Ratio
(Dollars in thousands)
Tier 1 Leverage Ratio
Central Valley Community Bancorp
and Subsiciary $ 29259 8.0% % 25395 7.8%
Minimum regulatory requirement % 14,574 400 & 13,051 A4.0%
Central Valley Community Bank $ 20M3 B2W % 24,509 7.5%
Minimum requirement for
“Well-Capitalized” institution 8 18,155 5.0% $ 16,274 3.0%
Minimum regulatory requirement  § 14324 4.0% § 13,020 40%
Tier § Risk-Based Capital Ralio
Central Valley Community Bancorp
and Subsidiary b 29,259 11.0% $ 25,595 11.7%
Minimum regulatory requirement § 10,137 4.0% § 8,734 4.0%
Central Valley Community Bank $ 29015 11.8% § 24,509 11.2%
Minimum requirement for
“Well-Capitalized” institulion ) 15,166 6.0% § 13,070 G.0%
Minimum regulatory reguirement 5 10,111 4.0% $ 8,715 4.0%
Total Risk-Based Capital Ratio
Central Vulley Community Bancorp
und Subsiciary 8 31,956 12.0% % 28,020 12.8%
Minimum regulatory requircment § 20,273 8.0% $ 17,467 8.0%
Central Valley Community Bank § 32610 129% % 26,934 12, 3%
Minimum requirement for
“Well-Capitalized”™ institution % 25,277 10.0% & 21,783 10.0%
Minimum reguladory requirement % 20,222 8.0% § 17,426 8.0%

LIQUIDITY MANAGEMENT

The objective of our liguidity management is 1o maintain the Company’s
ability 10 meet the day-to-day cash flow requirements of our clients who
either wish 10 withdraw funds or require funds 1o mect their eredic needs,
The liquidity position must be managed to allow the Company 10 meet
the needs of its clients while maintaining an appropriate balance between
assels and liabilitics to maximize the refurn on investiment expectation for
ils sharcholders. Sources and uses of funds are monitored on a daily basis
to maintain an acceptable liguidity position assessing historical information
such as seasonal demand, local cconomic cycles, and the economy in
general. In addition to lqguidity from core deposits and repayments/
maturitics of loans and investments, the Company has the ability w sell
sceuritics, obtain Federal Home 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 Hability
maturity mixes that it believes will meet the Conpany's necds,

The Company reviews its liquidity position regularly based upon its
current position and cxpecled trends of loans and deposits. Liquidity
is provicded by the Bank’s core deposit base, sharcholders” equity, und
recuctions in assels which can be immediately converled to cash at
minimyal cost. Liquid asscts, which consist of cash, deposits in other
financial institutions, Federal funds sold, availuble for sale invesument
securitics (less pledged securities) averaged $107,953,000 for 2004, or
31.2% of average assels compured to $93,758,000, or 30.6% of average
assets for 2003, The ratio of average liquid assets 1o average non-interesl
bearing demand deposits was 1T11.1% (or 2004 compared w 118.2%
for 2003, ‘These ratios suggest the Company had sufficient liquidity to
fund unexpected depasit runoll or support increased loan activity. The
Company’s loan to deposit ratio at December 31, 2004 was 64.2%.

As mentioned above, unpledged investment sceurities may also
provide liquidity through principal paydowns, maturities, or by selling the
investment. At December 31, 2004, $68,173,000 in unpledged securities
was availuble as collateral for borrowing or {or sale. The market value of
these unpledged securities was $68,176,000.

The following table reflects the Company’s credit lines, hulances
outstanding, and collateral pledged at December 31, 2004 and 2003:

Balance at
December 31, December 31,

Balance at

Decembior 31, December 31,

Credit Lines 2004 2004 2003 2003
Unsecured
Credit Lines
(interest rate
varies wilh
market) $ 10,100,000 S - $ 9,000,000 § -
Colluteral Collaleral
Federal Home  pledged pledged
Loan Bank 5 9,008,000 5 8,148,000
(interest rate Market Value Markel Vilue
at prevailing o Collateral of Collateral
inerest rate)  $ 9822000 § 6,000,000 $ 8475000 §  7.000,000
Foderal Collateral Collateral
Reserve Bank  pledged pledeed
(inferest rate § 3,304,000 § 1,028,000

Market Value
of Collateral
1,090,000 § -

Markel Value
of Collateral
3,456,000 § - 5

at prevailing
discount
intercst rate)  $

Management believes that the Company maintains adequate amounts of
liquicl assets 10 meet its lquidity needs. ‘The Company’s liquidity might be
insufficient if deposits or withdrawals were 1o exceed anticipated levels.
Deposit withdrawals can increase il a company experiences linancial
difficulties or receives adverse publicity for other reasons, or il its pricing
of products or serviees Is not competitive with those offered by other
financial institutions.

Managenment belicves that the Company’s current mix of asscts
andd liabilitics provide a reasonable level of risk related to significant
fluctuations in net interest income: or the resule of volatility of the
Company’s earning busc.

INFLATION

The impact of inflaton on a financial institution differs significantly from
that excrted on other industries primarily because the assets and labilities
of lnancial institutions consist largely of monetary items,  Towever,
financial institutions are aflected by inflation in part through non-interest
expenses, such as salarics and occupancy expenses, and 1o some extent by
changes in interest rates.




INFLATION (ContinuccdD)

At December 31, 2004, the Company does not believe that inflation
has a material impact on its consolidated financial position or results of
operations. However, if the inflation concerns cause short term rates to

tise in the near future, the Company may benefit by immediate repricing of

a4 majority of its loan portlolio. Refer to Market Risk for further discussion.
OFF-BALANCE SHEET ITEMS

‘The Company js party (o financial instruments with off-hbalance shect
risk in the normal course of business in order 1o meet the financing
needs of its customers and to reduce its own exposure to {luctyations
in interest rates, These inancial instruments consist of commitments o
extend credit and standby letters of credit. ‘These instruments involve, to
varying degrees, elements of credit and interest rate tisk in excess of the
amount recognized on the balance sheel. Refer to Note 9, of the Notes 1o
Consolidated Financial Statements, for further information of off-halance
sheel items.

CRITICAL ACCOUNTING POLICIES

The Sceurities and Exchange Commission (“|SEC”) issucd disclosure
guidance lor “critical accounting policics”. The SEC defines “critical
accounting policies” as those that require application ol management's
most difficult, subjective or complex judgments, often as g result of the
necd to make estimates about the effect of matters thar are inherently
uncertain and may change in future periods.

Qur accounting policies are integral 1o understanding the resulls
reported. Our significant accounting policies are described in detail in
Note 1 of the “Notes 1o Consolidated Financial Statements,” pages 12
through 14, Not all of the signilicant accounting policies presented in Note
1 of the Consolidated Financial Stalements require management 1o make
difficult, subjective or complex judgements or eslimatcs.

Preparation of financial statements

The: preparation of these financial statcments requires management
to make estimutes and judgments that affect the reported amount
of asscts, liabilitics, revenues and cxpenses. On an ongoing basis,
munagement evaluates the estimates vsed. Estimates are based upon
historical experience, current economic conditions and other factors that
management considers reasonable under the circumstances.

Use of estimates

These estimales result in judgments regarding the carrying values of
assets and liabilities when these values are not readily available from other
sources, as well as assessing and identifying the accounting ureaunents
of contingencies and commitments,  Actual results may dilfer from these
estimates under different assumptions,

Agcounting Principles Generally Accepted in the United Stutes_of America

‘The Company’s finuncial statements are prepared in accordance with
accounting principles generally accepted in the United Stales of America
(“GAAP7). The Company's significant accounting policics are presented in
Note 110 the Consolidated Financial statements on pages 12 through 14,

The Company follows accounting policies typical 1o the commercial
banking industry and in compliance with various regulation and guidelines
as established by the Public Company Accounting Qversight Board
(“PCAOR™, Pinancial Accounting Stundards Board (“FASB™), the American
Institute of Certilied Public Accountants ("AICPA™), and the Bank’s primary
lederal regulator, the FDIC, The following is a briel description of the
Company's current accounting policies involving significant management
judgments.

Allowance for Credit Loss

The Company’s most significant managemenl accounting estimale is
the appropriate level for the wllowance for credit losses, The allowance
tfor credit losses s established 1o absorb known and inherent losses
attributable o loans owslanding. The adequacy of the allowance is
monitored on an on.going basis and is bascd on management’s cvaluation
of numerous factors, These factors include the quality of the current loan
portlolio, the trend in the loan portfolio’s risk ratings, current economic
conditions, loan concentrations, loan growth rates, past-cue and non-
performing trends, evaluation of specific loss eatimates for all significant
problem louns, historical charge-off and recovery experience and other
pertinent information,

The calculation of the allowance for credit losses is by nalure incxact,
as the allowanee represents management's best estimate of the losses
inherent in the Company’s credit ponfolios al the reporting date. ‘These
credit losses will occur in the future, and as such cannot be detcrmined
with absolute certainty at the reporting date,

Amortization of Premiums on Invesiments

The Company invests in Collateralized Morgage Obligations (FCMO™)
and Mortgage Backed Sceuritics, (|MBS™) as part of the overall strategy (0
increase its net interest margin, CMOs and MBS by their nature react 1o
changes in interest rates, Ina dedining rate environment, prepayments
from MBS and CMOs would be expected to increase and the expected
life of the investment woukd be expected o shorten, Conversely, if
interest rates increase, prepayments woulkd be expecied to decline and
the average life of the MBS and CMOs would be expecled to extend.
Premijum amorlization of these investments affects the Company’s net
interest income.  Management monitors the prepayment speed of these
investments and adjusts premium amortization bused on several factors.
These factors include the type of investment, the investment structure,
inlerest rates, interest rales on new mortgage loans, expectation of interest
rule changes, current economic conditions, level of principal remaining on
the bond, the bond coupon rate, the bond origination date, and volume
of available bonds in market. The caleulation of premium amortization is
by naturc inexact, and represents management’s best estimate of principal
paydowns inherent in the toral investment portfolio.

stock Based Compensation

Linder Accounting Practice Bulletin No. 23, compensation cost for
stock options is measured as the excess, if any, of the fuir market value
of the Company’s stock at the date of the grant over the amount required
to be paid to the Company by the optionee upon exercising the option.
Because the Company's stock option plan provides for the issuance of
options at a price of no less than the fair market value at the date of the
grani, no compensation cost is required to be recognized for the stock
option plan on the date of the grant. See Note 1 o the Consolidated
Financial Statements for further information.




STOCK PRICE INFORMATION

EXCEPTIONAL EMPLOYLEES

The Company's common stock is listed for trading on the NASDAQ
SmallCap Market under the ticker symbol CVCY. As of February 28, 2005
the Company had approximately 450 sharcholders of record.

‘The following table summarizes the high and low sales prices for the
Company’s Common Stock for the periods presented,

Sules Prices for
the Company’s Common Stock (1)

Quarter Ended Low High

March 31, 2003 $ 13.75 $ 16.00
June 30, 2003 14.50 17.50
Seplember 30, 2003 16.80 20.00
December 31, 2003 18.20 24.95
March 31, 2004 2030 27.00
June 30, 2004 23.00 25.00
Septernber 30, 2004 22.00 30.00
December 31, 2004 22.75 20.85

(1) The Company’s Commeon Stock was not listed on the NASTIACQ StallCap Markel until
March 5, 2004, Consequenty, sales prices in 2003 are ased on the over the counter (OTC)
wansictions while siles prices in 2004 (el under NASDAQ.

The Company paid $0.10 per share cash dividends in 2004 and 2003,
and a $0.09 per share cash dividend in 2002, On January 6, 2003, the
Company cffected a two-lor-one stock split.

Markel Makers

Inquirics o Central Valley Community Bancorp stock can be made by
calling Troy Norlancler with The Scidler Companies al (800) 288-2811,
Jeftrey Mayer with The Seidler Companics at (559) 449-2777,

Joey Warmenhoven with Wedbush Morgan Sccurities at (503) 675-3100,
or Dave Bonaccorso at Hoefer & Arnett at (800) 340-5544 oxt. 223,

Sharcholder Inguiries

Inquiries regarding Central Valley Community Bancorp's accounting,
internul accounting controls or auditing concerns should be directed to
Steven ID. MeDonald, chainman of the Board of Directors” Audit Committee,
at steve.medonald@cveb.com.

Central Valley Community Bank could not continue (o achieve
unprecedented growth and linancial success without an outstanding team
of employees, We pride ourselves on the strength of our team and are
proud ol its continued commitment and dedication to providing superior
customer service and community support.

Each year Central Valley Community Bank’s top-performing employees
are recognized in the Circle of Excellence, and from that group, the best
are designated to the Circle of Elite.

The 2004 Circle of Elite included:

Jan Bowman
Assistant Vice President, Branch Support Manager

Chuck Brown
Courier

Brenda Davis
Querdraft Protection Coovdinator

Stun Davis
Vice Presiclerd, Smcll Business Logn Uriderworiter

Shannon Johnson
Customer Service Represerlelive 1V

Joyee Lawrence
Systenms Advinistralor

Teresa Palsgaurd
Vice President, Business Developamerd Qfficer




Directors:

Director, Quinn Group, Inc.

sidney B. Cox
Qwner
Cox Communications

tiddwin S, Darden, Jr.
President
Edwin 8. Darden Associales

Daniel J. Doyle

President and CEO

Central Valley Community Bancorp,
Central Valley Community Bank

Steven . McDonald
President
McDonald Properties, Inc.

Louis McMurray
Presicdent
Charles McMurray Co.

Wanda .. Rogers
President

Rogers 1elicopters, Inc.
William Smittcamp
President/Qwner

Wawona Frozen Toods

Joseph B, Weirick
[nvestments

Independent Auditors

Daniel N. Cunningham, Chairman of the Board
Vice President and Director, Quinn Properties, Inc.

Perry-Smith LLP, Sacramento, CA

Counsel

Downey Brand LLP, Sacramento, CA

Danicl J. Doyle

Gayle Graham

‘Thomas L. sommer

Holding Company and Bank Officers:

Presicdent and Chicf lixceutive Officer

Senior Vice President, Chief Financial Officer

Senior Vice President, Credit Administrator
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Bank Officers:

Gary Quiscnberry
Senior Vice President,
Cominercial and
Business Banking

Shirley Wilburn
Senior Vice President,
Consumer and

Retail Banking

Shelle Abbott
Vice President,
Branch Manager

Mary Barber
Vice President,
Private Banking Officer

Vicki Casares
Vice President,
Branch Manager

Cathy Chatoiun
Vice President,
Retail Banking Sales

Terry Crawford

Vice President,
Commercial Loan Oflicer
Stan Davis

Vice President,
Commercial Loan Officer

Ken Dodderer
Vice President,
Commercial Loan Officer

Scott Bastom
Vice President,
Branch Manager

Steve Trecland
Vice President,
Special Assets Officer

Frank Gullegos
Vice President,
Business Development Officer

Rod Geist
Vice President,
Branch Manager

Rarbara Gillmore
Vice President,
TTuman Resources Director

Diane Hamp
Vice President,
Loan Servicing Manager

Tim Harris
Vice President,
Private Banking Manager

Ken Herron
Vice President,
Commercial Loan Officer

Charles Jones
Vice President,
Branch Manager

Bernie Kraus
Vice President,
Commercial Toan Officer

Lesley Lang-Lopez
Vice President,
Manager SBA Department

Rona Melkus
Vice President,
Controller

Don Mendenhall
Vice President,
Commercial Loan Officer

Steve Morales
Vice President,
Manager Information Services

Jean QOrnelas

Vice President,

Real Estate Construction
Loan Officer

Jell Pace
Vice President,
Manager Real Estate Division

‘Teresa Palsgaard
Vice President,
Business Development Officer

John Royal
Vice President, ]
Commercial Loan Officer

Flizabeth Salas
Vice President,
Branch Manager

Gerald Sullivan
Vice President, _
Commercial Loan Oflicer

‘Theodore Thome
Vice President, )
Privale Banking Officer

Ray Vandervelde
Vice President,
Compliance Officer

Robert Walker
Vice President,
Branch Managet

Jeannine Wellon
Vice President,
Branch Manager

Jennetle Williams
Vice President,
Business Developiment Officer

Carol Worstein

Vice President,

Small Business Development
Officer
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