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Strong. Solid. Unchanging.
Just Like Our Commitment
To The Community.

In an era where banks reinvent themsclves with
every shift in the market, every trend in the industry,
Central Valley Community Bank stands refreshingly
apart. Qur ownership, leadership and valucs have
remuained unchanged since our founding in 1980.

So we have an unbroken record of supporting our
community, helping local businesses grow and
keeping our cconomy strong. If it makes our Valley

a better place to live, wotk and raise families, you
can count on Central Valley Community Bank to be
behind it, With the strength, stability and reliability
we've demonstrated for 27 years. Being unchanged
isn't something most banks would be proud of. But
then again, Central Valley Community Bank isn't
like most banks. Just ask the customers — and the

communitics — we serve.

Central Vallg
Communi

Bancorp

Ag Lenders Society of California ® Alzheimer's Foundation of Central California
« American Cancer Society » American Heart Association « American Red
Cross e Arthritis Foundation = Big Brothers / Big Sisters « Boys & Girls Clubs
of Fresno County » Buchanan High School ¢ Business Organization of Old Town
Clovis o California Rangcland Trust = California State University, Fresno Ag
One Foundation e California State University, Fresno Craig School of Business
e California State University, Fresno Foundation e California State University,
Fresno Maddy Institute » Camp Sunshine Dreams « Cen Cal Business Finance
Group e Center for Advanced Research & Technology (CART) e Central California
Excellence in Business Awards e Central California Small Business Development
Center » Central Valley Business Incubator » Children's Hospital Central California
Los Rancheros Guild » Clovis Elks Lodge No. 2599 e Clovis District Chamber of
Commerce » Clovis Drug Prevention Council e Clovis Lions Club = Clovis Rodeo
Association e Coalition for Urban Renewal Excellence (CURE) » Coarsegold
Community Center o Council of Fresno County Governments « Court Appointed
Special Advocates of Fresno & Madera Counties » Doug McDonald Scholarship
« Economic Development Corporation Fresno County = Exceptional Parents
Unfimited = Family Self-Sufficiency Corp ¢ Foundation for Clovis Schools ¢ Fresno
Area Crime Stoppers » Fresno Art Museum o Fresno City & County Historical
Society e Fresno City College » Fresno County 4-H Club e Fresno County
Community Food Bank e Fresno County Farm Bureau e Fresno County Sheriff's
Department e Fresno Metropolitan Flood Control District  Fresno Metropolitan
Museum of Art » Fresno Sunrise Rotary = Fresno West Coalition for Economic
Development o Girl Scouts Golden Valley Council » Granite Park Kids Foundation
» Greater Fresno Area Chamber of Commerce » Habitat for Humanity Fresno
County * Hinds Hospice e Historic Qld Sacramento Foundation ¢ Houghton-
Kearney Elementary School » House of Hope for Youth = Kerman 4H Club e
Kerman Chamber of Commerce e Kerman Floyd Elementary School « Kerman
Future Farmers of America » Kerman High School e Kerman Lions Club e Kerman
Little League Baseball » Kerman Rotary Club e Kerman Senior Center « KVPT
-Valley Public Television e Latino Business Association Foundation » Leukemia &
Lyrmphoma Society e Madera Breakfast Lions ¢ Madera Chamber of Commerce o
Madera Community Hospital Foundation » Madera County Ag Boosters « Madera
County Farm Bureau = Madera County Food Bank = Madera Future Farmers of
America ® Madera ltalian « Madera Rescue Mission » Marjaree Mason Center
» National Child Safety Council » National Multiple Sclerosis Society - Northern
California Chapter  Qakhurst Chamber of Commerce ® One hy One Leadership
* Read Fresno = Rotary Club of Auberry Intermountain « Rotary Club of Fresno »
Rotary Club of Madera e Rotary Club of Oakhurst Sierra  Saint Peter the Apostle
Serbian Orthodox Church e San Joaquin River Parkway and Conservation Trust
¢ Sequoia Council of the Boy Scouts of America « Sierra High School « Sierra
Oakhurst Kiwanis Club  Sierra Oaks Senior Citizens Association e Spirit of Women
* Susan G. Komen Breast Cancer Foundation e The Bulldog Foundation e The
Fresno Bec — Newspapers In Education » Tranquility High School = Tree Fresno
« United Way of Fresno County e University High School e Valley Teen Ranch e

Yosemite Gateway Association of Realtors » Yosemite High School

Community Partnerships
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Another Year Of Strength, Stabiliry
And Success.

The Company extended its strong

track record in 20006 — a record year for
earnings and financial performance. In
addition to its monetary growch, Central
Valley Community Bank grew in size
in 2006, with the opening of three

new offices in Fresno and the addition
of new products and scrvices to meet
the needs of our growing clientele, All
things considered, 2006 gave us much
to celebrate, and we are grateful to our
customers, staff, managers and directors

for making it happen.

A Continued Focus On Shareholder Value
Despite record earnings in 2006, the
Company’s stock price remained fairly
flat during the year, reflecting the overall
trend in the Small Cap financial sector,
However, over the last five years, the
stock price has exceeded benchmarks
commonly uscd for companics our size.
“The Company enjoyed strong growth in
carnings per share during 2006 ~ a key
driver in stock price — and at year-end,
our stock was trading below the average
price of our peers, creating the potencial
for upward movement in our stock
price. As the Company looks forward to
realizing that potential, continued focus
on providing maximum value to our
shareholders will remain a priority.

Lxpanding To Improve Our Service
Central Valley Community Bank
expanded by two new full-service branch
locations in 2006 — one in Fresno’s
revitalized Downtown area and another
in its growing Sunnyside districe, In
addition, the Bank consolidated five
buildings which housed support,
adminiscrative and other departments
into a centrally-located, 25,000 square
foor Financial Drive Corporate office,

which better positions the Bank for
employee retention and growth. These
moves will also help the Bank improve
cfficiencies, enhance customer service
and prepate for continued growth and
expansion in the years 10 come.

In 2007, the Bank’s Kerman office will
relocate from a smaller leased facility,

inco a larger, company—owncd location,
which will include a drive-up window and
other customer convenient featurcs, The
Herndon & Fowler office will also relocate
from an in-store location to a free-scanding
branch to allow for continucd growth

and expansion in this fast-growing area of
Clavis. Geographic expansion will take the
Bank north to Maodesto, where a new [Loan
Production office will open to serve new
and existing customers berween our offices
in Madera and Sacramento. In addition

to the facilities upgrades completed over
the past few years, the Bank’s Clovis Main
office will undergo an extensive remodel in 2007.

More Security, More Sevvices

For Qur Customers

Customer service continues to be our
highest priority, and an important

way of differentiating oursclves from
competitors. Parc of this effort includes
providing new products and scrvices at
fair prices. In 2006, the Bank’s Internce
banking service was updated with an
enhanced, user-friendly websitc and the
new MyBank Online Banking product.
Parrt of this enhancement included added
security 1o assurc the confidentiality
and privacy of customer information.
Cenrtral Valley Commuairy Insurance
Services, LLC was introduced recently,
enabling the Company to provide
insurance and consulting services for
business customers, with a primary focus
on employee benefits, properry/casualty,
business planning, human resources
and estate planning. Health Savings
Accounts will also be offered in 2007,
complementing health benefit plans for
our customers, and offering the Bank an
additional opportunity to increase our
deposit base.

Helping Fuel A Robust Local Economy
‘Lhe San Joaquin Valley’s economy was
strong in 2006, and Fresno County
enjoyed a 7.5% unemployment rate

after two decades of double-digit
unemployment. Much of this growth was
fueled by real estate and construction,
contributing 50% of the job growth.
While residential real escate construction
has begun to slow, commercial real estate
has remained strong. And although
residential real estate has seen increased
sale periods and some price decline,

the local markert has not collapsed and
commercial real estate has remained
stable. Our Company has intentionally
not become as concentrated in
Commercial Real Estate as some of our
peers; instead we have chosen to diversify
our loan portfolio with a balance of real
cstate, commercial, industrial, agriculeural
and consumer loans. As a result of the
strong economy in the markets we serve,
the credit quality of our loan portfolio

is outstanding, and we experienced loan
growth of approximarely 10% for the ycar
2006.

Strong Earnings Despite Challenges

At year-end 2006, we exceeded $500
million in total Company assets. However,
based upon our normal pattern, some
decline in average deposits is expected in
the first quarter 2007 that will take us
below this number. "The deposit gathering
market was challenging in 2006 and is
expected to continue in 2007, Adding

to the challenge has been the opening

of several new banks in the markets we
serve, bringing irrational pricing during
the starcup periods. The addition of new
deposit products in 2007, such as Health
Savings Accounts and cxpanded Cash
Management Scrvices, will continue to
help grow our core deposit base. During
20006, the impact of short-term rates
being higher than long-term rates pur
some pressurc on the cost of deposits and
the net interest margin for our industry.
Our Company conversely continued to
increasc its net interest margin during

the year, despite the higher costs of




Daniel N. Cunningham

Dircctor, Quinn Croup, Inc,

Cenrral Valley Communiry Bancorp,
Foundling Direcror and Chairman of the Board

funding and increased competition of
deposits through the normal flight o equity
markets in this type of ratc environment.
Even with these challenges, the Company
was still able to increase net carnings by
14%, increase return on asscts, expand the
net interest margin, and continue to have
excellent liquidity and sources of funds that
have not been needed or used. All of this
accomplished while keeping assct quality ac
the highest level possible.

Standing Out In Our Markets

‘There has continued to be a consolidation in
the banking industry with acquisitions and
mergers among other banks. Additionally,
there have been many new starc-up banks

— including community banks — opening
new offices. With the ongoing population
growth in the primary markets we serve,
we believe we can continue to compete and
prosper. One of the greatest challenges

the industry faces is sufficient qualified
employees to meet the cver-changing
requirements of the markerplace, regulatory
environment and products. Still, we have

Daniel . Doyle
President, CEQ and Direcror
Central Valley Compmunity Bancorp

Cenrral Valley Community Bank

been able to differentiate ourselves in the
market with wise decisions in the areas

of automation, employec recruitment and
training, privacy and security protection,
new products and services, our focus on
core values, serving our community, being
advocates for our customers, and our
superior service,

Looking Abead

Having spent 27 years serving our market
as a solid and dependable communiry
bank with a foundation of core valucs

and experienced lcadership, we are well-
positioned to continue to grow and provide
value to our customers and shareholders.
While much has changed around us in our
communities and our industry, we remain
unchanged in our commitment to servicc.
We look forward 1o a long, successtul
future, rewarding our sharcholders while
serving our comrnunities - not because of
our past success, but because our valued
employces and management give their best
to earn our customers’ business and our
sharcholders’ support every day.

80—\-:-_L — a"""—j.\"--.__.
Danicl N. Cunningham
Chairman of the Board

Daniel J. Doyl
President and Chicl Executive Qfficer




Central Valley Community Bank Senior Management, clockwise from top left:
Shirley Wilburn, Danicl J. Doyle, Gary Quisenberry, David Kinross, and ‘JThomas 1. Sommer

Central Valley Community Bancorp

(the “Company”) was established as the
holding company for Central Valley
Community Bank (the “Bank”) on
November 15, 2000, and is registered as

a bank holding company wich the Board
of Governors of the Federal 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 State chartered bank with
deposit accounts insured by the Federal
Deposit Insurance Corporation. The Bank
commenced operations on

January 10, 1980, in Clovis, California,
with 12 professional bankers and
beginning assets of $2,000,000. Currently,
the Bank operates eleven full-service offices
and one limited-service office in Clovis,
Fresno, Kerman, Madera, Qakhurse,
Prather and Sacramento, plus Commercial,
Real Estare, SBA and Agribusiness
Lending Departments. Investment services
are also provided by Investment Centers of
America and Central Valiey Community
Insurance Services, LLC is now providing
financial and insurance solutions for
businesses. Now with approximately 170
employecs and assets of over $500,000,000
as of December 31, 2006, Central Valley
Community Bank has grown into a well-
capitalized institution, with a proven track
record of financial strength, securicy and
stabiliry. Yet despite the Bank’s growth, it
has remained truc to its original “roots” —a
commitment to the core values of integrity,
trustworthiness, caring, loyalty, leadership
and teamwork.




Central Valley Community Bank
distinguishes itself from other financial
institutions by providing supcrior client
service and by remaining independent
since opening 27 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,
Downtown Fresno and Sunnyside,

and acquiring offices in Madera and
Qakhurst. Guided by a hands-on board
of directors and a seasoned senior
management team, the Bank continucs
to focus on customer service and
retention while remaining committed
to the ongoing addition and retention of
high-quality employecs.

Competitive Products,
State-of-the-Art Convenience

Central Valley Community Bank
maintains state-of-the-art data
processing and information systems,
and offers a complete line of competitive
business and personal deposit and loan
producrs. For maximum convenience,
personal and business Internct banking
is available at www.cvcb.com and
24-hour Automared leller Machines
(ATMs) are available at most Central
Valley Community Bank offices, and
extended days and banking hours

arc offcred at selected offices as well.
Additionally, BankLine 24-hour
telephone banking is available 1o
provide customer access ro account
information, deposit and withdrawal
history, interest earned or paid, and the
ability to transfer checking and savings
funds via touch-tone phone.

“Relationship Banking” Means Service

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

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

the Bank is well-positioned to provide
them, with a continued emphasis on
privacy, security and convenicnce. The
Bank takes protecting the privacy and
sceurity 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 represcntatives from the
Investment Centers of America. "Lhc
Bank’s Real Estate Department provides
comprehensive processing of residential
and commercial construction loans, all
types of single-family residencial 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. Central Valley
Community Bank has been recognized
six times as being the top lender in the
Small Business Administration 504
loan program in the counties it serves.
The Bank’s participation in progressive
and specialized lending programs for
small busincsses in all areas of the
Central Valley demonstrates its ongoing
commitment to building a stronger,
healthicr Valley economy.

Central Valley Community Bank has
built a reputation for supcrior banking

service by offering personalized
“relationship banking” for businesscs,

professionals and individuals. Serving

the business community has always

been a primary focus for Central Valley
Community Bank, and the Bank continues
to cxpand its commercial banking tcam 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 a community means morc than just
being in business there. More than meeting
the marterial needs of its people. It means
investing rime, talent, and resources o
make a community a strong and satisfying
place to live. That's a role the Bank takes
very seriously.

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

Strategic Vision

Thanks to the vision of the Bank’s holding
company, as well as the leadership of

its board of dircctors, Central Valley
Community Bank has grown steadily and
sensibly over the past 27 years, keeping

pace with the needs of its customers and
community. All while retaining the original
ownership, leadership and values that
formed the Bank’s irm foundarion. Cengral
Valley Community Bank. Sirong. Solid.
Unchanging. For personal and business
customers alike.
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Central Val ey Community Bancorp Comparative Stock Price Appreciation

Total Return Performance

- . - 300
|

index Value /

50  12-31.01 7 123102 12.31.04 " 12-31-05 7 12.31.06

Period Ending

Index 123101 123102 123103 123104 12.3105 12-3108

Central Valley Community Bancorp 100.00 147.64  226.05 233.38  299.33  294.35
Russell 2000 100.00 79.52 117.09  138.55 144.86 171.47

SNL NASDAQ Bank Index 100.00 102.85 132,76 152,16  147.52 165.62

Source: SNL Financial LC

Note: The stock price performance shown in the graphs above should not be indicative of potential future stock
price performance.




Consolidated Balance Sheets

| December 31, 2006 and 2005 (In thousands, exc_e_p_t_ghare amouhts)

ASSETS 2000 2005
Cash and due from banks $ 23,898 $ 22,165
Federal funds sold ) __ 24218 29,830
Total cash and cash cquivalents 48,116 51,995
Interest bearing deposits in other banks 323 918
Available-for-sale investment securities (Notes 3 and 7) 103,922 105,592
Toans, less allowance for credit losses of $3,809
in 2006 and $3,339 in 2005 (Notes 4, 9 and 14) 318,853 298,463
Bank premises and equipment, net (Notes 5 and 9) 4,655 2912
Bank owned lile insurance (Note 13) 6,146 6,725
Federal Hlome Loan Bank stock 1,891 1,659
Goadwill 8,934 8,955
Intangible assets 1,071 1,286
Accrued interest receivable and other assers (Note 8) 6,148 5,172
‘lotal assets $ ..500,059 $ 483,677

LIABILITIES AND SHAREINQLDERS' LQUITY

Deposits:
Non-interest bearing $ 150,182 $ 153,004
Interest bearing (Note 6) 290,445 277,985
‘Total deposits 440,627 430,989
Short-term borrowings (Note 7) 3,250 3,250
Long-term debi (Note 7) - 3,250
Accrued interest payable and other liabilities (Note 13) 6,404 4,665
Total liabilitics 450,281 o 442,154

Commitments and contingencies (Note 9)
Sharcholders” equity {(Note 10):

Preferred stock, no par value; 10,000,000 shares
authorized, no shares issued or outstanding . -

Common stock, no par value; 80,000,000 sharcs
authorized, 6,037,656 and 5,891,820 shares issued

and owstanding in 2006 and 2005, respectively 14,007 13,053
Retained carnings 35,888 28,977
Accumulated other comprehensive loss, net of taxes

(Notes 3 and 15) (117) (507)

‘Total shareholders’ equity 49,778 41,523
Total liabilitics and shareholders’ equity $ o 500,059 $ 183,677

‘[he accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements
of Income

For the Years Ended Decembe_r 31, 2006, _20(_)_5 __and 2004 _(ln thousands, except per share amounts)

2006 2005 2004
INTLRLEST INCOML:
Interest and fees on loans $ 25,527 $ 21,115 $ 13,227
Tnterest on Federal funds sold 1,165 702 234
Interest and dividends on investment securities:
‘laxable 3,213 3,061 2,499
Exempt from Federal income raxes 1,027 1,192 839
Total interest income 30,932 26,070 _ 16,799
INTERLEST EXPENSE: ) )
Interest on deposits (Note 6) 0,210 3,880 1,793
Other (Nowe 7) 349 253 185
Total intercst cxpense 6,559 4,139 1,978
Net interest income before provision for credit losses 24,373 21,931 14,821
PROVISION FOR CREDIT LOSSES (NOTU 4) 800 510 -
Net interest income after provision for credit losses 23,573 21,421 14,82]
NON-INTEREST INCOME:
Service charges 2,532 2,414 2,340
Loan placement lees 350 390 330
Appreciation in cash surrender value of bank
owned life insurance (Note 13) 253 215 200
Gain from bank owned life insurance (Note 13) 625 - -
Net realized gains on sales and calls
of investment securities (Note 3) 123 92 483
Federal Home [oan Bank stock dividends 89 68 41
(ain on sale and disposal of equipment 192 1 1
Other income 1,013 o 829 689
Total non-interest income 5,177 4,009 4,084
NON-INTEREST EXPENSLS:
Salaries and employee benefits (Notes 4 and 13) 10,871 9,178 7,539
Occupancy and equipment (Notes 5 and 9) 2,421 2,133 1,621
Other expenses (Notes 9 and 12) 5,249 4,731 4,106
Total non-interest CXpenses ) 18,541 16,042 13,2(@
Income betore provision for income taxes 10,209 9,588 5,639
PROVISION FOR INCOME TAXES (NO'TE 8) 3,298 ;_3_,344_ 1,944
Net income $ 6,911 $ 6,044 $ 3,695
Basic carnitigs per share (Nowe 10) $ l.l_C_‘; 3 1.03 % 0.71
Dituted earnings per share (Note 10) $ 1.07 $ 0.94 $ 0.64

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




 Consolidated Statements |
of Changes in Shareholders’ Equity

\ For the Years Ended December 31, 2006, 2005 and 2004 (In thousands, except share__gnd per share amounts) o ‘

Accumulated

Other
Common Stock Comprehensive Total "Total
Retained Ingome (Loss) Shareholders’ Comprehensive
Shares Amount Farnings _ (Net of Taxes) ___ Equity Tncome
Balance, January 1, 2004 5,197,854 § 6,096 § 19,501 $ 1,123 % 26,720

Comprehensive income (Note 15): )
Net income 3,695 3,695 § 3,695
(ther comprehensive loss, net of tax:
Net chanFc in unrealized gains on available-

for-sale investment securidies (793) (793) (793
Total comprehensive income $ 2,902
Clash dividend - $.03 per share (Note 10) (263) (263)
Stock options exercised and related tax benefit ) )
(Note 11) 77,880 460 460
Repurchase and retirement of common stock
(Note 10) (18,000 (213) _ _ (213)
Balance, December 31, 2004 5,257.734 6,343 22,933 330 29,606

Comprehensive income (Note 15):
Net income 6,044 6044 $ 6,044
Other comprehensive loss, net of tax:
Nee chanfe in unrcalized gains on available-

for-sale investment sccurities (837) 837y (837)
Total comprehensive income $ 5207
Stock issued for acquisition (Note 2) 522,106 6,079 6,079
Stock options excrcised and related tax benefit
(Nore 11) 111,980 631 631
Ralance, December 31, 2005 5,891,820 13,053 28,977 (507) 41,523

Comprehensive income (Note 15):
Net income 6,911 6911 % 6,911
Other comprehensive income, net of tax:
Net change in unrcalized loss on available-
Fm—saﬁ: investment sccurities 390 390 390

Total comprehensive income $ 7,301

Repurchase and retirement of commaon stock

(Note 1() (26,200 (393) (395)
Stock based compensation cxpense 163 163
Stock options excrcised and related tax benefic

(Note 11) 172,036 1186 1,186
Balance, December 31, 2006 6,037,656 $ 14,007 § 35.888 % 17y $ 49,778

2006 2005 2004

Disclosure of reclagsification amount, net of taxes (Note 13);

Unrealized holding gains (losscs) arising during the year $ 464 % (782) § (474)
Less reclassification adjustment for net gains included in net income (74) 5 319

Net changg in unrealized gains (Iosscs) on available-for-sale
investment securities $ 390§ (837) § (793)

'The accompanying notes are an integral part of these consolidared financial sratements.
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Consolidated Statements
of Cash Flows

For the Years Ended December 31, 2006, 2005 and 2004 (In thousands)

CASLH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments 1o reconcile net income (o net cash
provided by operating activities: .
Net increase (decrease) in deferred loan fees
Depreciation, accretion and amortization, net
Stock-based compensation
Tax henefit from exercise of stock options
Provision for loan losses
Net realized gains on sales and calls of
available-for-sale investment securities
Nert gain on sale and disposal of equipment
Increase in bank owned life insurance, net of expenses
[HI B stock dividends
Net (increase) decrease in accrued interest reccivable and other assets
Ner increase in accrued interest payable and other liabilides
Provision for deferred income taxes
Net cash provided by operating activities
CASH FLOWS I'ROM INVESTING ACTIVITTES:
Cash and cash equivalents acquired in acquisition
Purchascs of available-for-sale investment scouritics
Proceeds Mrom sales or calls of available-for-sale investment sceuritics
Proceeds from maturity of available-for-sale investment sccurities
Proceeds from principal repayments of available-for-sale invesiment securities
Net decrease (increase) in interest bearing deposits in other banks
Net FHLB stock purchases
Net increase in loans
Purchases of premises and equipment
Proceeds from sale of equipment
Proceeds from bank owned life insurance
Purchases of bank owned life insurance
Net cash used in investing activities
CASH FLOWS FROM IINANCING ACTIVITILES:
Net (decrease) increase in demand, interest-bearing and savings deposits
Net increase (decrease) in time deposits
Praceeds from bortawings from Federal 1 lome Loan Bank
Repayments to Federal llome Loan Bank
Repayment of borrowings from other financial institutions
Proceeds from borrowings [tom ather financial institutions
Cash paid for dividends
Share repurchase and retirement
Proceeds from exercise of stock options
Tax benefit from exercise of stock options

Net cash provided by financing aciivities

(Decrease) increase in cash and cash cquivalenis
CASLHANLD CASH EQUIVALENTS AT BEGINNING OF YEAR
CASITAND CASH EQUIVALENTS AT END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CAS11 FLOW INFORMATION:

Clash paid during the year for
Inrerest expense
Income 1axes
NON-CASILINVESTING ACTIVITIES:
Net change in unrealized gain (loss) on available-
for-sale investment sccuritics

NON-CASL FINANCING ACTIVITIES:
Tax benefit from stock options exercised

SUPPEEMENTAL SCHEDULL RELATEL 'TO ACQUISTTION:
Acquisition of Bank of Madera County:
Deposits
Orther liabilitics
Toans, net
Goodwill and intangibles
Premises and equipment
Federal t lome Loan Bank stock
Other asscts
Stock issued
Cash and cash equivalents acquired, net of

cash paid to Bank of Madera County
shareﬁmlders and option holders

The accompanying notes are an integral part of these consolidated financial staements,

2004

2006
6,911 $ 6,044 $ 3,695
160 94 (150)
1,619 2,368 2,106
163 - -
“431) (173) (143)
%00 510 -
(123) {92) (183)
(192) (1 (1)
(248) (210) (196)
(89 (68) (41)
(398) 1,889 (2,307)
2,190 546 354
(838) (147) (409)
9,504 10,760 2,425
21 13,844 -
(30,657) (50,046) (40,781)
16,559 15,487 4,775
1,000 - 4,500
15,085 25,463 26,488
595 1,687 (2,105)
(143) - (807)
(21,350) (47,458) (22,543)
(2,987) (781) (539)
488 - 5
1,332 - -
(505) (440) _
(20,562) (42,244) . (31,047)
(5,951) 32,000 38,466
15,589 9,034 (2,845)
9,788 - 6,000
(11,788) (2,000 (7,000)
(1,250) - _
- - 2,500
- - (263)
(395) - (213)
735 458 317
451 173 143
7,179 39,665 . 37,105
(3,879) 8,181 8,483
51,995 _ 43,814 35,331
48,116 $ 51,995 $ 43,814
6,362 $ 3,947 $ 2,000
3,400 $ 3,223 $ 2,409
650 $ (1,407) $ (1,090)
451 $ 173 $ 143
- 63,769
- 439
- (43,028)
21 (10,455)
- (390)
- (172)
- (398)
- 6,079
21 $ 13,844
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Notes to
Consolidated Financial Statements

1. SUMMARY QOF SIGNIFICANT ACCOUNTING POLICIES

General - Central Valley Community Bancorp (the Company) was incorporated on
February 7, 2000 and subsequently 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
became the sale sharcholder of the Bank on November 15, 2000 in a statutory
merger, pursuant 10 which cach outstanding share of the Bank’s common stock was
exchanged for one share of common stock of the Company,

“The Bank operates 12 branches in Clovis, Fresno, west and northeast liresno
County, Madera County, and Sacramento, California. The Bank’s primary source of
revenue is providing loans ro customers who are predominately small and middle-
market businesses and individuals. The Bank’s subsidiarics have nominal activiry.

‘Lhe accounting and reporting policies of Central Valley Community Bancorp
and subsidiary conform with accounting principles generally accepred in the United
States of Amcerica and prevailing pracrices within the banking indusery.

Management has determined that since all of the banking products and services
offered by the Company arc available in each branch of the Bank, all branches are
located within the same economic cnvironment and management does not allocate
resources based on the performance of different lending or transaction activities, it
is appropriate to aggregate the Bank branches and report them as a single operating
scgment. No customer accounts for more than 10 percent of revenues for the
Company or the Bank.

On Scptember 21, 2005, the Company’s Board of Directors appraved a two-for-
one stock split for sharcholders of record ac the dose of business on Qctober 5, 2005
and effective on October 31, 2005. All share and per share data in the consolidated
financial statements have been retroactively restated to give effect 1o the stock split.

Cerrain reclassihcations have been made 10 prior years’ balances to conform 1o
classifications used in 2006,

Principles of Consolidation - The consolidated financial statements include the
accounts of the Company and the consolidated accounts of its wholly-owned
subsidiary, the Bank. In addition, the accounts of the Banks wholly owned
subsidiaries, Clovest Corporation (Clovest) and Clovis Securities Corporation (an
inactive company), arc included in the consolidated financial stacements, The
operating results of Clovest were not significant. All significant intercompany
accounts and transactions have been eliminated in consolidation.

Use ol Estimates - 'Lhe preparation of financial statements in conlormity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions. These estimates and assumptions
aflect the reported amounts of assets 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 statement of cash flows, cash,
due from banks and T'ederal funds sold are considered to be cash equivalents.
Cenerally, Federal funds are sold for one-day periods.

Tnvestment Securities - Investments are classified into the following categories:

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

* Held-to-maturity sceurities, which management has the positive intent and
ability ro hold to maturity, reported a1 amortized cost, adjusted for the aceretion
of discounts and amortization of premiums.

Management determings the appropriate classification of its investments at
the time of purchase and may only change the classification in certain limited
circumstances. All transfers between categories are accounted for ar fair value. As of
December 31, 2006 and 2005, all of the Company's investments were classified as
available-for-sale and there were no teansfers between categories.

Gains or losses on the sale of investment securitics are computed on (he specific
identification method. Interest earned on invesement scouritics is reported in
intcrest income, net of applicable adjusiments for aceretion of discounts and
amortization of premiums,
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Investment securities are evaluated lor impairment on at least a quarterly
basis and morc frequently when economic or marker conditions warrant such an
evaluation to determine whether a decline in cheir 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 to retain its investment in the securities
for a period of 1ime sufficient to allow for an anticipated recovery in fair value, in
addition to the reasons underlying the decling, to determine whether the loss in
value is other than temporary. The term “other than temporary” is not intended to
indicate that the decline is permancnt, 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 carnings is recognized.

Loans - Loans are stated at principal balances outstanding, Interest is accrued

daily based upon outstanding loan balances. However, when, in the opinion of
management, loans are considered impaired and the fuwre collectibility of interest
and principal is in scrious doubt, a loan is placed on nonaccrual status and the
accrual of interest income is suspended. Any interest acerued but unpaid is charged
against income. Payments received are applied to reduce principal to the extent
necessary to ensure collection. Subsequent payments on these loans, or payments
received on nonacerual loans for which the ultimate collectibility of principal is not
in doubt, are applied first to carned but unpaid interest and then o principal.

An impaired loan is measured based on the present value of expected future cash
Hows discounted at the loan’s effeciive interest rate or, as a practical matrer, at the
loan’s observable market price or the fair value of collateral if the loan is collateral
dependent. A loan is considered impaired when, based on current information and
cvents, it is probable that the Company will be unable to collect all amounts due
(including both principal and interest) in accordance with the contractual terms of
the loan agreement. Interest income on impaired loans, i appropriatc, is recognized
on 2 cash basis.,

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

‘Lhe Company may acquire loans through a business combination or 2 purchase
for which differences may exist between the contractual cash flows and che cash
flows expected to be collected due, at least in part, o eredic quality. When the
Company acquires such loans, the yield that may be accreted (accretable yield)
is limited to the excess of the Company’s estimate of undiscounted cash lows
expecied o be collected over the Company's inidial investment in the loan. ‘The
excess of contractual cash flows over cash flows expected to be collected may
not be recognized as an adjustment to yield, loss, or 4 valuation allowance.
Subsequent ingreases in cash lows expected to be collected gencrally should be
recognized prospectively through adjustment of the loan’s yicld over its remaining
life. Decreases in cash Hows expected to be collecied should be recognized as an
impairment, The Company may not “carry aver” or create a valuation allowance in
the initial accounting for loans acquired under these circumstances. At
December 31, 2006 and 2003, there were no such loans being accounted for under
chis policy.

Allowance for Credit Losses - The allowance for credit losses is maintained to
provide for losses related to impaired luans and other losses that can be expected to
aceur in the normal course of business. The determination of the allowance is based
on estimates made by management, to include consideration of the character of the
loan portlolio, specifically identified problem loans, potential losses inherent in the
portfalio 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 and
other factors. Management also computes specific and expected loss reserves for
loan commitmenis. These estimates are susceprible 10 changes in the economic
¢nvironment and marker conditions.

The Bank’s Audit Commities reviews the adequacy of (he allowance for credit
losses quarterly, to include consideration of the relative risks in the portfolio, current
cconomic conditions and other factors. The allowance is adjusied based on that
review if, in the judgment of the Audic Committec and management, changes are
warranted.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICILS (Condinued)

This allowance is established through a provision for credit losses which is
charged to expense. Addidons to the allowance are expected to maintain the
adequacy of the total allowance after credit losses and loan growth. “lhe allowance
for credir losscs at December 31, 2006 and 2003, respectively, reflects management's
estimate of potential losses in the portfolio.

Bank Pretises and Equipment - Bank premises and equipment are carried at cost,
Depreciation is determined using the straight line method over the estimated uscful
lives of the rdlated assets. The useful lives of Bank premises are estimated to be
between twenty and forty years, The useful lives of improvements to Bank premises,
furniture, fixtures and equipment are estimated 10 be three 10 ten years. Teaschold
improvements are amortized over the life of the asset or the term of the related lease,
whichever is shorter. When assets are sold or otherwise disposed of, the cost and
relaced accumulated depreciation are removed from the accounts, and any resulting
gain or loss is recognized in income for the period. The cost of mainenance and
repairs is charged ro expense as incurred.

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

Goodwill - Business combinations involving the Bank’s acquisition of the equity
interests or net asscts of another enterprise give rise to goodwill. Goodwill of
$8,934,000 represents the excess of the cost of the Bank of Madera County over
the net of the amounts assigned to assets acquired and liabilitics assumed in the
transaction accounted for under the purchase method of accounting. The value
of goodwill is ultimatcly derived from the Bank’s ability to generate net earnings
after the acquisition and is not deductible for tax purposes. A decline in net
earnings could be indicarive of a decline in the fair value of goodwill and result in
impairment. For thar reason, goodwill is assessed at leasc annually for impairment.
'there was no impairment resulting from managemends assessment during 2006 or
2005.

Tntangible Asscts - The intangible assets represent the estimated fair value of the
core deposit relationships acquired in the acquisition of Bank of Madera County

of $1,071,000, nct of $429,000 in amortization ar December 31, 2006. The core
deposit intangible is being amortized by the straight-line method over an estimared
life of seven years. Management evaluates the recoverability and remaining useful
life annually to determine whether events or circumsiances warrant a revision to the
intangible asset or the remaining period of amortization. There were no such events
or circumstances in 2006. Amortization expense recognized in 2006 and 2005 was
$215,000 and $214,000, respectively.

Income Taxes - The Company files its income taxes on a consolidaied basis with its
subsidiary. The allocation of income tax cxpense (benefit) represents each entity’s
proportionate share of the consolidated provision for income taxes.

Deferred tax assets and liabiliries are recognized for the tax consequences of
temporary differences between the teported amounts of assets and liabilities and
their tax basis. Deferred 1ax assews and liabilitics arc adjusted for the effects of
changes in tax laws and rates on the date of enactment, On the balance sheer, net
deferred tax assers are included in accrued interest receivable and other assets.

Farnings Per Share - Basic earnings per share (EPS), which excludes dilution, is
computed by dividing income available to common shareholders by the weighted-
average number of commaon shares outstanding for the period. Diluted FPS

reflects the potential dilution that could oceur if securities or other contracts w
issuc common stock, such as stock options, result in the issuance of common stock
which shares in the earnings of the Company. All data with respect to computing
earnings per sharc is retroactively adjusted 1o reflect stock dividends and splits and
the treasury stock method is applied ro determine the dilutive cffect of stock oprions
in computing diluted EPS.

Share-Based Compensation - 'the Company has three share-based compensation
plans, the Central Valley Community Bancorp 2005 Omnibus Incendive Plan
and the 2000 and 1992 Stock Option Plans, all of which were approved by 1he
sharcholders of the Company. The Plans do not provide (or the sertlement of
awards in cash and new shares are issucd upon option exercise or restricted share
grants. These plans are more fully described in Note 11,

Effective January 1, 2006, the Company adopted Statement of I'inancial
Accounting Standards No. 123(R), Share-Based Payment (SYAS 123(R)), using the
modified prospective application transition method, which requires recognizing
cxpense for options granted prior to the adoption date equal w fair value ol the
unvested amounts over their remaining vesting period, based on the grant date
fair value estimated in accordance with the original provisions of SFAS No. 123,
Accounting for Stock Based Compensation, and compensation cost for all share-based
payments granted subsequent to January 1, 2006, based on the grant date fair values
estitmated in accordance with the provisions of SFAS 123(R). The Company applied
the alternative transition method in caleulating its pool of excess tax benefits available
to absorb future tax deficiencics as provided by TSP FAS 123(R)-3, Transition
Election Related to Accounting for the Tax Effects of Share-Based Payment Awards.
There were 15,000 options granted in 2006 and 156,300 granted in 2005, Results
for prior periods have not been restated. Prior o January 1, 2006, the Company
accounted for these plans under the recognition and measurement principles of APB
Opinion No. 25, Accounting for Stock Issued ro Limployees, and related Interpretations
(APB 25). No stock-based compensation cost is reflected in net income prior w
TJanuary 1, 2006, as all options granted under these plans had an exercise price equal
to the market value of the underlying common stock on the date of the grant.

As a result of adopting STAS 123(R), the Company’s income before provision for
income taxes and net income for the year ended December 31, 2006 are $163,000
and $142,000, respectively, lower than if it had continued to account for share-
based compensation under APB 25. Basic and diluted carnings per share for the
year ended December 31, 2006 would have been $1.18 and $1.09, respectively,
without the adoption of SFAS 123(R) compared to $1.16 and $1.07, respectively, as
reported.

STAS 123(R) requires the cash flows resulting from the tax benefits resuhing
from tax deductions in excess of the compensation cost recognized for those oprions
(excess tax benefits) 1o be classified as a cash Aow from financing in the statement of
cash flows. Lxcess rax benefits for the year ended December 31, 2006 was $451,000.

In February 2005 the Company accelerated the vesting ol 186,000 options
previously granted to certain directors and executive officers as reflecred in the table
below. No stock-based compensation is reflected in net income for the year ended
December 31, 2003, as a result of the acceleration of the vesting as it is expected
that generally all of the direcrors and executive management whase options were
accelerated will remain with the Company through the original vesting period.

The following table illustrates the pro forma effect on net income and carnings per
share if the Company had applied the fair value recognition provisions of SFAS 123
to options granted under the Company’s stock option plans in all periods presented.

Years Ended December 31,
2005 2004

(In thousands)

Net carnings as reported $ 6,044 & 3,695
Deduct: Total stock-based compensation

expense determined under the fair value

bascd method for all awards, net of related

tax cffects 478 _..250
Pro forma net income $ 5,566 § 3,445
Basic carnings per share — as reported $ 103§ 0.71
Basic earnings per share - pro forma $ 095 § 0.66
Diluted carnings per share — as reported $ 094 % 0.64
Diluted carnings per share — pro forma $ 0.87 % 0.60

The Company bases the fair value of the options previously granted on the date
of grant using a Black-Scholes oprion pricing model that uses assumptions based on
expected option life, the level of estimated forfeitures, cxpected stock volatility and
the risk-free interest rate. Stock volatility is based on the historical volarility of (he
Company’s stock. “Lhe risk-free race is based on the U8, Itcasury yield curve and
the expected term of the options. 'Lhe “simplified” method described in SEC Staff
Accounting Bulleiin No. 107 was used to determine the expected term of the Bank's
options in 2006 and 2005.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Share-Based Compensation - (continued)

The fair value of cach option is estimated on the date of grant using the following
assumptions.

2006 2005 2004
Dividend yield 5 % 5% 5%
Expected volarility 15.65% 50.29% 66.27%
Risk~free interest rate 5.05% 4.16% 4.17%
Expected oprion life 6.5 years 6.5 years 10 years

Impact of New Financial Accounting Standards

Fair Value Measurements

In September 2006, the Financial Accounting Standards Board (VASB) issued
Statcment No. 157 (SEAS 157), Fuir Value Measurements. SFAS 157 defines fair
valug, establishes a framework for measuring fair value and expands disclosures
about fair value measurements. SFAS 157 applics whenever other standards require
(or permir) assets or liabilities to be measured at fair value but doces not expand the
use of fair value in any new circumstances. In this standard, the FASB clarifics the
principle that fair value should be based on the assumptions market participants
would use when pricing the asset or liability. In support of this principle, SFAS 157
establishes a fair value hierarchy that prioritizes the information used to develop
those assumptions. The provisions of STAS 157 are effective for financial statements
issued lor fiscal years beginning after November 15, 2007 and interim periods within
those fiscal years. The provisions should be applicd prospectively, except for certain
specifically idenrified financial instruments. Management does not expect the
adoption of SFAS 157 to have a marterial impact 10 the Company’s financial position
or tesult of operations.

Acconnting for Uncertainty in Income Taxes

In July 2006, the FASB issued Financial Accounting Standards Interpretation No.
48 (FIN 48), Accounting for Uncertainty in Income Taxes — an intevpretation of FASB
Starement No. 109. FIN 48 clarifics the accounting for uncertainty in income raxes
recognized in an enterprise’s financial statements in accordance with FASB Statement
No. 109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold
and measurement standard lor the financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return. Fin 48 also provides
guidance on derecognition, classification, interest and penaltics, accounting in
interim periods, disclosures and transition.

The Coompany presently recognizes income tax positions based on managemends
cstimate of whether it is reasonably possible that a liability has been incurred for
unrecognized income tax benefits by applying FASB Staternent No. 3, Accounting
for Contingencics.

‘The provisions of FIN 48 will be effective for the Company on January 1, 2007
and arc to be applied to all tax positions upon initial application of this standard.
Only tax positions that meet the more-likely-than-nat recognition threshold at the
effective date may be recognized or continne to be recognized upon adoprion.

The cumulative effect of applying the provisions of FIN 48, if any, will be reported
as an adjustment to the opening balance of retained carnings for the fiscal year of
adoption. Management does not expect the adoption of FIN 48 to have a material
impact on the Company’s financial position or resulbs of operations.

Accounting for Purchases of Life Insurance

Tn Seprember 2006, the FASB ratified the consensuses reached by the limerging
Lssues Task Force (the Task Torce) on lssue No. 06-5 (EITF 06-5), Accounting for
the Purchases of Life Insurance — Determining the Amount that Could be Realized in
Accordance with FASB lechnical Bulletin No.85-4 (I'1'B 85-4). FT'B 85-4 indicates
that the amount of the asset included in the balance sheet for life insurance contracis
within its scope should be “the amount that could be realized under the insurance
contract as of the date of the statement of financial pesition.” Questions arose in
applying the guidance in FTB 85-4 to whether “the amount that could be realized”
should consider 1) any additional amounts included in the contractual terms of the

14

instirance policy other than the cash surrender value and 2) the contracrual ability
w0 surrender all of the individual-life policies (or certificates in a group policy) ar
the same time. EITT 06-5 determined that “the amount that could be realized”
should 1) consider any additional amounts included in the contraciual 1erms of the
policy and 2) assume the surrender of an individual-life by individual-life policy (or
certificate by certificate in a group policy). Any amount that is ultimarely realized by
the policy holder upon the assumed surrender of the final policy (or final ceriificare
in a group policy) shall be included in the “amount that could be realized.” An
cntity should apply the provisions of EI'I'T 06-5 through cither a change in
accounting principle through a cumulative-elfect adjustment to rerained carnings
as of the beginning of the year of adoption or a change in aceounting principle
through retrospective application to all prior periods. The provisions of EITF 06-5
are cffective for fiscal years beginning after December 15, 2006, Management has
not yet completed its evaluation of the impact that EITT 06-5 will have.

Accounting for Deferred Compensarion and Postrerivement Benefir Aspeces of
Lndorsement Split-Dollar Life Insurance Arrangements

In September 2006, the FASB ratified the consensuses reached by the ‘lask
Force on Tssuce No. 06-4 (FITT 06-4), Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Fndorsement Split-Dollar Life Insurance Arrangements.
A question arose when an employer enters into an endorsement split-dollar life
insurance arrangement related to whether the employer should recognize a liability
for the future benefits or premiums to be provided to the employee. LITF 06-4
indicates that an employer should recognive a lability for future benefits and that a
liability for the benefit obligation has not been settled through the purchase of an
endorsement type policy. An entiry should apply the provisions of ETITF 06-4 ¢ither
through a change in accounting principle through a cumulative-cffeer adjustment
to retained earnings as of the beginning of the year of adoption or a change in
accounting principle through retrospective application to all prior periods. The
provisions of EITF 06-4 are effective for fiscal years beginning after
December 15, 2007. Management has not yer completed its evaluation of the
impact that L1 06-4 will have.

Consideraiion of the Effects of Prior Year Misstatements

In September, 20006, the Securities and Exchange Commission published Staff
Accounting Bulletin No. 108 (SAB 108), Considering the Effects of Prior Year
Missatements when Quantifying Misstatements in Current Year Iinancial Stazements.
The interpretations in this Staff Accounting Bulletin were issued to address diversity
in practice in quantilying linancial statement misstatements and the potential under
current practice 10 build up improper amounts on the balance sheet. This guidance
will apply 1o the first fiscal year ending after November 13, 2006, or
December 31, 2006 for the Company. The adoption of SAB 108 did not have a
material impact on the Company’s financial pasition or results of operations and no
curnulative adjustment was required.

2. MLRGER OF BANK OF MADERA COUNTY INTO CENT'RAL
VALLLY COMMUNITY BANCORP

Afier the close of business on Decemmber 31, 2004, the Company and Bank of
Madera County (BMC)) completed their previously announced merger and BMC
was merged into the Bank. The Company acquired 100% of the outstanding
common shares of BMC and the resules of BMC's operations have been included
in the consolidated financial statements beginning January 1, 2005, Management
believes that the merger allows the Bank to further accommodare 2 grawing
customer base in Madera County and provide BMC customers with more
convenient locations in the Central Valley, as well as offer new advancement and
geographic opportunities for their employees. As a result of the above facrors,
management believes that the potential for the combined performance exceeds what
each entity could accomplish independently and the goodwill in this transaction
arose from the synergies associated with the merger. 'lhe acquisition is part of

the Company’s long-term strategy 1o increase its presence from Sacramento to
Bakersticld along the Highway 99 corridor and (he surrounding foothills.

As of the date of acquisition, BMC had total assets of $68,080,000, compriscd
of $2,842,000 in cash and due from banks, $19,250,000 in Federal funds sold,
$45,028,000 in loans (net of allowance for credit losses of $751,000), $390,000
in premises and equipment and $370,000 in other assets. 'Lotal liabilities acquired
amounted to $64,208,000, including $63,769,000 in deposits.
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2. MERGER OF BANK O MADLERA COUNTY INTO CENTRAL
VALLEY COMMUNITY BANCORP (Continucd)

The total consideration paid to BMC shareholders and option holders was
approximately $14,311,000 which was comprised of $1,911,000 in cash payments
10 holders of outstanding BMC stock options, $6,200,000 in cash and 522,106,
split adjusted, shares of the Company’s common stock (valued at $6,200,000 for
purposes of the merger agreement). lotal consideration paid 10 BMC sharcholders
was established under the terms of the merger agreement based on a value of $26.22
per share of BMC common stock.

The excess of the purchase price over the estimared fair value of the net assets
acquired, as adjusted, was $8,934,000, which was recorded as goodwill, is not
subject to amorrization, and is not expected to be deductible for wax purposes. In
addition, asscts acquired also included a core deposit intangible of $1,500,000
which is being amortized using a straight-line method.

The accompanying consolidated financial staiements include the accounts of
BMC since January 1, 2005, The following supplemental pro forma information
discloses selected financial information for the periods indicated as though the
BMC merger had been completed as of the beginning of cach of the periods being
reporied. Dollars are in thousands except per share daca. 2004 pro forma net
income includes non-recurring merger expenses for legal, accounting and other
professional fees, net of tax, rotaling $602,000.

Year Ended December 31,

2005 3004 _
Revenuc $ 29,830 § 24,/175
Net income ‘ﬁ_ 6,044 $ 3,133
Diluted earnings per share jﬁ 094 § 0.50

3. AVAINLABLE. FOR-SALL INVESTMENT SECURITIES

‘The amortized cost and estimaced fair value of available-for-sale investment securitics
at December 31, 2006 and 2003 consisted of the following:

2006 _
Gross (iross Estimated
Amortized Unrecalized Unrealized Fair
_ Cont Gains _ Losses . __Value
(In thousands)
Dalt sceuritics:
LS. Government
agencies $ 28,643 % 34 % (358) $ 28,319
Obligations of
states and polttical
subdivisions 26,210 373 (168) 26,415
U5, Government
agendies collateral-
ized by mortgage
obligations 45,561 204 (237) 45,528
Ocher securities 3,703 - “3 3,600
$ 104,117 § 611 % (806} % 103,922
2005
Ciross Gross Lstimared
Amortized Unrealized Unrealized Lair
Cost Gains Losses Value
(In thousands)
Debr sceuritics:
U8, Government
agencies $ 23314 % - % (638) $ 22,656
Obligations of
states and political
subdivisions 31,036 371 (473) 30,934
U5, Government
agencies collateral-
ized by mortgage
obligations 48,479 237 (2853) 48,431
Orther sceuritics 3,608 - (37) 3,571
$ 106437 $ 608§ (1,453) § 105,592
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3. AVAILABI L-FOR-SALE INVESTMENT SECURITIES (Continued)

Tnvestment securitics with unrealized losses at December 31, 2006 and 2005 arc
summarized and classified according 1o the duration of the loss period as follows:

_ 2006
Less than 12 Months 12 Months or More lotal
Fair Unrealized Fair Unrealized Fair Unrealizd

Value Losses Value Losses Value Losscs
{In thousands)

Debt securities:
U.S. Government
agencies
Obligations of
stares and
political sub-
divisions 3,413 24y 7,937 (144)
U.5. Government
agencies collateral-
ized by mongage
obligations 9,567 (53) 15,711 (182) 25,278 (237)
Qther secutrities 1,457 (43) - - 1,457 (43)

$ 6,603 § (9) $ 16,628 $ (349) § 23231 § (358)

11,350 (168)

$21,040 8 (131) $40,276 § (679) $ 61,316 §  (806)

2005
Tess than 12 Months 12 Months or More Total
Fair Unrealized [air Unealized Fair Unrealized

_ Value Losscs Value Tosses Value Losscs
{In thousands)

Debt securities:
U.5. Government
agencies
Obligations of
states and
political sub-
divisions
U5, Government
agencies collateral-
ized by morigage
obligations 19,473 (161) 9,887 (124) 29,360 (285)
Other securities 1,163 (37) - - 1,463 (37)

$ 2939 % (55 $ 19717 § (6G03) $ 22.656 $ (658)

13,646 (270) 4181 (203 17,827 (473)

$37.521 $ (523) $33.785 § (930) § 71,306 $ (1,453)

U.S. Government Agencies - At December 31, 2006, the Company held 14 U.S.
(overnment agency sccuritics of which four were in a loss position for less than
twelve months and nine were in a [oss position and had been in a loss position
for twelve monihs or more. The unrealized losses on the Company’s invesiments
in direct obligations of U.8. government agencics were caused by interest rate
increases. ‘lhe contractual terms of those investments do not permit the issuer
to settle the securities at a price less than the amortized costs of the investment.
Because the decline in market valu is attributable o changes in interest rates
and not credit quality, and because the Company has the ability and intent
hold those investments until a recovery of fair value, which may be marurity,

the Company does not consider those investments 1o be other-than-temporarily
impaired ar December 31, 2006.

Obligations of States and Polirical Subdivision - At December 31, 2006, the
Company held 58 obligations of states and political subdivision securities of
which seven were in a loss position for less than twelve months and 12 were in
a loss position and had been in a loss position for twelve months or more. "Lhe

subdivision sccuritics were caused by interest rate increases. Because the decline in
marker value is attributable to changes in interest rates and not credit quality, and
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unrealized losses on the Company's investments in obligations of stawes and political

because the Company has the ability and intent to hold those investments until a
recovery of fair value, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired aw December 31, 2006,

U.5. Government Agencies Collateralized by Mortgage Obligacions - Ac

December 31, 2006, the Company held 61 U.S. Governmenrt agency sceurities
collateralized by mortgage obligation sceurities of which nine werc in a loss position
for less than twelve months and 14 were in a loss position and had been in a loss
position for twelve months or more. 'Lhe unrcalived losses on the Company’s
investments in U.S. government agencics collateralized by mortgage obligations
were caused by interest rate increases. The Company purchased those investments
at a discount relative to their face amount, and the contractual cash flows of those
investments are guaranteed by an agency of the U.S. government. Accordingly,

it is expected thar the securities would not be settled ac a price less than the
amortized cost of the Company’s investment. Because the decline in marker value
is attributable to changes in interest rates and not credit quality, and because the
Company has the ability and intent (o hold those investments until a recovery of fair
value, which may be maturity, the Company does not consider those investments to
be other-than-temporarily impaired at December 31, 2006.

Other Securities - At December 31, 2006, the Company’s other securities consists
of investment of $1,500,000 in marketable cquity sccurities and $2,203,000 in
equity securitics carried at cost. Lhe equity scourities cartied at cost are investments
in two different money market funds. No evaluation of impairment is considered
necessary for these securitics. The Company's investments in marketable equity
securities consist primarily of an investment in a CRA Qualified Tnvestment Fund.
The Company has cvaluated this investment for impairment. The unrealized losses
on the Company’s investment in marketable equity securities were caused by interest
rate ingreases. Based on the Company's evaluation and the Company’s ability and
intent 1o hold the investment for a reasonable period of rime sufhcient for a recovery
of fair value, the Company docs not consider those investments to be other-than-
temporarily impaired at December 31, 2006.

Net unrcalized losses on available-for-sale investment securities totaling
$195,000 and $845,000 are recorded net of $78,000 and $338,000 in tax bencfit as
accumulared other comprehensive income within sharcholders’ equity at
December 31, 2006 and 2003, respectively.

Proceeds and gross realized gains from sales or calls of available-for-sale
investment seeurities totaled $16,559,000 and $123,000, respectively, for the year
ended December 31, 2006. Proceeds and gross realized gains from sales or calls of
available-for-sale investment sceurities toraled $15,487,000 and $92,000, respectively,
for the year ended December 31, 2005, Proceeds and gross realized gains from sales
or calls of available-for-sale investment sccurities 1owaled $4,775,000 and $483,000
respectively, for the year ended December 31, 2004,

The amortized cost and estimated fair value of available-for-sale investment
securities at December 31, 2006 by contractual maturity are shown below, Fxpected
marurities will differ from contractual maturities because the issucrs of the securities
may have the right to call or prepay obligations with or without call or prepayment
penalties.

Fstimated
Amortized Fair
Cost_ Value

(In thousands)

Within one year $ 10,448 & 10,357
After one year through five years 19,872 19,620
After five years through ten years 12,993 13,007
After ten years 11,540 11,750
54,853 54,734
Investment securities not due at a single
maturity date:

(.5, Government agencies collateralized by
martgage obligations 45,561 45,528
rther securities 3,703 3,660
104,117 103,922
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3. AVAILABLE-FOR-SALL INVLESTMENT SECURITIES (Continued)

Investment securities with amortized costs totaling $35,624,000 and
$27,877,000 and fair values totaling $35,612,000 and $27,800,000 were pledged
to sceure public deposits, other contractual obligations, shori-term borrowings and
long-term debt at December 31, 2006 and 2003, respectively.

4. TLOANS AND ALLOWANCE FOR CREDIT LOSSES

Outstanding loans are summarized as lollows:
__December 31,
2006 2005

(In thousands)

Commercial % 78,441 % 82,978
Real estate 149,586 124,043
Real estate — construction, land development
and other land loans 48,424 46,523
Equity lines of credit 21,858 23,604
Agricultural 17,102 17,547
Installment 7.549 7.539
Other 454 160
323,414 302,394
Deferred loan fees, net (752) (592)
Allowance for credit losses (3.809) (3,339)
$ 318853 $§ 298,463

At December 31, 2006 and 2005, loans originated under Small Business
Administration (SBA) programs totaling $30,745,000 and $27,760,000,
respectively, were included in the real estate and commercial categories.

Salarics and employee benefits totaling $388,000, $493,000 and $354,000 have
been deferred as loan origination costs for the years ended
December 31, 2006, 2005 and 2004, respectively.

Changes in the allowance for credit losses were as follows:
_Year Ended December 31,
2006 2005 2004

(I thousands)

Balance, beginning of year $ 3339 § 2,697 & 2,425
Provision charged 10 operations 200 510 -
Losses charged to the allowance (721) (787) (24)
Recoveries 391 168 296
Allowance acquired in merger of
Bank of Madcra County - 751 -
Balance, ¢nd of year $ 3,809 % 3339 % 2,697

There were no loans considered (o be impaired at December 31, 2006 or 2004.
There were two loans considered ta be impaired a1 December 31, 2003 totaling
$616,000. 'There was no required valuation allowance for these impaired loans. The
average investment in impaired loans during 2006, 2005 and 2004 was $155,000,
$776,000 and $36,000, respectively. No interest income was recognived for impaired
loans in 2006, 2005 or 2004,

There were no loans on nonacerual at December 31, 2006 or 2004 or interest
foregone on nonaccrual loans for the years then ended. At December 31, 2003,
nonaccrual loans totaled $616,000 and interest foregone on nanaceruyal loans waled

$76,000 for the year then ended.

5. BANK PREMISES AND LQUIPMENT
Bank premises and equipment consisted of the following:

December 31,

2006 2005
(In thousands)
Land $ 579 % 250
Buildings and improvements 1,000 1,161
Turniture, fixtures and equipment 5,642 4,693
Leasehold improvements 2,435 1,718
9,656 7.822
Less accumulated depreciation

and amortization (5,001) (4,910)

$ 4,655 & 2,912

Depreciation and amortization included in occupancy and equipment expense
totaled $948,000, $982,000 and $796,000 for the years ended December 31, 2000,
2005 and 2004, respectively.

6. DEPOSITS

Interest-bearing deposits consisted of the following:

December 31,
2006 2005

(In thousands)
Savings $ 21,029 % 24,389
Moncy market 109,069 108,024
NOW accounts 56,177 56,991
Time, $100,000 or more 60,183 48.670
Time, under $100,000 43,987 39,911
$ 290445 § 277,985

Aggregate annual maturitics of time deposits are as follows
(in thousands):
Year Ending December 31,

2007 $ 93,946
2008 5,208
2009 2,978
2010 1,488
2011 290
$ 104,170

Interest expense recognized on interest-bearing deposits consisted of the following:

Year Ended December 31,
2006 2005 2004

(In thousands)

Savings $ 106§ 89 § 67
Moncy market 2,467 1,500 660
NOW accounts 56 60 51
‘l'ime certificates of deposit 3,581 2,237 1,015

$ 6,210 % 3,880 % 1,793
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7. BORROWING ARRANGFMENTS 8. INCOME TAXES

‘The provision for income taxes for the years ended December 31, 2006, 2005 and
2004 consisted of the following:

Tederal Home Loan Bank Advances

Advances from the Federal lome Loan Bank (FHLB) of San Francisco at December

31, 2006 and 2005 consisted of the following: Viederal State _ loral
(In thousands)
~ 2006 2005
2006
Amount _Rate  Maturity Daie  _ Amount Rate Maturity Date Current $ 3,135 % 1,001 % 4,136
{Dollars in thousands) {(Dollurs in thousands) Deferred ((iS_Q) (lj) _(m)
$ 2,000 2.66% Feb. 12,2007 § 2,000 2.10%  Feb, 13, 2006 Pravision for income taxes $ 2455 § 843 $ 3,298
- 2,000 2.66% Feh. 12, 2007 - -
- - T 2005
2,000 4,000 Current $ 2512 % 979 $ 3,491
Deterred 72 (75) (147)
(2,000) Less shoti-term portion (2,000) Less short-term portion
Pravision for income taxcs $ 2,440 § 904 $ 3,344
§ - Long-t¢rm debt 2,000 Long-term debx - =
- - 2004
FHLB advances arc secured by investment sceurities with amortized costs Current % 1,719 $ 631 % 2,353
totaling $16,848,000 and $6,680,000 and market values toraling $16,758,000 Deferred (313) (96) (409)
and $6,598,000 at December 31, 2006 and 2003, respectively. The Bank’s credit
limit varies according to the amount and compoasition of the investment and loan Provision {or income taxes 3 1,406 § 538 % 1,944

portfolios pledged as collateral.

Other Shore-'lerm Debt - 'Lhe Company has a note payable (0 a financial institution
with a balance of $1,250,000 at Dcermnber 31, 2006. 'The note bears a variable
interest rate of LIBOR plus 2.5% (7.87% as of Decernber 31, 2006), Payment
terms call for interest only payments based on the financial institution’s prime rate
or LIBOR at the Company’s discretion. Payments are due on March 31, June 30,
and September 30, 2007, The remaining principal and accrued interest is due when
the note matures on December 31, 2007, The note is sccured by 20% of the issucd
and outsianding stock of the Bank with the value of pledged stock to be not less
than 200% of the outstanding principal balance,

Lines of Credig - 'The Bank had unsecured lines of credic with its correspondent
banks which, in the aggregate, amounted to $18,000,000 and $14,100,000 at
December 31, 2006 and 2003, respectively, at interest rates which vary with
market condirions. The Bank also had a line of credit with the Federal Reserve
Bank of San Francisco at December 31, 20006 and 2005 which bears interest at
the prevailing discount rate collarcralized by investment securities with amortized
costs totaling $2,271,000 and $3,350,000 and market values totaling $2,200,000
and $3,252,000, respectively. At December 31, 2006 and 2003, the Bank had no
outstanding borrowings under these lines of credic.

Deferred tax assets (liabilities) consisted of the following:

Delerred tax assets:

Allowance for credir losses

Odher reserves

Bank premises and equipment

Deferred compensation

Future benefit of State tax

Unrealized loss on available-lor-sale
investment seourities

State net aperating loss

fotal deferred rax assets

Deferred tax liabilities:

Other accruals
Loan origination costs
Future liability of State deferred tax asset

Core deposit intangible

Total deferred tax liabilities

Net delerred tax asseus

December 31,

2006 2005

(In thousands)

¥ 1,407 $ 768
134 122

272 271

1,735 1,199

321 300

78 338

13 _ 80

_ 3,960 3,078
(242) (118)

(224) -

(210) (157)

(480) (37D

(1,156) (852)

$ 2,804 % 2,226
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8. INCOME TAXES (Continued)

‘The provision for income taxes differs from amounts computed by applying the
statutory Liederal income tax rates to operating income before incomg taxes. The
significant items comprising these differences for the years ended December 31, 2006,
20035 and 2004 consisted of the following:

2006 2005 2004

Federal income rax, a1

slatitory rate 34.0 % 34.0 Y% 34.0 %
State franchise tax, net

of Federal tax effect 7.2 % 7.1 % 7.1 %
Tax exempt investment

security income, net (3.2)% (4.2)% (4.9)%
Bank owncd lifc

insurange, net (3.5)% (0.9)% (1.4)%
Other (2.2)% (0.4)% (0.3)%

Fftective tax rate 323 %

34.5%

9. COMMITMENTS AND CONTINGENCIES

Leascs - The Bank lcases certain of its branch facilities and administradive oflices under
noncancclable operating leases. Rental expense included in accupancy and equipment
and other expenses totaled $724,000, $518,000 and $359,000 for the years ended
December 31, 2006, 2005 and 2004, respectively.

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

Year Ending December 31,

2007 § 933
2008 1,011
2009 1,080
2010 957
2011 913
'Lhereafter 506

$ 13,400

Lederal Reserve Requirements - Banks arc required to maintain rescrves with the
Tederal Reserve Bank equal to a percentage of their reservable deposits. ‘Lhe amount
of such reserve balances required at December 31, 2006 and 2005 was $2,699,000
and $1,385,000, ruspcctivcly.

Correspondent Banking Agreements - The Bank maintains funds on deposit with
other federally insured financial institutions under correspondent banking agreements.
Uninsured deposits totaled $2,075,000 at December 31, 2006,

Financial Tnstruments 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

to meet the financing needs of its customers and to reduce its own exposure o
Huctuations in interest rates. ‘lhese financial instruments consist of commitments

1o extend credit and standby leteers of credit. These instruments involve, to varying
degrees, elements of credit and inwerest rate risk in cxcess of the amount recognized on
the balance sheet.

The Bank’s exposure to credit loss in the event ol nonperformance by the other
party for commitments to extend eredit and standby leteers of credit is represented by
the contractual amount of those instruments. The Bank uscs the same credit policies
in making commiuncnts and standby letters of credit as it does (or loans included on
the balance sheer.

The following finandal instruments represent off-balance-sheer credir risk:

December 31,
2006 2005

(In thousands}

133,937 $ 133.876
612§ 80

Commitments to extend credit $
Standby letters of credit $

Commitments to extend credit consise primarily of unfunded single-family
r(fsi('](.'."lial :-lnd (:(J”"ﬂ‘.‘r(:iﬂl rL‘le estare (:(J”brrllcli@n IUH"S Hnd C(_"“[T]Crciﬂl rCVUlVing
lines ol eredit. Construction loans are established under standard underwriting
guidelines and policies and are sceured by deeds of trust, with disbursements made
over the course it have a high
degree of industry diversification, Commiuments generally bave fixed expiration
dates or other termination clauses and may require payment of a fee. Since many
of the commitments are expected to expire without being drawn upon, the ol
commitment amounts do not necessarily represent future cash requirements. Standby
letters of credit are generally secured and are issued by the Bank to guarantee the
performance of a customer to a third party. The credit risk involved in issuing
standby letters of credir is cssentially the same as that involved in extending loans
to customers. 'Lhe fair value of the liability related to these standby leters of credit,
which represents the fees received for issuing the guarantees, was not significant at
December 31, 2006 and 2005, Lhe Company recognizes these fees as revenue over
the term of the commitment or when the commitment is used.

At December 31, 2006, commercial loan commitments represent approximately
49% of total commitments and are generally secured by collateral other than
real estate or unsecured. Real estate loan commitments represent 39% of 1otal
commitments and are generally sceured by property with a loan-to-value ratio not
10 exceed 80%. Consumer loan commitments represent the remaining 12% of toral
commitments and are generally unsecured. Tn addition, the majority of the Bank’s
loan commitments have variable interest rates.

of construction, Commergial r:.:volving lines of ¢

Cangengrations of Credit Risk - At December 31, 2006, in management’s judgment,
a concentration of loans existed in commercial loans and real-estate-related loans. At
tha dace, approximately 92.29% of the Bank’s loans were commercial and real-estare-
related, representing 24.2% and 68.0% of 1ol loans, respectively.

At December 31, 2005, in management’s judgment, a concentration of loans
existed in commercial loans and real-cstate-related loans. At that date, approximately
91.7% of the Bank's loans were commercial and real-cstate-rlated, representing
27.5% and 64.2% of toal loans, respectively.

Although management believes the loans within (hese concentrations have no
morc than the normal risk of collectibilicy, a substantial decling in the performance
of the economy in general or a decline in real estate values in the Company’s primary
market area, in particular, could have an adverse impact on collectibility, increase
the level of real-estate-related nonperforming loans, or have other adverse etfects
which alonc or in the aggregate could have a material adverse offect on the financial
condition of the Company.

Contingencies - The Company is subject to legal proceedings and claims which arise in
the ordinary course of business, Tn the opinion of management, the amounr of yltimate
liability with respect 1o such actions will not materially affect the consolidated finangial
pasition or consolidated tesults of operations of the Company.

10, SHARLEHOLDERS EQUITY

Regulatory Capital - The Company and the Bank are subject 1o certain regulatory
requirements administered by the Board ol Governors of the ederal Reserve System
and the Lederal Deposit Insurance Corporation (FDITC), Lailure to meet these
minimum capital requirements can initiare cerrain mandatory, and possibly additional
discretionary, actions by regulators that, if undertaken, could have a direct material
effect on the Company’s consolidated financial statements, Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Bank must
et specific capital guidelines that invelve quantitative measures of the Bank’s assers,
fiabilitics and certain off-balance-sheet items as caleulated under regulatory accounting
practices, The Company’s and the Bank’s capital amounts and classificarion are also
subject 1o qualitative judgments by the regulators about components, risk weightings
and other factors.
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10.  SHAREHOLDERS' EQUITY (Continued)

Quantitative measures cstablished by regulation to cnsure capital adequacy require
the Company and the Bank to maintain minimum amouis and ratios of twtal and Tier
1 capital to risk-weighted assets and of Tier 1 capital to average asscts, Each of these
components is defined in the regulations. Management believes that the Company and
the Bank meet all their capital adequacy requirements as of December 31, 2006.

In addition, the mast recent notification from the FDIC categorized the Bank as
well capitalized under the regulatory framework for prompt correcrive action. To be
categorized as well capitalized, the Bank must maintain minimum total risk-based,
“Fier 1 risk-bascd and Tier 1 leverage ratios as set forth below. 'Lhere are no conditions
or cvents since that notification that management believes have changed the Bank’s
category.

2006 2005
_Amount Ratio  Amount Ratio
(Lolars in thousands)

Tier 1 Leverage Ratio

Central Valley Community Bancorp
and Subsidiary
Minimum regulatory requircment

39,804 8.41% $ 31,767  6.84%
18,967 4.00% $ 18,572 4.00%

5

Central Valley Community Bank $ 39,045 8.24% % 32,493  7.00%

Minimum requirement for
“Well-Capitalized™ institution

Minimum regulatory requirement

23,703 5.00% $ 23,204 5.00%
18,963 4.00% $§ 18,563 4.00%

S

Tier 1 Risk-Based Capiral Raiio

Central Valley Community Bancorp
and Subsidiary
Minimum regulatory requircment

39,864 10.97% § 31,767  9.26%
14,536 4.00% $ 13,719 4.00%

5 5

Central Valley Community Bank $ 39,045  10.72% § 32,493 9.48%

Minimum requirement for
“Well-Capitalized™ institution

Minimum rcgulawry requirement

21,852 6.00% % 20,372 6.00%
14,568 4.00% $ 13,715 4.00%

o 5

Toual Risk-Based Capital Ratio

Central Valley Community Bancorp
and Subsidiary
Minimum regulatory requircment

43,673  12.02% $ 35,106 10.24%
29,073 8.00% § 27,437  8.00%

o o

Central Valley Community Bank $ 42854 11.77% $ 35,832 10.45%
Minimum requirement for

“Well-Capitalized” institution § 36,419  10.00% § 34,287 10.00%
Minimum regulatory requirement $ 29,135 8.00% $ 27,429 8.00%

Dividends - The Company did not pay any cash dividends in 2006 or 2005.

On May 19, 2004, the Board of Dircctors declared a $.05 per share cash dividend
for shareholders of record as of June 4, 2004, paid on or about June 30, 2004,

"Lhe Company’s primary source of income with which to pay cash dividends is
dividends from the Bank. ‘lhe California Financial Code resiricts the total amount of
dividends payable by a bank at any time without obraining the prior approval of the
California Department of Financial Tnstitutions to the lesser of (1) the bank's retained
earnings or (2) the bank’s net income for its last three fiscal years, less distributions
made to sharcholders during the same three-year period. At December 31, 20006,
retained earnings of $16,199,000 were free of such restrictions.

Share Repurchase Plan - During 2004, the Company approved a stock repurchase
plan authorizing the purchase of shares of the Company’s common siock up to a otal
cost of approximately $500,000, or approximately 2% of its outstanding shares of
common stock. As of December 31, 2004, the Company repurchased 18,000 sharcs
at an average price of $11.83 for a total cost of $213,000. On October 20, 2004, the
Company’s Board of Dircctors suspended the stock repurchase program.

During 2006, the Company approved a stock repurchase plan autherizing the
purchase of shares of the Company’s common stock up to a total cost of approximately
$1,000,000 or approximatcly 1% of its outstanding shares of common stock during
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the period from October 23, 2006 to June 30, 2007. As of December 31, 2006, the
Company had repuschased 26,200 shares at an average price of $15.08 for a total
cost of $395,000.

Earnings Per Sharc - A reconciliation of the numerators and denominators of the
hasic and diluted earnings per share computations is as follows:

. Year Ended December 31,
2006 2005 2004

(In thousands, except share
and per sharc amounts)

Basic Farnings Per Share:

Net income $ 6911 § 6,044 % 3,695
Weighted average
sharcs outstanding 5,978,314 5,844,110 5,253,658
Net income per share $ 116§ .03 § 0.71
Diluted Larnings Per Share:
Net income $ 6,911 § 6,044 § 3,695
Weighted average
shares outstanding, 5,978,314 5,844,110 5,253,658
Effect of dilutive stock options 500,595 571,298 585,252

Weighted average sharcs
of common stock and common
stock equivalents 6,478,909 6,415,408 5,838,910

Net income per diluted share $ 1.07  § 094 % 0.64

11, SHARE-BASLD COMPENSATION

The 1992 Stock Option Plan reserved shares for issuance ro employees and directors
under incentive and nonstatutory agreements. The Company assumed all obligations
under this plan as of November 15, 2000, and options to purchase shares of the
Company’s common stock were substituted for aptions to purchase shares of common
stock of the Bank. Questanding options under this plan are excrcisable until cheir
expiration, however, no new options will be granted under this plan.

The Central Valley Community Bancorp 2000 Stock Option Plan has 899,834
shares remaining as reserved for issuance for options already granted to employees and
directors under incentive and nonstatutory agreements and 73,446 remain reserved
for Muure grants. "The plan requires thar the option price may not be less than the fair
market value of the stock at the date the option is granted, and that the option price
must be paid in full at the 1ime it is exercised. The options under the plan expirc on
dates determined by the Board of Directors, but not later than ten years from the date
of grant. 'Lhe vesting period is determined by the Board of Directors and is gencrally
over five years.

“The Central Valley Communiry Bancorp 2005 Omnibus Incentive Plan provides
for awards in the form of incentive stock options, non-statutory stock options, stock
apprediation rights, and restricted stock. The plan also allows for performance awards
that may be in the form of cash or shares of the Company, including restricted stock.
The maximum number of shares that can be issued with respect to all awards under the
plan is 476,000, The plan requires thar the exercise price may not be less than 100% of
the fair markert value of the stock ar the date the option is granted, and that the option
price must be paid in full at the time it is exercised. The options and awards under the
plan expire on dartes determined by the Board of Directors, but not later than 10 years
from the date of grant. The vesting period for the options and option related stock
appreciation rights is derermined by the Board of Directors and is generally over five
years. There have been no grants made under chis plan.
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11.  SHARLE-BASLED COMPENSATION (Continued)

A summary ol the combined activity of the Plans for the years ended
December 31, 2004, 2005 and 2006 follows:

Weighted
Weighted Average
Number of Average Remaining Aggregate
Stock Options Exercise Contractual Intrinsic
Ourstanding Price lerm (Years) Value

(dollﬂrb in thousﬂﬂdSV except per Sh'drt‘ LUHUUH[S)
Options outstanding

at January 1, 2004 1,131580 § 4.64
Options granted 1,000 $ 11.30
Options exercised (77,880) 4.04
Options cancelled (1,840) § 6.34

Optiens outstanding

at December 31, 2004 1,052,860 § 4.69
Options granted 156,300 $ 13.50
Options exercised (111,980) $ 4.08
Options cancelled 11,890) § 8.86

Options outstanding

at December 31, 2005 1,085,290 $ 5.97
Options granted 15,000 § 15.50
Options cxercised (172,036) $ 4.27
Options cancelled (28.420) $ 6.15

Options outstanding,

atDecember 31,2006 899,834 % 6.45 5.00 $ 7,563

Options vested or
cxpected to vest at
at December 31,2006

867,767 § 6.37 633 § 7,368

Options excrcisable

at December 31,2006 724,734 § 5.13

6.0l § 7,054

The weighted-average grant-date fair value of options granted during 2006, 2005 and
2004 was $4.34, $3.28 and $4.80, respectively.

The total intrinsic value of aptions exercised in the years ended December 31, 2006,
2005 and 2004 was $1,900,000, $942,000 and $318,000, respectively,

Cash received from options exercised for the years ended December 31, 2006, 2003
and 2004 was $735,000, $458,000 and $317,000, respectively. The actual tax benefit
realized for the tax deductions from options exercised totaled $451,000, $173,000 and
$143,000 for the years ended December 31, 2006, 2005 and 2004, respectively.

As of December 31, 2006, there was $392,000 of total unrecognized compensation
cost related to non-vested share-based compensation arrangements granted under the
1992 and 2000 Plans, The cost js cxpected to be recognized over a weighted average
period of 3.5 years. The total fair value of options vested was $197,000 for the year
ended December 31, 2006,

12, OTHER EXPENSES
Orther expenses consisted of the following:

Year Ended December 31,

2006 2005 2004
(In thousands)

Data processing $ 816 % 811 § 758
Advertising 452 412 365
Audit and accounring fees 317 334 244
Amortization of core

deposit intangible 215 214 -
Legal fees 300 192 129
Regulatory assessments 112 164 92
(rther expenses 3,037 2,604 2,518

$ 5249 $ 4731 § 4,106

13, EMPLOYEL BENLETTS

401(k) and Profit Sharing Plan - The Bank has cstablished a 401(k) and profit
sharing plan. ‘lhe 401(k) plan covers 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
contributions after completion of two years of service. Bank contributions to the
profit sharing plan are determined at the diseretion of the Board of Directors.
Participants are automacically vested 100% in all employer contributions. The Bank
contributed $300,000, $275,000 and $105,000 to the profit sharing plan in 2000,
2005 and 2004, respectively.

Additionally, the Bank may elect to make a matching contribution to the
participants’ 401{k) plan accounts. The amount to be contributed is announced by
the Bank at the beginning of the plan year. For the years ended
Decermber 31, 2006, 2003 and 2004, the Bank made a 100% martching
contribution on all deferred amounis up 1o 3% of eligible compensation and a 50%
matching contribution on all defetred amounts above 3% to a maximum of 5%.
For the years ended December 31, 2006, 2005 and 2004, the Bank made matching
contributions totaling $232,000, $210,000 and $188,000, respectively.

Deferred Compensation Plan - '1he Bank has a nonqualified Deferred
Compensation Plan which provides directors and a former key executive with an
unfunded, deferred compensation program. Under the plan, eligible participants
may elect to defer some or all of their current compensation or director fees.
Deferred amounts carn interest at an annual rate determined by the Board of
Dircctors (8.25% at December 31, 2006). At December 31, 2006 and 2005, the
total net deferrals included in accrued interest payable and other liabilities were
$1,416,000 and $1,285,000, respectively.

Tn connection with the implementation of the above plan, single premium
universal life insurance policics on the life of each participant were purchased
by the Bank, which is beneficiary and owner of the policies. During 2006, the
Company recognized a gain of $625,000 from the proceeds of one of the life
insurance policies. The cash surrender value of the policies totaled $2,720,000 and
$3.921,000 at December 31, 2006 and 2005, respectively. The current annual
tax-free interest rates on these policies is 5.5%. Income recognized on these policies,
excluding the gain noted above and net of related expenses, for the years ended
December 31, 2006, 2005 and 2004 was $131,000, $120,000 and %111,000,
respectively.



Notes to
Consolidated Financial Statements

.

13.  EMPLOYEE BENEFITS (Continued)

Salary Continuation Plans - The Board of Directors approved salary continuation
plans for certain key executives during 2002 and subsequently amended in 2006.
Under these plans, the Bank is obligated to provide the executives with annual
benefits for fiftcen years after retirement. These benefits are substantially equivalent
to those available under split-dollar life insurance policies purchased by the Bank
on the life of the exccutives. In addition, the estimated present value of these future
benefits are accrued from the cffective date of the plans until the executives” expected
retirement date based on a discount rate of 6.25%. The expense recognized

under these plans for the years ended December 31, 2006, 2005 and 2004 totaled
$1,000,000, $332,000 and $285,000, respectively. Accrued compensation payable
under the salary continuation plan oraled $2,285,000 and $1,293,000 at
December 31, 2006 and 2005, respectively.

In connection with these plans, the Bank purchased single premium lite
insurance policies with cash surrender values totaling $3,426,000 and $2,804,000
at December 31, 2006 and 2003, respectively. Tncome recognized on these policies,
net of related expense, lor the years ended December 31, 2006, 2005 and 2004
totaled $117,000, $90,000 and $85,000, respectively.

14.  LOANS TO RELATED PARTILS

During the normal course of business, the Bank enters into loans with related
parties, including cxecutive officers and directors. These loans are made with
substantially the same terms, including rates and collateral, as loans to unrelated
parties. ‘The following is a summary of the aggregate activity involving related patty
borrowers (in thousands):

Balance, January 1, 2006 $ 447
Dishurserments 565
Amounts repaid ] (510)

Balance, December 31, 2006 $ 502

Undisbursed commitments to related partics,

December 31, 2006 $ 2,042

15, COMPRLHENSIVE INCOME

Comprchensive incomc is a more inclusive financial reporting methodology (hat
includes disclosure of other comprehensive income (loss) that historically has not
been recognized in the caleulation of net income. "The Company’s only source of
other comprehensive income (loss) is unrealized gains and losses on the Company’s
available-for-sale investment securities. Toral comprehensive income and the
components of accumulated other comprehensive income (loss) are presented in the
consolidated statement of changes in sharcholders” equity.

At December 31, 2006, 2005 and 2004, the Company held sccurities classified as
available-for-sale which had net unrealized gains or losses as follows:

Tax
Before (Expense) After
lax Benefic I

(Tn thousands)

For the Year Ended December 31, 2006

Orther comprehensive income:
Unrealized holding gains: $ 773§ (309) $ 464
Less reclassification
adjustment for neu gains
included in net income (123) 9 7

Total other

comprchensive income $ 650 $ (260) § 390
For_the Year Ended December 31, 2005
Other camprehensive loss:
Unrealized holding losses $ (1,315) $ 533 % (782)
Less reclassification
adjustment for net gains
included in net income 92 (37) 55

Total ather
comprehensive loss $ (1,407)

| 5

570§ (837)

For the Year Ended December 31, 2004

Other comprehensive loss:
Unrealized holding lasses % (607) $ 133§ (474)
Less reclassification
adjustment for net gains
included in net income 483 (164) 319

comprchensive loss %

‘lotal other
§  (L090) § 297 § (793)

16, DISCLOSURLES ABOUT FAIR VALUE OF FINANCIAL
INSTRUMEN'TS

Disclosures include estimated fair values for (nancial instraments for which it is
practicable to estimate fair valuc. 'lhese estimates arc made at a specific point in
time based on relevant marken data and information about the financial insiruments.
'Ihese estimates do not reflect any premium or discount that could result from
offering the Company’s cntire holdings of a particular financial instrument for

salc at one time, nor do they attempt o estimatce the value of anticipated future
business related to the instrurmnents. 1n addition, the tax ramifications related to the
realization of unrealized gains and losses can have a significant effect on fair value
estimates and have not been considered in any of these estimates.

Becausc no market exists for a significant portion of the Company’s financial
instruments, fair value estimaies arc based on judgments regarding current cconomic
conditions, risk characteristics of various financial instruments and other faciors.
These estimates are subjective in nawre and involve uncertaintics and matters of
significant judgment and therefore cannot be determined with precision. Changes
in assumprions could significantly affect the fair valucs presented.

‘[he following methods and assumptions were used by the Company 10 estimate
the fair value of its fnancial inscruments at Decemaber 31, 2006 and 2005:

Cash and cash equivalents - For cash and cash equivalenis, the carrying amoun js
estitnated to be fair value.
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16.

DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL
INSTRUMENT'S (Continued)

Available-for-sale investment secyrities and interest-bearing deposits

in other banks - For available-for-sale investment securities and interesi-bearing
deposits in other banks, fair values arc based on quoted marker prices, where
available. If quoted market prices are not available, fair values are estimated using
quored market prices for similar scurities 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 are based on carrying values. Fair values (or other loans

are estimated using discounted cash flow analyses, using interest rates being offered
at cach reporting dace for loans with similar terms to borrowers of comparable
creditworthiness adjusted for the allowance for credit losses. “The carrying amount of
accrued interest receivable approximatces its fair value.

Bank owned lifc insurance - The fair value of bank owned life insurance policics is
based on cash surrender values at each reporting date as provided by the insurers.

Federal Home Loan Bank stock - The carrying amount of Lederal Home Loan Bank
(FHLB) stock approximates fair value. ‘This investment is carried at cost and is
redeemable at par with certain restrictions.

Deposits - The fair values for demand deposits are, by definition, cqual 1o the amount
payable on demand at the reporting daie represented by their carrying amount. Fair
values for fixed-rate cortificates of deposit are estimated using a discounted cash

ow analysis using interest rates being offered at cach reporting date e Bank
fl ly g t rates being offered i ting date by the Bank
or certificates with similar remaining maturities. The carrying amount of acctue
i ! | 1 I t Th ying f d
interest payable approximates its fair value.

Short-term borrowings and debt - The fair values of fixed-rate borrowings arc
estimated by discounting their future cash flows using rates at cach reporting daie for
similar instruments.

Commitments to fund loans/standby letters of credit - Off-balance-sheer
commitments to extend credit are primarily for adjustable rate loans and leters of
credit. The fair values of commitments are estimated using the fees currently charged
wo enter into similar agreements, taking into account the remaining terms of the
agreements and the present creditworthiness of the counterparties. The differences
berween the carrying value of commitments to fund loans or standby letters of credit
and their fair value are not significant and, therefore, not included in the following
table.

December 31, 2006 December 31, 2005

Carrying, Fair Carrying Fair
Amount Value Amount Value
(In thousands)
Financial asscts:
Cash and due
from banks $ 23,898 § 23 898 $ 22,165 % 22,165
Federal funds sold 24,218 24,218 29,830 29,830
Interesi-bearing
deposits in
other banks 323 323 918 918
Available-for-salc
investment
sceurities 103,922 103,922 103,592 105,592
Loans 318,853 319,248 298,463 298,261
Bank owned life
insurance 6,140 6,146 6,725 6,725
FLILB stock 1,891 1,891 1,659 1,659
Accrued interest
receivable 2,508 2,508 2,232 2,232
Financial liabilities:
Deposits $ 440,627 $§ 438,848 § 430,989 % 429,153
Short-term
borrowings 3,250 3,250 3,250 3,250
Long-term debt - - 3,250 3,144
Accried interest
payable 391 591 394 394
17, PARENT ONLY CONDENSED FINANCIAL STATEMENTS
CONDENSED BALANCE SHEETS
December 31, 2006 and 2005
(In thousands)
ASSETS 2006 2005
Cash and cash cquivalents $ 1,477 % 1,205
[nvestment in subsidiary 48,959 42,249
Orther assets 794 639
‘lotal asscts $ 51,230 % 44,093
LIABILITIES AND
SHAREHOLDERS EQUITY
Liabilitics:
Short-term debr $ 1,250 § 1,250
Long-term deln - 1,250
Other ligbilitics 202§ 70
Total labilities 1,452 2,570
Shareholders’ equity:
Common stock 14,007 13,053
Retained earnings 35,888 28,977
Accumulated other comprchensive income,
net of taxes (117) (507)
‘lotal sharcholders” equity 49,778 41,523
"lotal liabilities and sharcholders” equity 3§ 51,230 § 44,093
23
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17. PARENT ONLY CONDENSED FINANCIAL STATEMENTS
(Continued)

CONDENSID STATEMENTS OF INCOME
For the Years Fnded December 31, 2006, 2005 and 2004
{In thousands)

2006 2005 2004
lncome:
Dividends declared by
subsidiary - eliminated
in consolidation $ 1,000 % - % 593
Other income o | 1 -
Total income I ) 1 593
Lixpenses:
Professional fees 72 106 96
Other expenses 516 500 378
Total expenscs 588 606 474
{ncome (loss) before
equity in undistributed
income of subsidiary 413 (6053) 119
Equity in undistributed net
income of subsidiary 6342 6,438 3.419
Income before income
tax benefit 6,735 5.833 3,538
Income tax benefit . 156 211 157
MNet income % 6,911 $_ 6,044 ‘fy_ 3,695
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17, PARENT ONLY CONDENSED FINANCIAL STATEMENTS (Continued)

CONDENSED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2006, 2005 and 2004
(In thousands)

2006 2005 2004
Clash flows from operating activitics:
Net income $ 6,911 $ 6,044 $ 3,695
Adjustments to reconcile net income to net cash provided by operating activities:
Undistributed net income of subsidiary (6,342) (6,438) (3,419)
Stock-hased compensation 163 - -
"lax benefit from exercise of stock options (451) (173) (143)
Decrease (increase) in other assets 430 792 (316)
Increase (decrease) in other liabilities 132 (51) 47
Provision for deferred income taxes (134) - -
Net cash provided by financing activities 709 174 (136)
Cash flows provided by (uscd in) investing activitics:
Investment in subsidiary 22 (309) (2.000)
Cash flows from financing activitics:
Proceeds from borrowings - - 2,500
Repayments of borrowings (rom other financial institution (1,250 - -
Share repurchase and retirement (395) - (213)
Proceeds from exercise of stock options 735 458 317
"lax benefit from exercise of stock options 451 173 143
Cash paid for dividends - - (263)
Net cash (used in) provided by financing activities (459) 631 2,484
Increase in cash and cash equivalents 272 496 348
Cash and cash equivalents au beginning of year 1,205 709 361
Cash and cash equivalents at end of year $ 1,477 $ 1,205 $ 709
Cash paid during the year for interest cxpense $ 161 $ 153 % -
Non-cash investing activities:
Net change in unrealized loss on available-for-sale investment securities $ 650 $ (1,407) $ (1,090)
Fair market value of comrmon stock issued in acquisition of subsidiary % - 5 6,079 5 -

Non-cash financing activities:
Tax beneht from stock options exercised



Report of ‘
' Independent Registered Public Accounting Firm ’

‘lhe Shareholders and Board of Directors
Central Valley Community Bancorp and Subsidiary

We have audired the accompanying consolidated balance sheets of Central Valley Community Bancorp and subsidiary as of
December 31, 2006 and 2005 and the related consolidared statements of income, changes in sharcholders’ equity and cash flows for each
of the years in the three-year period ended December 31, 2006. These consolidated financial statements are the responsibility of the
Company’s management. Qur responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
‘Those standards requirc that we plan and perf‘()rm the audits to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. An audit includes cxamining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits 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 Cenrral Valley Community Bancorp and subsidiary as of December 31, 2006 and 2005 and the consolidated results
of their opcrations and their cash flows for cach of the years in the three-year period ended December 31, 2006, in conformicy with
accounting principles generally accepted in the United States of America.

@, Tzl wird

Sacramento, California

March 14, 2007




Selected ‘
Financial Data

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

Operations for the year: 2006 2005 2004 2003 2002
Total interest income $ 30,932 % 26,070 § 16,799 § 14,970 % 14,536
‘Iotal interest expense 0,559 4,139 1,978 2,290 2,728
Net interest income before provision for credit losses 24,373 21,931 14,821 12,680 11,808
Provision for credit losses 800 510 - - -
Net interest income after provision for credit losses 23,573 21,421 14,821 12,680 11,808
Non-interest income _ 5,177 4,009 4,084 4559 4,226
28,750 25,430 18,905 17.239 16,034

Non-interest expense 18541 16,042 13,266 12,368 12,002
Income before provision for income raxes 10,209 9,388 5,639 4,871 4,032
Provision lor income taxes 3298 _ 3344 1944 1,499 1,248
Net income $ 6911 3 6,044 § 3,695 % 3,372 § 2,784
Basic earnings per share $ 1L.16 % 1.03 % 071 % 065 § 0.54
Diluted earnings per share $ 107§ 094 § 064 § 060§ 0.51
Cash dividends declared per common share $ - 3 - 8 005 § 005 $ 0.03

December 31,
(In thousands)

Bulunces av end ()(\yu:lr: 2006 2005 2004 2003 2002

Investment securities, Federal lunds

sold and deposits in other banks $ 128,463 % 136,340  § 127,895 % 107,300 % 95,901
Net loans 318,853 298,463 206,582 183,849 156,293
Total deposits 440,627 430,989 326,186 290,565 246,337
“lotal asscts 500,059 483,677 368,147 327,930 283,006
Sharcholders” equity 49,778 41,523 29,606 26,720 24,099
Liarning assets 453,211 440,646 338,032 292,494 251,895
Average balances: 2000 2005 2004 2005 2002

Tnvestment sccuritics, lederal funds

sold and deposits in other banks $ 125,702 % 135,679 % 115,069 % 101,222 % 74,111
Net loans 300,591 274,348 192,658 172,310 146,264
"Total deposits 414,310 407,188 307,453 270,159 212,629
‘l'otal assets 470,221 455,680 346,217 306,384 248,948
Sharcholders’ equity 153,564 38,091 28,203 25,484 22.604

Earning assers 431,368 414,257 311,456 275,846 222,067
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Unaudited Quarterly Statement of Operations Data
(Dollars in thousands, except per share dara)

Q4 Q3 Q2 Q! Qi Q3 Q2 Q1
2006 2006 20006 2006 2005 2005 2005 2005

Net interest income $ 6,259 § 6,104 % 6,045 $ 5,965 § 5,945 % 5,592 § 5,357 % 5,037
Provision for loan and lease losses 200 100 100 400 500 10 - -
Non-interest income 1,679 1,295 1,146 1,057 1,002 1,028 1,074 905
Non-interest cxpenses 5,067 4,631 4,446 4,397 3,880 4,021 4,040 4,101
Income hefore provision for income taxes 2,671 2,668 2,645 2,225 2,567 2,589 2,391 1,841
Provision for income taxes 528 999 976 795 899 940 858 647
Net income $ 2,143 § 1,669 § 1,669 § 1,430 § 1,668 $ 1,649 $ 1,533 % 1,194
Per share:

Basic carnings per share $ 0.36 % 0.28 $ 028 % 0.24 % 0.28 § 0.28 § 0.26 % 0.21
Diluted earnings per share $ 0.33 $ 0.26 % 026 § 022 % 025 % 026 % 0.24 % 0.19

MANAGEMENTS DISCUSSION AN ANALYSIS

Management’s discussion and analysis should be read in conjunction with the
Cotnpany’s audited Consolidated Financial Statements, including the Notes thereto,

Certain matters discussed in this report constitute forward-looking statements
within the meaning of the Private Sccurities 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 increases in competitive pressure in the banking industry; (2)
the impact of changes in interest rates, a decline in economic conditions at the
international, national or local level on the Company’s results of operations,
the Company’s ability to continue its internal growth at historical rates, the
Company’s ability to maintain its nct interest margin, and the quality of the
Company's earning assets; (3) changes in the regulatory environment; (4)
fluctuations in the real cstate market; (5) 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 carefully
considered when evaluating the business prospects of the Company.

When the Company uscs in this Annual Report the words “anticipate,”
“estimate,” “expect,” “project,” “intend,” “commit,” “believe” and similar
expressions, the Company intends 1o identify forward looking statements.

Such starements are not guarantees of performance and are subject to certain
risks, uncertainties and assumptions, including those described in this Annual
Report. Should one or more of these risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual results may vary materially

from those anticipated, estimated, expected, projected, intended, committed or
believed. The future results and sharcholder values of the Company may differ
materially from those 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 those statements, the Company ¢laims the
protection of the safe harbor for forward looking statements contained in the
Private Securities Litigation Reform Act of 1995,

INTRODUCTION

Central Valley Community Bancorp (NASIDAQ: CVCY) (the Company)
was incorporated on Tebruary 7, 2000. The formarion of the holding company
offcred the Company more flexibility in meeting the long-term needs of customers,
shareholders, and the communities it serves. ‘The Company currenily has one bank
subsidiary, Central Valley Community Bank (the Bank). The Company’s market

area includes the Central Valley area from Sacramento, California to Bakersfield,
California,

After the close of business on December 31, 2004, the Company completed the
merger with Bank of Madera County (BMC), The Madera and Oakhurst branches
of BMC were merged into the Bank. For deails of the merger, refer to Note 2 to
the Company’s audited Consolidated Financial Statements.

During 2006, the Company focused on assuting competitive products and
services to our clients were made available while adjusting to the many new laws
and regulations that affect the banking industry. The Bank opened full service rerail
offices in the lresno downtown area on February 13, 2006 and in the Sunnyside
area of Fresno on November 13, 2006, During October 2006, the Company
consolidared its administrative offices into a single location on Financial Drive in
Fresno and opened a limited scrvice branch there, bringing the tocal number of
branches to 12.

ECONOMIC CONDITIONS

I'resno County’s cconomy has been relatively stable for the past three to four
years, but during 2006, the local economy has shown signs of slowing, Most
industrics in the County are cither stable or contracting very modesily. Fresno
County’s unemployment rate has historically been one of the highest rates in
California and the nation; however in the fourth quarter of 2006, the County
reported the lowest single digit rate in 27 years. Agriculiure and agricultural related
businesses remain a critical part of the County’s economy. The County’s agricultural
production is widely diversified, producing cotton, nuts, vegetables, fruit, cattle,
and dairy products. Duc to low land costs, relative to the rest of the state, T'resno’s
economy has been significantly affected by the real estate construction segment jn
the past five years. However, during 2006, growth in the residential housing market
stagnated as housing starts and appreciation in median home prices decreased
compared to 2005.

Fresno County also offers lower living costs compared with metropolitan arcas
to the North and South of the County. Fresno County’s home appreciation has
averaged 20% annually over the four year period prior to 2006. Tn 2006 home
appreciation was approximately 3%. While affordability has declined as a result, the
area is still considered more alfordable than other places in California.

On September 21, 2005 the Company’s Board of Directors approved a two-for-
one stock split for shareholders of record at the close of business on Qctober 5, 2005
and effective on October 31, 2005. All share and per share data in the consolidated
financial statements and the following management’s discussion and analysis have
been retroactively restated to give effect to the stock split,




Management’s Discussion and Analysis

of Financial Condition and Results of Operations !

OVERVIEW

We are pleased to report continued growth in consolidated earnings and total
asscts during 2006, Diluted earnings per share (EPS) for the year ended
December 31, 2006 was $1.07 compared to $0.94 and $0.64 for ycars ended
December 31, 2005 and 2004, respectively. Net income for 2006 was $6,911,000
compared to $6,044,000 and $3,695,000 for the years ended December 31, 2005
and 2004, respectively. ‘lotal asscts at December 31, 2006 were $500,059,000
compared to $483,677,000 at Decermber 31, 2005,

Return on average equity for 2006 was 13.17% compared to 15.63% and
13.10% for 2005 and 2004, respectively. Return on average assets for 2006 was
1.47% compared 10 1.33% and 1.07% for 2005 and 2004, respectively, Total
equity was $49,778,000 ar December 31, 2006 compared o $41,523,000 at
December 31, 2005.

"lotal loans continued to grow during 2006. Average total loans increased
$26,219.000 or 9.44% in 2006 compared 10 2005, Assct quality continues (o be
strong. Tn 2006, we recorded a provision for credit losses of $800,000 compared
o $510,000 (or 2005 and nonc in 2004, "Lhe Company had no non-accrual loans
ar December 31, 2006 compared to two non-accrual loans wowaling $616,000
at December 31, 20035, Net charge-offs for 2000 were $330,000 compared to
$619,000 for 2005 and net recoverics of $272,000 for 2004, Refer 10 “Assct
Quuality” below for further informarion. We had no other real estate owned at
either December 31, 2006 or 2005.

Key Factors in Lyvaluating Financial Condition
and Operating Performance

As a publicly traded community bank holding company, we focus on several key
factors including:

* Recturn to our stockholders;

= Return on average assets;

= Development of core revenuc streams, including net interest
income and non-interest income;

e Assct quality;

*  AsseL growth; and

o Operating efficiency.

Return to Our Stockholders

Qur return to our stockholders is measured in the form of return on average
equity (“ROE”). Our net income for the year ended December 31, 2006 increased
$867,000 compared to increases ol $2,349,000 and $323,000 for 2005 and 2004,
respectively. Net income increased mainly duc to an inerease in net interest income
provided by the increase in interest rates and the additional loan volume from the
2005 BMC merger and our own organic growth, and increases in non-interest
income. This increase was partially offser by an increasc in interest expenses,
addition to the provision for credit losses, and operating expenses. Basic EPS
increased to $1.16 for 2006 compared w0 $1.03 and $0.71 for years ended 2005
and 2004, respectively. Diluted EPS increased to $1.07 for the year ended 2006
compared 10 $0.94 and $0.64 for years ended 2005 and 2004, respectively. The
increase in EPS was du¢ primarily to the increase in net income, partially offset by
the increase in averape shares outstanding as a result of the merger and the exercise
of stock eptions. Our ROFE was 15.17% for the year ended 2006 compared to
15.63% and 13.10% for the years ended 2005 and 2004, respectively. The decrease
in ROF for 2006 is primarily due to the increase in capital from the exercise of
stock options and current year earnings.

Return on Average Assers

Qur return on average assets ("ROA”) is a measure we use 10 compare our
performance with other banks and bank holding companies. Our ROA for the year
ended 2006 increased to 1.47% compared to 1.33% and 1.07% for the years ended
December 31, 2005 and 2004, respectively, The 2006 increase in ROA is due to
the increase in ner income relative to our increase in average assets. ROA for our
peer group was 1.119% at September 30, 2006. Peer group information from SNL
Financial data includes all bank holding companies in California with assets from
$300M to $500M and not subchapter 8.

Development of Core Harnings

Qver the past several years, we have focused on not only improving net income,
but improving the consistency of vur revenuce streams in order to create more
predictable furure earnings and reduce the effect of changes in our operating
environment on our net income. Specifically, we have focused on ner interese
income through a varicty of processes, induding increases in average interest arning
assets as a result of the 2005 merger, loan gencration and retention and improved
net interest margin by focusing on core deposit growth and managing the cost
of funds. As a result, our net interest income before provision for credit losses
increased $2,442,000 or 11.13% to $24,373,000 for the year ended 2006 compared
to $21,931,000 and $14,821,000 for the years ended 2005 and 2004, respectively.
Our net interest margin also improved 33 basis points to 5.79% for the year
cnded 2006 compared (0 5.46% and 4.91% for the years ended 2005 and 2004,
respectively.

Our non-interest income is generally made up of service charges and fees
on deposit accounts, fee income from loan placements, and gain on sale from
invesiment securitics. Non-interest income in 2006 increased $1,168,000 or
29.13% to $5,177,000 compared to $4,009,000 and $4,084,000 in 2005 and 2004,
respectively. Customer service charges increased slightly o $2,532,000 in 2006
compared to $2,414,000 and $2,340,000 in 2005 and 2004, respectively, mainly
duc to an increase in the number of transaction accounts. Non-interest income in
2006 also included tax-exempt praceeds (rom a life insurance policy of $625,000,
gains from the sale of real cstate of $265,000, realized gaing from the sale of
investments of $123,000 and loan placcment fees of $350,000. During 2005, non-
interest income included gains from the salc of investments of $92,000 compared
to $483,000 in 2004 and toan placement fees of $390,000 in 2005 compared to
$330,000 for 2004. Further detail on non-interest income is provided below.

Asset Quality

For all banks and bank holding companies, asset quality has a significant
impact on the overall financial condition and results of operations. Assct quality is
measured in terms of percentage of total loans and total asseis, and is a key clement
in cstimating the future earnings of a company. We had no non-performing loans as
of December 31, 2006, compared 10 (wo non-accrual loans totaling $616,000 as of
December 31, 2005. Management maintains certain loans that have been brought
current by the borrower (less than 30 days delinquent) on non-accrual status unil
such time as management has determined that the loans arc likely to remain current
in future periods. There were no non-performing loans at December 31, 2006 and
0.20% of gross loans were non-performing at December 31, 2003, The Company
did not have any other real estate owned at December 31, 2006 or 2005.

Asser Growth

As revenues from both net interest income and non-interest income are a
function of asset siz, the continued growth in assets has a dircet impact in
increasing net income and therefore ROE and ROA. The majority of our assets
are loans and investment securities, and the majority of our liabilides are deposits,
and therefore (he ability to generate deposits as a funding source for loans and
investments is fundamental to our asset growth. Toual asscts increased 3.39%
during 2006 to $500,059,000 as of December 31, 2006 from $483,677,000 as
of December 31, 2003, Toual gross loans increased 6.91% 10 $322,662,000 as of
Decemnber 31, 2006, compared 10 $301,802,000 ar December 31, 2005, Total
investment sccurities decreased 1.58% to $103,922,000 as of December 31,

2006 compared to $105,592,000 as loan growth exceeded deposit growth. Total
depasits increased 2.24% to $440,627,000 as of December 31, 2006 compared o
$430,989,000 as of December 31, 2005. We continuc to under perform in our loan
to deposir ratio compared to our peers. Our loan tw deposit ratio at December 31,
2006 was 73.2% compared to 70.0% at December 31, 2005. The loan to deposit
ratio of our peers was 92.61% at Scprember 30, 2006.
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QOVERVIEW (Continued)
Opcrating Elficiency

Operaring efficiency is the measure of how efficiently earnings before raxes are
generated as a percentage of revenue. The Company’s efficiency ratio (non-interest
expenses, excluding amortization of intangibles divided by net interest income plus
non-interest income, excluding gain from sale of securities) deteriorated slightly
10 62.28% lor 2006 compared to 61.20% for 2005 and 72.00% for 2004, "The
deterioration in the efficicncy ratio in 2006 is due to the increase in operating
expenses exceeding the increase in revenues. The Company’s net interest income
before pravision lor credit losses plus non-interest income increased 13.84% to
$29,427,000 in 2006 compared to $23,848,000 in 2005 and $18,426,000 in 2004,
while operating expenses increased 15.85% in 2006, 19.25% in 2003, and 7.37% in
2004. 'lhe increase in operating expenses in 2006 can be partially atributed 10 the
opening of two new full service branches and the relocation of our administrative
offices, including a limited service branch.

RESULTS OF OPERATIONS

NET INCOME

Net income increased o $6,911,000 in 20006 compared to $6,044,000 and
$3,695,000 in 2005 and 2004, respectively. Basic earnings per share were $1.16,
$1.03, and $0.71 for 2006, 2005 and 2004, respectively, Dilured carnings per share
were $1.07, $0.94, and $0.64 for 2006, 2005 and 2004, respectively,. ROF was
15.17% for 2006 compared 1o 15.63% lor 2005 and 13.10% for 2004. ROA for
2006 was 1.47% compared to 1.33% for 2005 and 1.07% for 2004.

The increase in net income and profitability for 2006 compared to 2005 was
mainly due to the increases in net interest income and non-interest income and
was partially offsct by increases in the provision for credit losses and non-interest
expenses. Net interest ingome increased due to an ingrease inoaverage interest
carning asscts provided by our organic growth, the 2005 merger and the positive
cffect of our asset sensitive position expanding our net interest margin in response
1o the 17 increases in the Federal funds interest rate since June 30, 2004. Non
interest-income in 2006 included tax-exempt proceeds from a life insurance policy,
gains from the sale of real estate, and realized gains from the sale of investments.
Non-interest expenses increased in 2006 primarily due to salarics and benefis, and
cquipment and occupancy expenses that were all affecied by our continued organic
expansion and the 2005 merger.

INTEREST INCOME AND EXPENSLE

Net interest income is the most significant component ol our income lrom
operations. Net interest income (the interest rare spread) is the diflerence between
the gross interest and lees earned on the loan and investment portlolios and the
interest paid 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 labilivies.

‘Ihe table on the following page sets forth a summary of average balances with
corresponding interest income and interest expense as well as average yield and
cost information for the periods presented. Average balances are derived from
daily balances, and non-acerual loans are not included as interest carning assets for
purposes of this table.

Interest and fee income from loans increased 20.90% in 2006 compared to 2005.
Interest and fee income increased 59.64% in 2005 compared to 2004, As stated
above, the combination of the incr

ased volume of Toans from the 2005 IMCTECr, our
organic growth from the focus on building relationships, and the 17 interest rate
increases thar have occurred since June 30, 2004, were the major components ol the
$4,412,000 and $7,888,000 increases in 2006 and 2003, respectively. Average toal
loans for 2006 were $304,074,000 compared to $277,855,000 and $195,223,000
for the same periods of 2005 and 2004. The yicld on loans for 2006 was 8.40%
compared to 7.63% and 6.78% for 2005 and 2004, respectively.

Interest income lrom otal investments, (total investments include investment
sccurities, Federal funds, interest bearing deposits with other banks, and other
sceurities) not on a fully tax equivalent basis, inereased $430,000 in 2006 compared
to 2005 mainly duc to the 100 basis point interest rate increase that oceurred during,
2006 which was partially offset by a 7.35% decrease in the average balances of these
investments. In 2005, total investment income ingreased $1,383,000 from 2004.
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We sold $16,43G,000 and $15,395,000 in investment securities in 2006 and 2003,
respectively, due to funding several new loans and some portfolio restructuring,
The realized gain from sales of available for sale invesiments is discussed in
non-interest income below, Duce to our low loan 1o depaosit ratio, a significant
contributor to interest incotne is the investment portfolio, which represents
22.18%, 22.59% and 24.10% ol net interest income before provision for credit
losscs for 2006, 2005 and 2004, respectively.

In an cffort to increase yields, without accepting unreasonable risk, a significant
portion of the investment purchases have been in high quality mortgage-backed
securities (“MBS") and collatcralized mortgage obligations ("CMOs"). Au
December 31, 2006, we held $45,528,000 or 43.809% of the total market value of
the investment portfolio in MBS and CMQs with an average yield of 5.00%. We
undersiand the interest rate risks and prepayment risks associated with MBS and
CMOs. In a declining interest rate cnvirenment, prepayments fram MBS and
CMOQOs could be expected to increase and the expected life of the investment could
be expected 1o shorten. Conversely, if interest rates increase, prepayments could be
expected to decline and the average life of the MBS and CMOs could be expecied
to extend. Additionally, changes in interest rates are reflecied in the marker value
of the investment portfolio. During declining interest rates, the investment
portfolio could be expected to have marker value gains and in increasing rate
environments, the marker value could be expected to decline. "Lhe net of tax-effect
valuc of the change in market value of the available-for-sale investment portfolio is
also reflected in the Company's equity. At Decernber 31, 2006, the average lile of
the investment portfolio was 4.2 years and the market value refllecied a pre-tax loss
of $195,000.

A component of the Company’s strategic plan has been to use its investment
portfolio to offset, in part, its interest rate risk relating to variable rate loans.

At December 31, 2006, an immediate rate increase of 200 basis points would
resule in an estimated decrease in the market vatue of the invesement portfolio

by approximately $6,914,000. Conversely, with an immediae rate decrease of
200 basis points, the estimated increase in the market value of the investment
portfolio is $6,726,000. The modeling environment assumes management would
tion during an immediate shock of 200 basis points. The likelihood of
immediate changes of 200 basis poinis is contrary to expectation, as evidenced

by the changes in inierest rates in the past year, which were in 25 basis point
increments. Fowever, 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 investment portfolio. For further discussion of the Company’s
market risk, refer 1o Quantitaive and Qualitative Disclosures about Marker Risk.

Management's review of all investments before purchase includes an analysis
of how the security will perform under several interest rate scenarios to monitor
whether investments are consistent with our investment policy. 'Lhe policy
addresses Jssucs of average life, duration, and concentration guidelines, prohibited
investments, impairment, and Iymhihimd practi

Total interest income in 2006 increased $4,862,000, w $30,932,000 compared
to $26,070,000 in 2005 and $16,799,000 in 2004, The 18.65% inc in
2006 was due 10 the 4.13% increase in the average balance of interest earning
assets, combined with the 85 basis point increase in the yield on those assets.
Average interest-carning assets increased w $431,368,000 for 2006 compared
10 $414,257,000 Tor 2005, and $311,456,000 for 2004, The yiu]d aninlerest
earning assets increased to 7.31% lor 2006 compared 1o 6.46% and 5.55% flor
2005 and 2004, respectively. ‘Lhe $17,111,000 increase in average earning asscts
in 2006 was the result of our organic growth. ‘lhe $102,801,000 increase in
average carning assets in 2005 was the result of our own organic growth and the
approximate $45,779,000 in loans and $19,250,000 in investments as the result of
the merger with BMC.

Interest expense on deposits in 2006 increased $2,324,000 or 59.80% to
$6,210,000 compared to $3,886,000 and $1,793,000 in 2005 and 2004,
respectively. The increase in 2006 compared to 2005 was duc to the repricing of
interest bearing deposits, which increased 83 basis points to 2.20% in 2006 from
1.37% in 2003, as a result of (he increases in the Tederal funds interest rate, This
was partially offset by the $8533,000 decrease in volume of average interest bearing
deposits from 2005 to 2006. “Lhe increase in interest expense in 2005 compared
10 2004 was due to the repricing of interest bearing deposits, which increased 52
basis points 1o 1.37% in 20035 from 85% in 2004, as a result of the increases in
the Federal funds interest rate and the $72,770,000 increase in volume of average
interest bearing deposits from 2004 10 2005, Average interest-bearing deposits
were $282,160,000 for 2006 compared 1o $283,013,000 and
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INTEREST INCOMEAND EXPENSE (Continued)

For The Year Ended December 31, 2006

For The Year Ended December 31, 2005

SCHEDULE OF AVERAGL BALANCES Average Average
AND AVERAGE YIELDS AND RATES Average Interest Average Interest
(Dollars in thousands) Balance Interest Rate Balance Intercst Rate
ASSETS
Interest-earning deposits in other banks $ 634 % 22 3.47% | 213 % 59 2.76%
Sceuritics:
Taxable securitics 74,915 3,191 4.26% 86,857 3,002 3.46%
Non-taxable securities (1) 26,749 1,556 5.82% 25096 1,806 7.20%
Total investment sccurities 101,664 4,747 4.67% 111,953 4,808 4.29%
Federal funds sold 23,404 1,165 4.98% 21,590 702 3.25%
Total 125,702 5,934 4.72% 135,679 5,569 4.10%
Loans (2) (3) 303,867 25,527 8.40% 276,957 21,115 7.63%
Tederal 1lome Loan Bank stack 1,799 89 4.95% 1,621 68 4,19%
Total interest-earning assets 431,368 § 31,530 7.31% 414,257  § 26,752 6.46%
Allowance for credit losses (3,483) (3.5307) —
Non-accrual loans 207 898
Cash and duc from banks 17,404 19,365
Bank premises and cquipment 3,369 3,004
Other non-earning assels 21,356 o
Total average assets $ 470,221 $
LIABILITIES AND SHAREHOLDERS' EQUITY
Interest-bearing liabilities:
Savings and NOW accounts $ 78410 % 162 0.21% | & 83,781 % 149 0.18%
Moncy market accounts 105,632 2,467 2.34% 111,519 1,500 1.35%
Time certificates of deposit, under $100,000 53,208 1,199 2.82% 50,841 1,017 2.00%
Time certificates of deposit, $100,000 and over 44,910 2,082 4.64% 36,872 1,220 3.31%
Total intcrest-bearing deposits 282,160 6,210 2.20% 283,013 3,886 1.37%
Other borrowed funds 6,774 349 5.15% 6,725 253 3.76%
Total interest-bearing liabilities 288,934 § 6,559 2.27% 289,738 8 4,139 1.43%
Non-interest bearing demand deposits 132,150 124175 — T
Other liabilitics 3,573 3,076
Shareholders” cquity 45,564 38,691
Total average liabilities and shareholders’ equity $ 470,221 $ 455,680
Interest income and rate
earned on average carning asscts $ 31,550 7.51% b 26,752 0.46%
Interest expense and interest cost
related to average inrerest-bearing liabilities 6,359 2.27% 4,139 1.43%
Net interest income and nct interest margin (4) $ 24,991 5.79% $ 22,613 5.46%
(1) Caleulated on a fully rax equivalent basis, which includes Federal rax henefis refating w income carned on municipal bonds oraling $529 und §614 in 2006 and 2005, respecrively.

(1) Loan interest incouw ncludes loan fees of $798 in 2006 and $961 i 2005,
(3} Average loans do nor include non-acerual loags.

() Netinterest maigin is computed by dividing net interest income by wial average interesr earning assets.

$210,243,000 for 2005 and 2004, respectively. Average deposits in 2006

ware relatively flac compared 10 2003, ‘Lhe increase in 2005 was the result of our
own internal growth and the addition of approximately $44,596,000 in interest-
bearing deposits as the result of the merger with BMC.

Average other borrowings increased slightly 1o $6,774,000 with an effective rate
of 5.15% for 2006 compared to $6,725,000 with an effective rate of 3.76% for
2005, In 2004, the average other borrowings were $7,311,000 with an effective rate
of 2.53%. Included in other borrowings arc advances from the Federal Llome Loan
Bank (FHLB) and a loan from a major bank, in late 2004, primarily to provide
additional capital for the Bank in conjunction with 1the 2005 merger with BMC,
We borrowed funds from the Federal Home Loan Bank during a period of relatively
low interest rates. The effcctive rate of the FHIB advances was 3.97% for 2006
compared to 2.36 % for 2005 and 2.53% for 2004,

Tn partial offset to the increase in the cost of interest bearing deposits and
ather borrowings, the increase in non-interest bearing demand deposits has made
a positive contribution to the overall cost of funds. Average demand deposies
increased 6.42% to $132,150,000 in 2006 compared to $124,175,000 for 2005

and $97,210,000 for 2004. "The increases in 2006 and 2005 were due primarily to
organic growth and the merger with BMC which added approximately $19,173,000
in non-interest bearing deposits to our portfolio in 2005. The cost of all of our
interest bearing liabilities increased 84 basis points to 2.27% for 2006 compared

to 1.43% for 2005 and 0.91% for 2004, Avcrage transaction accounts (including
interest bearing checking, money murket accounts and non-inierest bearing demand
deposits) decreased slighdy by 0.26% to $292,840,000 for 2006 compated to
$293,609,000 for 2005 and $229,249,000 for 2004,

NLET INTEREST INCOME BEFORE PROVISION FOR CREDIT LOSSES
Net interest income before provision for credit losses for 2006 increased
$2,442,000 or 11.13% to $24,373,000 compared w $21,931,000 for 2005 and

$14,821,000 for 2004. The increases in 2006 compared to 2005 and in 2005
compared to 2004 were primarily duc to increases in the net interest margin,
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combined with increascs in average interest earning assets. Average interest earning,
asscts and net interest margin, respectively, were $431,368,000 and 5.79% in
2006, $414,257,000 and 5.46% in 2005, and $311,456,000 and 4.91% in 2004,
For a discussion of the repricing of our asseis and liabilitics, see Quantitative and
Qualitative Disclosure about Marker Risk,

PROVISION FOR CREDIT LOSSES

We provide for possible credit lossces by a charge ro operating income based upon
the composition of the loan portfolio, past delinquency levels, losses and non-
petforming asscts, economic and environmental conditions and other factors which,
in management’s judgment, deserve recognition in estimating credit losses. Loans
are charged off when they are considered uncollectible or of such little value that
continuance as an active earning bank asset is not warranted.

The establishment of an adequate credit allowance is based on both an accurate
risk rating system and loan porifolio management tols. “the Board has established
initial responsibilicy for the accuracy of credic risk grades with the individual credic
officer. The grading is then submitted to the Chicf Credit Administraor (*CCA™),
wha reviews the grades for accuracy and makes recommendations to Credit Review
who gives final approval. The risk grading and reserve allocation is analyzed
annually by a third party credit reviewer and by various regulatory agencics,

Quarterly, the CCA sets the specific reserve for all adversely risk-graded credits.

‘I his process includes the wiilization of loan delinquency reporrs, classificd asset
reports, and portfolio concentration reports o assist in accurately assessing credit
risk and establishing appropriate reserves. Reserves arc also allocated to credits that
are not adversely praded. 1listorical loss expericnee within the portfolio along with
peer bank loss experiences arc used in determining the level of the reserves held.

‘The allowance for credi losses is reviewed ar least quarcerly by che Board’s Audid/
Compliance Committee and by the Board of Directors, Reserves are allocated
ta loan portfolio categorics using percentages which are based on both historical
risk elements such as delinguencies and losses and predicrive risk elements such as
economic, competitive and environmental factors. We have adopred the specific
reserve approach to allocate reserves to cach adversely graded asset, as well as (o each
impaired asset for the purpose of cstimating potential loss exposure. Although the
allowance for credit losses is allocated o various portfolio categorics, it is general in
nature and available for the loan portfolio in its entirery. Additions may be required
based on the results o independent loan potcfolio examinations, regulatory agency
examinations, ur our own internal review process. Additions are also required when,
in management’s judgment, the allowance does not properly reflect the portfolio’s
potential Inss exposurc,

The allocation of the allowance for credit losses is ser forch below:

Loan Type December 31, Y% of Total December 31, % of Total
{(Dollars in thousands)  __ 20006 [oans _ 2005 Loans
Commercial

& industrial $ 1,656 24.2% 1,325 27.5%
Real estatc 1,210 46.3% 1,138 41.0%
Real estate

- construction,

land development

and other

land loans 294 15.0% 378 15.4%
Lquity lines

of credit 171 6.8% 175 7.8%
Agricultural 227 5.3% 198 5.8%
Consumer

& installment 193 2.3% 120 2.5%
Other 1 0.1% 1 0.0%
Non-specific reserve 57 } 4

§ 3,809 $ 3,339

Managing credits identified through the risk evaluation methodology includes
devcloping a business strategy with the customer to mitigate our potential losses.
Management continues to monitor these credits with a view to identifying as early as
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possible when, and to what extent, additional provisions may be necessary.

The provisions for credit losses in 2006 and 2005 were $800,000 and $310,000,
respectively. There was no provision in 2004. The increases in 2006 and 2005 arc
primarily the resule of our assessment of the overall adequacy of the allowance for
credit Josses considering a number of factors as discussed in che “Allowance for Credir
Losscs™ section below. We did not have any non-petforming loans as of
December 31, 2006. Non-performing loans as of December 31, 2005 totaled
$616,000 and were comprised of one real estate secured loan for $591,000 and onc
commercial Ioan for $25,000. The Company did not have any other real estate
owned at December 31, 2006 or 2005,

Tor 2006 and 2005 we had a net charge off ratio to average loans of 0.109%
and 0.223%, respectively. Lor 2004, we had a net recovery ratio of 0.139%, The
potential for a future vet recovery position is not likely as we have been very
successlul in collection of those loans charged off in prior years.

Based on information currently available, management belicves that the allowance
for credit losses should be adequate 1o absorb estimated probable losses in the
portfolio. However, no assurance can be given that we may not sustain charge-offs
which arc in excess of the allowance in any given period. Refer 1o “Allowance for
Credit Losses™ below for further information.

NET INTLEREST INCOMLE AFTER PROVISION FOR CREDIT LOSSES

Net interest income, after the provision for credit losses of $300,000 in 2006
and $510,000 in 2005, was $23,573,000 for 2006 compared to $21,421,000 and
$14,821,000 for 2005 and 2004, respectively.

NON INTEREST INCOME

Non-interest income is comprised of customer service charges, loan placement
fees, gain on sales of investments and other income. Non-interest income was
$5.177,000 in 2006 compared to $4,009,000 and $4,084,000 in 2005 and 2004,
respectively. 'Lhe $1,168,000 increase in non-interest income comparing 2006 to
2005 was primarily due to increases in service charges, the tax-exempt proceeds from
a life insurance policy of $623,000, gains from rhe sale of real esiate of $265,000 and
equipment of $192,000, and realized gains from the sale of invesiments of $123,000.
'[he decrease of $75,000 comparing 2005 to 2004 was primarily due to the decrease
in gain realized on sale of investment securities of $391,000.

Customer scrvice charges increased $118,000 to $2,532,000 in 2006 compared to
$2,414,000 in 2005 and $2,340,000 in 2004. ‘lhe increase in both years is mainly
duc to an increase in the activity level as the average number of transaction accounts
bas increased and the increase in fees generated by the overdralt protection program.

We earn loan placement fees from the brokerage of single-family residential
mortgage loans provided for the convenience of our customers. Loan placement
fees decreased $40,000 in 2006 to $350,000 compared to $390,000 in 2005 and
increased $60,000 in 2005 to $390,000 compared to $330,000 for 2004, The
decrcase in 2006 is primarily due 10 2 slowdown. in the housing market in California
and the recent increascs in morrgage rates and (ewer refinancing opporrunities. The
increase in 2005 was primarily due to the relative strength of normal home sales
due 1o “maving up” or relocating as liresno and Madera counties reflected affordable
housing compared o other parts of California.

Appreciation in cash surrender value of bank owned life insurance (BOLI)
increased $38,000 mainly due to $505,000 in BOLI purchased in 2006. ‘Lhe Bank
purchased the additional insurance in connection with new split-dollar life insurance
policies related to salary continuation benehis for three key exceutives. Salary
continuation and the related BOLT are used as a retention wol for dircctors and key
executives of the Bank.

The Bank holds stock from the Federal Home Toan Bank (UHTB) in relationship
with the borrowing capacity and gencrally receives quarterly dividends. We cutrendy
hold $1,891,000 in FHLB stock compared to $1,659,000 at December 31, 2005.
Dividends in 2006 increased to $89,000 compared to $68,000 in 2003 and $41,000
in 2004,

Other income increased to $1,013,000 in 2006 compared to $829,000 and
$689,000 in 20035 and 2004, respectively. The $184,000 increase in 2006 comparced
to 2005 and the $140,000 increase comparing 2005 to 2004 arc primarily duc to
increases in merchant fees from bankeards, debit card interchange fics and fees from
investment services provided by a chird party.
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NON-INTEREST EXPENSES

Salarics and employee benefits, occupancy and equipment, professional services,
and data processing arc the major categories of non-interest expenses. Non-interest
expenses increased $2,499,000 to $18,541,000 in 2006 compared to $16,042,000
in 2005, which was an increase of $2,776,000 in 2005 compared to $13,266,000 in
2004.

‘The Company's efficiency ratio, measured as the percentage of non-interest
expenses, excluding amoriization of intangibles, 1o net interest income before
provision for credit losses plus non-interest income, excluding realized gains on sale
of investments was 62.28% for 2006 compared to 61.20% for 2005 and 72.00% for
2004, The slight deterioration in the cfhiciency ratio in 20006 is due to the increase in
aperating expenses exceeding the increase in revenues.

Salaries and employee benefits increased $1,693,000 or 18.45% to $10,871,000
in 2006 compared to $9,178,000 in 2005 and $7,539,000 in 2004, The increase
in salarics and cmployee bencfits in 2000 compared to 2005 is primarily due to
normal cost increases for salarics and benefits and incentive based compensation duc
1o ingreased loan and deposit production, and profitabilicy. In 2006 we also made
changes to certain exceutive salary continuation agreements and recorded an expense
related to the change of $318,000. The increase in salarics and employee benefits in
2005 compared to 2004 includes the additional personnel costs from the merger with
BMC. Commissions paid for loan placements in 2006 decreased $37,000 compared
10 2005, Commissions paid were $162,000 for 2006 compared to $199,000 in 2005
and $150,000 in 2004,

The Company has three share based compensation plans. In 2006, the Company
adopted Statement of Financial Accounting Standards No. 123(R), Share-Based
Layment (SFAS 123(R)), using the madified prospective application transition
method. Prior to January 1, 20006, the Company accounted lor these plans under
the recognition and measurement principles of APB Opinion No. 25, Accounting
Jor Stock Issued to Employees, and related Interpretations (APB 25). No stock-based
compensation cost is reflected in net income prior to January 1, 2006, as all options
granted under these plans bad an excrcise price equal to the marker value of the
underlying common siock on the date of the grant, As a result of adopting SFAS
123(R), the Company’s income before proviston for income taxes and net income
lor the year ended December 31, 2006 are $163,000 and $142,000, respectively,
tower than if it had continued to account for share-based compensation under APR
25. Basic and diluted earnings per share for the year ended December 31, 2006
would have been $1.18 and $1.09, respectively, without the adoption of SFAS 123(R)
compared to $1.16 and $1.07, respectively, as reporied. Results for prior periods have
not been. restated.

In February 2005 the Company accelerated the vesting of 186,000 aptions
previously granted 10 certain directors and cxccutive officers. No stock-based
compensation is reflected in net income for the year ended December 31, 2005,
as a result of the acceleration of the vesting as it is cxpected that generally all of the
directors and executive management whose options were accelerated will remain with
the Company through the original vesting period.

The Company bascs the fair value of the options previously granted on the date
of grant using a Black-Scholes option pricing model that uses assumprions based on
expected option life, the level of estimated forfeitures, expected stock volarility and
the risk-free interest rate. Stock volatility is based on the historical volatility of the
Company’s stock. The risk-frec rate is based on the U.S. Treasury yicld curve and
the expected term of the options. 'Lhe “simplified” method described in SEC Staff
Accounting Bulletin No. 107 was used to determine the expected term of the Banlds
options in 2006 and 2005.

There were no significant changes in evaluation methods for types of awards or
termns made by the Company subsequent to the adoption on IAS No. 123(R) and no
cumulative effect adjustments were made to the financial statements.

As of December 31, 2006, there was $392,000 of total unrecognized compensation
cost relared to non-vested share-based compensation arrangements granted under
the 1992 and 2000 Plans. 'Lhe cost is expected 1o be recognized over a weighted
average period of 3.5 years. Sce Notes 1 and 11 to the audited Consolidated Financial
Statements.

Oceupancy and cquipment expense increased $288,000 to $2,421,000 in 2006
compared (0 $2,133,000 in 2005 and $1,621,000 in 2004, 'Lhe 13.50% increase in
occupancy expense in 2006 compared to 2005 was duc mainly to the addition of the
three newly opened branches during 2006 and the consolidation of the Company’s
administrative offices, normal increases in rent on existing leascholds, and other
occupancy related expenses. The 31.59% increase in occupancy cxpense in 2005
compared to 2004 was duc mainly to the addition of the two branches resulting from

the merger with BMC.

Other non-interest expenses increased $518,000 or 10.95% to $5,249,000 in
2006 L:(_)mpelr:.:(] to $4,731,000 2005 and $4,106,000 in 2004, The increase in
2006 was areributable primarily 1o personnel recruitment fees, leasehold wermination
expenses in connection with the relocation ol our administrative offices into a
single facility, and consuliing expenses. Contributing (o the 2003 increase in other
non-interest expense was an additional $100,000 write down to the Company’s
investment in CATEX Holding Corporation, formerly known as Diversified Capital
lloldings, the parent company of a title and escrow insurance company that was sold
in July 2005. 'lo date, the Company has written down a total of $250,000 of the
original $500,000 investment. 'Lhe Company has received $225,000 from the sale
and anticipates full recovery of the remaining balance of $25,000.

The following table describes significant components of other non-interest expense
as a percentage of average assets,

For the year ended December 31,

2006 2005
Other % Avg Other % Avg
Lxpense Assets Expense  Assets
(Dollars in thousands)

Advertising $ 452 0.10% $ 412 0.09%
Audit/accounting 317 0.07% 334 0.07%
Dhata/item processing 816 0.17% 811 0.18%
ATM/debit card expenses 296 0.06% 255 0.06%
Direcior lees & related cxpenses 265 0.06% 218 0.05%
Donations 9 0.03% 114 0.03%
Liducation/training 68 0.01% 81 0.02%
General Insurance 124 0.03% 120 0.03%
Legal fees 300 0.06% 192 0.04%
Postage 164 0.03% 156 0.03%
Regulatory assessments 112 0.02% 164 0.04%
Stationery/supplics 247 0.05% 207 0.04%
Telephone 144 0.03% 123 0.03%
Operating losses 49 0.01% 44 0.01%
Other 1,776 0.38% 1,500 0.33%
Total other non-interest
expense $ 5249 $ 4,731

PROVISION FOR INCOME TAXES

Our effective income 1ax rate was 32.3% for 2006 compared to 35.6% for 2005
and 34.5% for 2004. 'Lhe provision for income raxes towaled $3,298,000, $3,344,000,
and $1,944,000 in 2006, 2005, and 2004 respectively. The decrease in the effective
tax rate for 2006 is due primarily to the tax exempt life insurance proceeds of
$625,000 received in 2006,

FINANCIAL CONDITION

SUMMARY OF CHANGLS IN CONSOLIDATED BALANCE SHELE'1'S
December 31, 2006 compared to Decernber 31, 2005

The demand for our banking products has led 10 continued increases in loans and
deposits during 2006. As of December 31, 2006, total assets were $500,059,000, an
increase of 3.39%, or $16,382,000, compared to $483,677,000 as of
December 31, 2003, Total gross loans increased 6.91%, or $20,860,000, w0
$322,662,000 as of December 31, 2006 compared to $301,802,000 as of
December 31, 2005. "Total deposits increased 2.24%, or $9,638,000, to
$440,627,000 as of December 31, 2006 compared 10 $430,989,000 as of
December 31, 2005, Sharcholders’ equity increased 19.88%, or $8,255,000, to
$49,778,000 as ol December 31, 2006 compared to $41,523,000 as of
December 31, 2005.
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INVLESTMENTS

Our investment portfolio consists primarily of agency sceurities, mortgage backed
sceuridies, municipal securitics, and overpight investments in the Federal finds market
and are all dJassified as available-for-sale. As of December 31, 2006, investment
securitics with a fair value of $35,612,000 were held as collateral for public funds,
treasury, tx, and for other purposes. Our investment policies are established by the
Board of Dircctors and implemented by our Investment/Asser Liability Commiteee,
They are designed primarily (o provide and maintain liquidity, to cnable us to mect
our pledging requirements for public money and borrowing arrangements, ro generate
a favorable return on investments without incurring undue interest rate and credit risk,
and to complement our lending activities.

The volume of our investment. portfolio is penerally considered higher than our
peers due mostly to our refatively low loan 10 deposit ratio. Qur loan to deposit ratio
at December 31, 2006 was 73.2% compared to 70.0% at December 31, 2005, The
loan to deposir rativ of our peers was 92.6196 ac September 30, 2006. 'Lhe wral
investment portfolio decreased 5.78% from $136,340,000 at December 31, 2005 to
$128,463,000 at December 31, 2006 as a portion of the portfolio was used to provide
liquidity to fund loan growth during 2006. The market value of the portfolio reflected
an unrealized loss of $193,000 at December 31, 2006 compared to an unrealized loss
of $845,000 a1 December 31, 2005.

Management periodically evaluates cach investment security for other than
temporary impairmeni, relying primarily on industry analyst reports, observation
of market conditions and interest rate (luctuations. Managemenr believes it will be
able to collecr alf amounts due according to the contractual terms of the underlying
investment securities and that the noted decline in fair value is considered emporary
and due only to interest rate fluctuations.

Sce Note 3 to the Company’s audited Consolidated Financial Statements for
carrying values and estimated fair values of our investment sceurities portfolio.

LOANS

"Lotal gross loans have increased to $322,662,000 as of Tecember 31, 2006
compared 1o $301,802,000 as of Decernber 31, 2005,

The following table sets forth information concerning the composition of our loan
portfolio at the dates indicated:

Loan lype December 31, % of Total December 31, 9% of Total
(Dallars in thousunds) 2006 _Loans _ 2005 Loans
Commercial

& industrial % 78,441 242% § 82,978 27.5%
Real estate 149,586 46.3% 124,043 41.0%
Real estate

- construction,

land development

and other

land loans 48,424 15.0% 46,523 15.1%
Fauity lines

of credit 21,858 6.8% 23,604 7.8%
Agri(:u]lural 17,102 5.3% 17,547 5.8%
Consumer

& installment 7,549 2.3% 7,539 2.5%
Other ) 454 0.1% 160 0.0%

323,414 100% 302,394 100%

Deferred loan

fees, net (752) (592)
Total loans $ 322,602 $ 301,802

As of Decombier 31, 2006, a concentration of loans existed in loans collatcralized
by rcal estate (real estate, real estate construction, land development and other land
loans, and equity lines of credit) comprising 67.98% of total loans. This level of
concentration is consistent with Decermber 31, 2003, Although management believes
the loans within this concentration have no more than the normal risk of colleciibility,
a substantial decline in the performance of the cconomy in general or 4 decline in
real cstate values in the our primary market ateas, in particular, could have an adverse
impact on collectibility, increase the level of real estate-related non-performing loans,
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or have other adverse effects which alonc or in the aggregate could have a material
adverse ¢ffct on our business, financial condition, results of operations and cash flows.

We believe thar our commercial real estate loan underwriting policics and practices
result in prudent extensions of credit, but recognize that our lending activities result in
relatively high reported commercial real estare lending levels. Commercial real estate
loans include cenain loans which represent low to moderate risk and certain loans
with higher risks.

The Board of Directors reviews and approves concentration limits and exceptions to
limitations of concentration are reported to the Board of Directors at least quarterly.

Non-performing Assets - Non-performing assets consist of non-performing loans,
other real estare owned (“ORFQ™), and repossessed asscts. Non-performing loans
are those loans which have (i) been placed on non-accrual status, (ii) been subject

to troubled debt restructuring, (iif) been classificd as doubtful under our assct
classification system, or (iv) become contractually past duc 90 days or more with
respect to principal or interest and have not been restructured or otherwise placed
on non-accrul status. A loan is classificd as non-accrual when 1) it is maintained
on a cash basis because of deterioration in the financial condition of the borrower,
2) payment in full of principal or interest under the original contracrual terms is not
expected, or 3) principal or intercst has been in default for a period of 90 days or more
unless the asset is both well secured and in the process of collection.

At December 31, 2006 and 2005, we had no ORF(), reposscssed assets or
restructured loans, A December 31, 2006, we had no non-acerual loans compared to
two non-accrual loans totaling $616,000 at December 31, 2003,

A summary of non-accrual, restructured, and past duc loans at
December 31, 2006 and 2005 is ser forth below. 'Lhe Company had no restructured
loans and no accruing loans past due more than 90 days at December 31, 2006 and
2005. Management is not aware of any potential problem loans, which were current
and accruing at December 31, 2006, where scrious doubt exists as 1o the ability of
the borrower to comply with the present repayment terms. Management can give no
assurance that non-accrual and other non-performing loans will not increase in the
future.

Compaosition of Non-accrual, Past Due and Restructured Loans
(Dollars in thousands)

Non-accrual loans
Commercial & industrial

December 31, 2006 December 31, 2005

loans $ - $ 25
Real Fstate - 591
Total non-accrual - 616

Accruing loans past due
90 days or mare - -
Restructured loans - -

‘lotal non-performing loans $ - § 616
Non-performing loans to - —

total loans 0.0% 0.20%
Ratio of non-performing

loans 1o allowance for

credit losses 0.0% 18.5%
T.oans considered 10 be

impaired $ - $ 616
Related allowance for credic -

losses on impaired loans $ - -

We measure our impaired loans by using the fair value of the collateral if the
loan is collateral-dependent and the present value of the expected future cash Hows
discounted at the loan’s effective interest rate if the loan is not collateral-dependent.
As of December 31, 2006, we had no impaired loans. We place loans on non-
accrual status that are delinquent 90 days or more or when a reasonable doubt exists
as to the collectibility of interest and principal. Management maintains certain
loans thart have been brought current by the borrower (less than 30 days delinquent)
on non-accrual status until such time as management bas determined that the loans
are likely to remain current in future periods.

Classilied Assets - From time 10 time, management has reason to believe that certain
borrowers may not be able to repay their loans within the parameters of the present
repayment terms, cven though, in some cases, the loans are current at the fime. These
loans are graded in the classified loan grades of “substandard,” “doubtful,” or “loss™ and
include non-performing loans. Fach classificd loan is monitored monthly.
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LOANS (Continued)

Allowance for Credir Losses - We have established a methodology for the
determination of the allowance for credit losses. 'Lhe methodology is sct forth in
a formal policy and takes into consideration the need for an overall allowance for
credit losses as well as specific allowances that are tied to individual loans, Our
methodology for assessing the appropriateness of the allowance consists of several
key elements, which include the formula allowance and a specific allowance for
identified problem loans.

In originating loans, we recognize that losses will be experienced and thar the
risk of loss will vary with, among other things, the type of loan being made, the
creditworthiness of the borrower over the term of the loan, general cconomic
conditions and, in the case of a secured loan, the quality of the collateral securing
the loan. The allowancce is increased by provisions charged against ¢arnings and
reduced by net loan charge offs. Loans are charged off when they are deemed to
be uncollecrible, or partially charged off when portions of a loan are deemed o
be uncollectible, Recoveries are generally recorded only when cash payments are
received.

"Lhe aflowance for credir losses is maintained to cover losses inherent in the loan
portfolio. 'lhe responsibility for the review of our asscts and the determination of
the adequacy lies with management and our Audic Committee. ‘They delegate the
authority (o the Chief Credic Officer ("CCA”™) to determine the loss reserve ratio for
each 1ype of assct and reviews, at least quarterly, the adequacy of the allowance based
on an evaluation of the portfolio, past cxpericnce, prevailing market conditions,
amount of government guarantees, concentration in loan 1ypes and other relevant
factors.

The allowance for credit losses is an estimate of the losses thar may be sustained
in our loan and lease portfolio. The allowance is based on two principles of
accounting; (1) Statement of Financial Accounting Standards (SI'AS) No. 5,
“Accounting for Contingencies,” which requires that losses be accrued when they
ate probable of accurring and cstimable; and (2) STAS No. 114, “Accounting by
Creditors for Impairment of a Loan” and SFAS No. 118, “Accounting by Creditors
for Tmpairment of a Loan—TIncome Recognition and Disclosures,” which requires
that losses be accrued based on the differcnces berween the value of collateral,
present value of future cash flows or values that are observable in the secondary
market and the loan balance.

Credit Administration adheres to an jntcrnal asset review system and loss
allowance methodology designed to provide for timely recognition of problem assets
and adequate valuation allowances to cover expected asset losses. The Bank’s asset
monitoring process includes the use of asset classifications to segregarc the assets,
largely loans and real cstate, into various risk categories. The Bank uses the various
asset classifications as a means of measuring risk and determining the adequacy
of valuation allowances by using a nine-grade system to classify assets. All credit
facilities exceeding 90 days of delinquency require classification.

The allowance for credit losses has seven components: the general valuarion
allowance, criticized and cdlassificd allowance, the specific valuation allowance, large
borrower risk allowance, pool loan allowance, qualitative (“QQ7) factor allowance
and the modet risk allowance. Fach of these components is determined based upon
estimates that can and da change when the actual events occur

¢ (ieneral valuation alfowances (“GVA”): This element relates to asscts with no
well-defined deficiency or weakness (i.e. assets classified pass) and rakes into
consideration losses that are imbedded within the portfolio bur have not yet
been recognized. Generally, borrowers are impacted by events well in advance
of a lender’s knowledge that may ultimaiely result in loan defaulr and eventual
loss. An example of such a loss-causing event would be the loss of 2 major
tenant in the case of commercial real estate loan. General valuation allowances
arc determined through consideration of past loss expericnce.

= GVAis calculared by applying loss factors 10 outstanding loans, in cach case
hased on the internal risk grade of pass of such loans and commercial leases.
Changes in risk grades affect the amount of the allowance. Toss factors are
based on our historical loss cxperience and may be adjusted for significant
factors that, in management’s judgment, affect the collectibility of the
portfolio as of the evaluation date. The calculated reserve has a minimum
seventy basis points of total GVA loan types, or expected net charge offs
based on historical data, which ever is higher.

= Loss factors arc developed in the following ways:

*  pass graded loss factors for commercial, financial, and industrial loans
along with real estate construction (participated, commercial or
consumer) derive from a migraidon model that tracks historical losses
over a period (usually the last chirty six calendar manths) which we
believe captures the inherent losses in our loan portfolio;

* pass graded loss factors for commercial real estatc: loans are based on
the average annual net charge-off rate over a period reflective of a full
economic cycle (usually the past eighty-four months).

We believe that an economic cycle is a period in which both upturns and
downturns in the cconomy have been reflected.

= Criticized and classified allowance (“CCA™): At the time of credit analysis and

risk determination, credits, which have been determined to contain a

weakness higher than management’s overall risk appetite, are graded as

criticized or classified. Onee validated thar the credit is not impaired, a

risk of loss is calculated and applicd. In addition, determination of

commitments outstanding on classified loans is determined.

5= 'The CCA identifics credits that have a risk level of special mention or
worse, however not inclusive of Impaired Asscts. ‘1he calculation uses
the credit’s expected default frequency ("EDI™) as estimated by Moody’s
risk for private companics. 1n each case use of the loan maturity defines
if the one or five year default component is employed. Default is
defined by Moody's as a statistical probability that the credit will either
miss ar delay interest and/or principal payment, bankrupicy or
receivership will occur, or exchange security where the exchange has the
apparent purpose of helping the borrower avoid default. If the EDF has
not been calculated, the Bank maintains an allocation equal to the sum of:

100% of thosc loans classified loss

50% of thosc loans classified doubtful

15% of thosc loans classified substandard
5% of those loans classified special mention

s Pool loan allowance (“PLA”): Qur residential and consumer loans and leases
are relatively homogeneous with no single loan individually significant in
terms of its size or potential risk of loss. 'Lherefore, we review our residential
and consumer portfolios by analyzing their performance as a pool of loans.
Generally, borrowers become impacted by events well in advance of a lender's
knowledge that may ultimatcly result in loan defaule and cvenrual loss.
Lixamples of such loss-causing events would be borrower job loss, divorce
or medical crisis in the case of single family residential and consumer loans.
The calculated reserve has a minimum one hundred basis paints of total PLA
loan types, or expected net charge offs based on historical daca, which ever is
higher. Risk grade is not a component of this computation,

¥ Loss factors are developed in the following ways:

*  Pooled loan loss factors (not individually graded loans) arc based on
expected net charge-ofts for one year, based on historical loss
dara. Pooled loans are loans chat are homogeneous in nature, such
as consumer installment, home equity, residential mortgage loans,
credit cards, and consumer leases.

* Large barrower risk allowance (“1.BA”): We have a number of borrowers
with large loan balances which may create an additional risk if one or two of
these horrowers were to unexpectedly default. Thercfore an additional
allowance for this risk is analyzed and applied.
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LOANS (Continued)

s LBA identifies those credits with owstanding balances cxceeding the
housc lending limit. The calculated reserve has a minimum of, the
greater of, Aifty basis points of total LBA, or the expected net charge offs
based on historical dara.

= (Q factor allowances (“QTA™): 'The methodology applied in all other
allowance secrions does not account for both quantitarive and qualitarive
factors and documentation. Any methodology falls subject to some
uncertainties. All loans and commercial leases contain, ip management’s
judgment, factors where loss recognition cxists due to cffects of the national
and local economics, 1rends in nature and volume, changes in mix, consumer
credit score migration, loan administration, concenerations, changes in
internal lending policies, and collection practices 10 mention just a few.

#  QFA is subjective by definition. The factors reflect management’s overall
estimate of the additional rate of loss over the next four quarters that
differ from cither the historical loss experience or other valuations. The
factors ever evalve and expectation of change from quarter to quarter
is cxpected, both in inclusion and in value. As multiple facrors exist
which may he evaluared in connection with this allowance, topics noted
below are examples only:

¢ general cconomic and business conditions affecting our key
lending areas;

e credit quality trends (induding trends in nonperforming loans
expected to result from existing conditions);

collateral values;

¢ loan volumes and concentrations;

seasoning of the loan portfolio;

specific industry conditions within portfolio segments;

recent loss experience in particular scgments of the porifolios

duration of the current ecopomic cycle;

government regulation;

¢ bapk regulatory examination results; and

findings of our internal and external credit reviewers.

#  [ach factor is calculated on a scale of negative four to positive four, with
the latter having the greatese risk level. Zero, results in no increase or
decrease to the required reserve level as computed in this section.

Model risk allowance (“MRA"}: 'Lhe allowance methadologies noted above are by
defipition imprecisc. Any methodology is subject to some uncertainties. Estimating
future losses inherent in a loan portfolio will vary with cach method. “lherefore,
management applies a model risk component to determine a loss provision. ‘1his
allowance is also used 1o reserve for potential losses which might occur through
customer overdrafts, and to establish 2 minimum floor by which the provision for
credit loss would not decline below one percent of total gross loans.

The following table scts forth information regarding our allowance for credit losses
at the dates and for the periods indicated:

For the Years Lnding December 31,

(Dollars in thousands) 2006 2005 )
Balance, beginning of the year $ 3,339 % 2,697
Addition from merger with BMC - 751

Provision charged to operations 800 510
Losses charged to the allowance (721) (787)
Recoveries on loans previously

charged off . 391 168
Balance, end of year $ . 3.809 % 3,339
Ratio of non-performing loans o

allowance for credii losses 0.0% 18.50%
Allowance for credit losses to wrtal loans 1.18% 1.11%
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As of December 31, 2006 the balance in the allowance for credit losses was
3,809,000 compared 10 $3,339,000 as of Deccmber 31, 2003. ‘Lhe increase
resulted from the additional provision of $800,000, partially offser by the net
charge-offs toraling $330,000. The balance of commitments to extend credit on
undisbutsed construction and other loans and letrers of credit was $134,549,000
as of December 31, 2006 compared to $133,956,000 as of December 31, 2005,
Risks and uncertainties exist in all lending transactions, and even though therc have
historically been no charge offs on construction and other loans thae have not been
fully disbursed, our management and Directors’ Loan Committee have established
reserve levels on dishursed loans based on historical losses as well as economic
uncertainties and other risks tha exist as of cach reporting period,

As of December 31, 2006 the allowance was 1.18% of cotal grass loans compared
to 1.11% as of December 31, 2005, Assumptions regarding the collateral value of
various under performing loans may affect the level and allocation of the allowance
for credit losses in future periods. The allowance may also be affected by trends in the
amount of charge offs experienced or expected trends within different Ioan portfolios.
There were no non-performing loans as of December 31, 2006. “The allowance for
credit losses as a percentage of non-performing loans was 5429 as of
December 31, 2005, Management believes the allowance at December 31, 2006 is
adequate based upon its onguing analysis of the loan portfolio, historical loss trends
and other factors. However, no assurance can be given that the Company may not
sustain charge-offs which are in cxcess of the allowance in any given period.

DEPOSITS AND BORROWINGS

"lotal deposits increased $9.,638,000 or 2.24% to $440,627,000 as of
December 31, 2006 compared 0 $430,989,000 as of Deccmber 31, 2005. Tntercst
bearing deposits increased $12,460,000 or 4.48% to $290,445,000 as of
December 31, 2006 compared to $277,9835,000 as of December 31, 2005, Non-
interest bearing deposits decreased $2,822,000 or 1.84% to $150,182,000 as of
December 31, 2006 compared to $153,004,000 as of December 31, 2005, During
2006 deposit growth was difficult. to achieve; however, we were able to achieve positive
growth in part due to the opening of two new retail banking offices.

‘The composition of the deposits and average interest rates paid at December 31,
2006 and 2005 is symmarized in the table below.

December 31, 20006
Percetnt

December 31, 2005
Percent
of Total  Effecrive of Total  Fifective
Dollars. Deposits _Rate Dollars Deposit_ Rate
(Dollars in thousands)

NOW accounts $ 56,177 128%  0.10%  $ 56,991 132%  0.10%
MMA accounts 109,069 287%  2.34% 108,024 251%  1.35%
Time deposits 104,170 23.6%  3.65% 88,581 205%  2.55%
Savings deposits _21,029  4.8%  045% 24389 _ 57%  0.34%
‘Towal Interest-

bearing 290,445 65.9%  220% 277985 64.5%  1.37%
Nonp-interest

bearing 150,182 34.1% _153,004  35.5%

'Lotal deposits $440,627  100.0% $430,989  100.0%

Short-term borrowings totaled $3,250,000 as of December 31, 2006 compared to
$3,250,000 as of December 31, 2005, Short-term borrowings include $1,250,000
in principal payments coming due in 2007 on the loan with a major bank (described
below) and $2,000,000 in FHLB advances maturing in the next twelve months, We
maintain a line of credic with the FHLB collatcralized by government securitics,
Refer 1o Liquidity below for further discussion of FI1LB advances.

'Ihere was no long-term debi as of December 31, 2006 and $3,250,000 in long-
term debe as of December 31, 2005,

On December 17, 2004, the Company enrered into a non-revolving loan
agreement with 2 major bank under which the Company borrowed $2,500,000 and
contributed $2,000,000 of additional capital to the Bank. “Lhe loan bears interest
indexed to prime or LIBOR, at the Company’s clection. The outstanding balance at
December 31, 2006 was $1,250,000,  The purpose of the borrowing was to cnsure
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DEPOSITS AND BORROWINGS (Continued)

the Bank’s capital ratios remain at or above well capitalized after the effective date
of the merger with BMC. Refer to Note 7 to the audited Consolidared Financial
Statements.

CAPITAL RESOURCES

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

The Company has historically maintained substantial levels of capital. The
assessment of capital adequacy is dependent on several factors including assct quality,
carnings trends, liquidity and cconotic conditions, Maintenance of adequate
capital levels is integral to providing siability to the Company. The Company needs
to maintain substantial levels of regulatory capital to give it maximum flexibility in
the changing reguluory environment and to respond to changes in the market and
ceonomic conditions.

Qur stockholders’ equity increased to $49,778,000 as of Decemnber 31, 2006 compared
to $41,523,000 as of December 31, 2005, The increasc in stockholders” cquity
is primarily a result of net income of $6,911,000 for 2006 and proceeds from the
exercise of stock options.

During Qctober 2006, the Bank declared and paid « cash dividend to the
Company of $1,000,000 in connection with a stock repurchase agreement approved
by the Company’s Board of Directors. During the period the Company’s borrowings
remains outstanding, which is expected 10 be until December 2007, the Bank
does not anticipate paying any additional dividends 1o the Company except for
dividends that are necessary to meet the ordinary and usual operating expenscs of the
Company. The Bank would not pay any dividend that would cause it to be deemed
not “well capitalized” under applicable banking laws and regulations.

Management considers capital requirements as part of its strategic planning
process. "The strategic plan calls for continuing increases in assets and liabilities, and
the capital required may thercfore be in excess of retained earnings. The abilicy to
obtain capital is dependent upon the capital markets as well as our performance.
Management regularly evaluates sources of capital and the timing required o meet
its strategic abjectives. '1he following rable presenis the Company’s and the Bank's
capital ratios as of December 31, 2006 and 2005.

2006 2005
_Amount Ratio _Amount Ratio
(Dollars in thousands)

Tier 1 Leverage Ratio

Cenural Valley Community Bancorp

and Subsidiary 39,864 8.41% $ 31,767  6.84%
Minimum repulatory requitement § 18,967 4.00% § 18,572 4.00%
Central Valley Community Bank  § 39,045 8.24% § 32,493 7.00%
Minimum requircment for

“Well-Capitalized” institution $ 23703 5.00% $ 23,204  5.00%
Minimum regulatory requirement  $ 18,963 4.00% $ 18,563  4.00%
Tier 1 Risk-Based Capital Ratio
Central Valley Community Bancorp

and Subsidiary 39,864  10.97% § 31,767  9.26%
Minimum regulatory requirement § 14,536 4.00% § 13,719 4.00%
Central Valley Community Bank & 39,045 10.72% § 32493 9.48%
Minimutn requirement for

“Well-Caapitalized” institution $ 21,852 6.00% $§ 20,572 6.00%
Minimum regulatory requirement  § 14,568  4.00% § 13,715  4.00%
Total Risk-Based Capital Ratio
Ceniral Valley Community Bancorp

and Subsidiary $ 43,673 12.02% § 35,106 10.24%
Minimum regulatory requirement  § 29,073 8.00% % 27,437 8.00%
Central Valley Community Bank  § 42,854 11.77% § 35832 10.45%
Minimum requirement for

“Well-Capitalized” institution $ 36419 10.00% § 34,287  10.00%
Minimum regulatory requirement — § 29,135 8.00% $ 27,429  8.00%

LIQUIDITY

Liquidity management involves our ability to mccet cash flow requirements
arising from fluctuations in deposit levels and demands of daily opcrations, which
include funding of securitics purchases, providing for customers’ credic needs and
ongoing repayment of borrowings. Our liquidity is actively managed on a daily
basis and reviewed periodically by our management and Director’s Asset/Liability
Committees. This process is intended w ensure the maintenance of sufficient funds
1o meet our needs, including adequate cash flow for off-balance sheer commitments.

Our primary sources of liquidity are derived from financing activities which
include the acceptance of customer and, (0 a lesser extent, broker deposits, federal
funds facilitics and advances from the Federal Home Loan Bank of San Francisco.
These funding sources are augmented by payments of principal and interest
on loans, the routine marurities and paydowns of sceurities from the scaurities
portfolio, the stability of our core depasits and the ability to scll invesrment
sceurities. Primary uses of funds include withdrawal of and interest payments on
deposits, origination and purchases of loans, purchases of investment securitics, and
payment of operating cxpenses.

As a means of augmenting our liquidity, we have established Federal funds lincs
with correspondent banks. At December 31, 2006 our available borrowing capacity
includes approximately $18,000,000 in Federal funds lines with our correspondent
banks and $14,334,000 in unused FHTB advances. We believe our liquidity
sowrces to be stable and adequare. At December 31, 2006, we were not aware of
any information that was rcasonably likely to have a material effect on our liquidity
position.

The following table reflects the Company’s credit lines, balances outstanding, and
pledged collateral ac December 31, 2006 and 2003:

Balance
Outstanding at
December 31,  December 31,
2005 2005

Balance
Outstanding at
December 31,
2006

December 31,
Credic Lines 2006
(In thousands)

Unsecured
Credit Lines
(interest rate
varies with
market) $ 18,000 § - % 14,100 $ -

Federal Home Collateral pledged
T.oan Bank $
(irnterest rate
at prevailing

Collatcral pledged
16,848 $ 6,680

Fair Value of Collateral Pair Value of Collateral

interest ratc) 3 16,758 § 2,000 § 6,598 $ 4,000
Federal

Rescrve Bank  Collateral pledged Collateral pledged

(interest rate $ 2,271 $ 3,350

at prevailing

discount Fair Value of Collateral Fair Value of Collareral

interest rate) § 2,200 § - 8 3,252 4

The liquidity of the parent company, Central Valley Community Bancorp is
primarily dependent on the payment of cash dividends by its subsidiary, Central

Valley Community Bank, subject to limitations imposcd by the regulations.

OFF-BALANCE SHELL V'I'EMS

In the ordinary course of business, the Company is a party to financial
instruments with off-balance sheet risk. These financial instruments include
commitments 1o extend credit and standby leteers of credit. Such financial
instruments are recorded in the financial statements when they arc funded or related
fees are incurred or received. The balance of commitments to extend credit on
undisbursed constrsction and other loans and letters of credit was $134,549,000 as
of December 31, 2006 compared to $133,956,000 as of December 31, 2005, Tor a
more detailed discussion of these linancial instruments, see Note 10 ro the audited
Consolidated Financial Statements.
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OFE-BALANCE SHEL'L 1TEMS (Continued)

In the ardinary course of business, the Company is party to various operating
Jeases. For a more detailed discussion of these financial instruments, see Note 10 10
the audited Consolidated Financial Statements.

CONTRACTUAL OBLIGATIONS

The following summarizes the Company’s long-term contractual obligations at
December 31, 2006:

Less than

(Tn thousands) 1 year 1-3years 35y Therafier  'lotal
‘Time deposits $03946 § B186 $ 2,038 $ - $104,170
FHLB Advances 2,000 - - - 2,000
Ocher long-term debt 1,250 - - - 1,250
Deferred Compensation

Liability (1) 1,355 6l - - 1,416
Salary Continuarion Liability (1) 506 292 275 1,152 2,285
Obligations reflected

on Consolidated

Balance Sheet $99,117 § 853 § 2313 § LI152 $111,12]
Operating lease obligations § 933 § 2091 § 1,870 $ 8506 $ 13400
Obligations not reflected

on Consolidared

Balance Sheer $933 § 2091 § 1870 §8506 $ 13400

(1) “Lhese amounts repmesent the: cunent accrual for payments t parricipants under the Company's deferred compensarion and silury contitwation plans. $ee

Note 13 m rhe andied Consolidawd Financial Staremenes.

QUANTITATIVLE AND QUALITATIVE DISCTOSURES ABOLUL
MARKET RISK

Interest rate risk (‘TRR") and credit risk constitute the two greatest sources of
financial exposure for insured financial institutions. TRR represcnts the impact that
changes in absolute and relative levels of market interest rates may have upon our
net interest income (“NTT7). Changes in the NII arc the result of changes in the nat
interest spread between interest-earning assets and interest-bearing liabilitics (timing
risk), the relationship between various rates (basis risk), and changes in the shape of
the yield curve.

We realize income principally from the differential or spread between the interest
earned on loans, investments, ather intercst-carning assers and the intercst incurred on
deposits and borrowings. The volumes and yields on loans, deposits and borrowings
are affected by marker interest rates. As of December 31, 2006, 89% of our loan
portfolio was tied to adjustable-rate indices. The majority of these adjustable-rate
loans arc tied to prime and reprice within 90 days. The majority of our time deposits
have a fixed rate of interest. As of December 31, 2006, 90.2% of our time deposits
matute within one ycar or less. As of December 31, 2006, $2,000,000 of our short
term debt was fixed rate which matures on February 12, 2007, and $1.,250,000 of
shori-term debt which reprices on a quarterly basis.

Changes in the marker level of interest rates dircetly and immediately affect our
interest spread, and therefore profitability. Sharp and significant changes to market
rates can cause the interest spread to shrink or expand significantly in the near term,
principatly because of the timing differences between the adjustable rate loans and the
maturities (and thercfore repricing) of the deposits and borrowings.

Our management and Board of Directors’ Asset/Liability Committees (“ALCO™)
are responsible for managing our assets and liabilities in a manner that balances
profitability, IRR and various other risks including liquidity. The AT.CO operates
under policies and within risk limits prescribed, reviewed, and approved by the Board
of Directors.

"The ALCO seeks to stabilize our NIl by matching rate-sensitive assets and
liabilities through maintaining the maturity and repricing of these assers and Liabilities
ar appropriate levels given the incerest rate environment. When the amount of
rate-sensitive liabilities exceeds rate-sensitive assets within specified time periods, N1L
generally will be negatively impacted by an increasing interest rate environment and
positively impacted by a decreasing interest rate environment. Converscly, when the
amount of rate-sensitive assets cxceeds the amount of rate-sensitive liabilities within
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specified time periods, net interest income will generally be positively impacted by
an increasing interest rate environment and negatively impacted by a decreasing
interest rate environment. The speed and velocity of the repricing of assets and
liabilitics will also contribute (o the effects on our NI, as will the presence or
absence of perindic and lifetime interest rate caps and floors.

Simulation of earnings is the primary tool used to measurc the sensitivity of
carnings 1o interest ratc changes. Larnings simulations are produced using a
software model that is based on actal cash flows and repricing characteristics for all
of our financial instruments and incorporate market-based assumptions regarding
the impact of changing intcrest rates on current volurmnes of applicable financial
instrurnents.

Tnterest rate simulations provide us with an estimate of both the dollar amount
and percentage change in NIL under various rate scenarios. All assets and liabilities
are normally subjected to up to 300 basis point increases and decreascs in interest
rates in 100 basis point increments. Under cach interest rate scenario, we project
our net intercst income. From these results, we can then develop alternatives in
dealing with the tolerance thresholds,

Approximately 88% of our loan portfolio is ticd to adjustable rate indices and
53% of our loan pordolio reprices within 90 days. As of December 31, 2006, we had 95
commercial and real estare loans otaling $44,481,000 with floors ranging {rom 1%
to 8% and ceilings ranging from 9% to 25%. In the current rate environment, the
number of loans affected by floors and ceilings is minimal.

The following table shows the effects of changes in projected net interest income
for the (welve months ending December 31, 2007 under the interest rate shock
scenarios stated. "The table was prepared as of December 31, 2006, at which time
prime interest ratc was 8.25%.

Scnsitivity Analysis of Tmpact on Interest Income of Rate Changges

Projected § Change From % Change From
Hypothetical Net Tuerest Rates A Rates At
Change In Rates Tncome Dec, 31, 2006 Dec. 31, 2006
(Dollats in thousands)
UP 300 bp $28,982 $2,981 11.47%
UP 200 bp 27,477 1,476 5.68%
UP 100 bp 26,240 239 0.92%
UNCHANGED 26,001 - -
DOWN 100 bp 25,542 (459) -1.76%
DOWN 200 bp 24,440 (1,561) -6.00%
DOWN 300 bp 23,042 (2,959) -11.38%

Assumptions arc inherently uncertain, and, consequently, the model canno
precisely measure net interest income or precisely predicr the impact of changes in
interest ratcs on net interest income. Actual results will differ from sirulated results
duc to timing, magnitude and frequency of interest rate changes, as well as changes
in market conditions and managemem strategies which might moderate the negative
consequences of interest rate deviations. In the model above, the simulation shows
that the Company is neutral over the one-ycar horizan. 1f interest rates increase or
dedling, there will be similar positive and negative impact to net interest income.

There is no material change in our current market risk exposure from the market
risk exposurc we experienced in 2005, “Lhe outcome of the sensitiviry Analysis
conducted lor 2005 was essentially the same as 2006.

CRITICAL AC

OUNTING POLICIES

The Securities and Lxchange Commission (“SEC) issued discosure guidance
for “critical accounting policies”. The SEC defines “critical accounting policies” as
those that require application of management’s most difficult, subjective or complex
judgments, often as a result of the need 10 make estimates abour the effect of matters
that arc inberently uncertain and may change in future periods,

Our accounting policies are integral to undersianding the results reported. Qur
significant aceounting policies are described in dedail in Note 1 in the audired
Consolidated Financial Statcments, Not all of the significant accounting policies
presented in Note 1 of the audited consolidated financial statements require
management to make dillicult, subjective or complex judgments or estimates.
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CRITICAL ACCOUNTING POLICIES (Continued)

Use of istimates

'Lhe preparation of these financial statements requires management (o make
cstimares and judgments thar affect the reported amount of assets, liabilitics,
revenues and expenses. (n an ongoing basis, management evaluates the estimates
uscd. Estimuates are based upon historical experience, current economic conditions
and other factors that management considers reasonable under the circumsiances.

These estimates 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 treatments of contingencics and
commitments, Actual results may differ from these estimates under different
assumpnions.

Accounring Pringiples Generally Accepted in the United States of America

Our financial statements are prepared in accordance with accounting principles
gencrally accepted in the United States of America (*GAAP”),

Wi follow accounting policies typical to the commercial banking industry
and in compliance with various regulation and guidelines as established by the
Public Company Accounting Qversight Board ("PCAOB”), Financial Accounting,
Standards Board (“FASB"™), the American Tustitute of Certified Public Accounrants
(“ATCPA™), and the Banks primary federal regularor, the FDIC. The following
is a bricf description of our current accounting policies involving significant
management judgments,

Allowance for Credit Losses

Qur most signilicant management accounting cstimate is the appropriate level
for the allowance for credit losses. The allowance for credit losses is established
to absorb known and inherent losses attributable to loans outstanding. ‘Lhe
adequacy of the allowance is monitored on an on-going basis and is based on our
managemenr’s evaluation of numcrous factors. Lhese facrors include the quality
of the current loan portfolio, the trend in the loan portfolio’s risk ratings, current
economic conditions, loan concentrations, loan growth rates, past-due and non-
performing 1rends, evaluation of specific loss estimates for all significant problem
loans, historical charge-ofl'and recovery experience and other pertinent information.

‘Lhe calculation of the allowance for credit losses is by nature inexact, as the
allowance represents our management’s best estimare of the losses inherent in our
credit portfolios at the reporting dare. These credit losses will oceur in the furure,
and as such cannot be determined with absolute certainty at the reporting date.

Amortization of Premiums on [nvestments

We invest in Collateralized Mortgage Obligations (“CMO”) and Mortgage
Backed Sccurities, (‘MBS”) as part of the overall strategy to increase our net interest
margin. CMOs and MBS by their nature react 1o changes in interest rates. Ina
declining rate environinent, prepayments from MBS and CMOs would be expected
to increase and the expected life of the investment would be expecied 1o shorten.
Converscly, if interest rates increase, prepayments would be expected 1o decling and
the average life of the MBS and CMOs would be expected to extend. Premium
amottization of these investments affects our net imerest income. Our management
monirors the prepayment speed of these investments and adjusts premium
amortization based on several factors. “These factors include the type of invesement,
the investment structure, interest rates, interest rares on new mortgage loans,
cxpectation of interest ratc changes, current economic conditions, level of principal
remaining on the bond, the bond coupon rate, the bond arigination daie, and
volume of available bonds in market. The calculation of premium amortization is
by nature inexact, and represents management’s best estimate of principal paydowns
inherent in the total invesimen: portfolio,

Goodwill

Business combinations involving the Company’s acquisition of the equity
interests or ner assets of another eneerprise or the assumption of net liabilities in an
acquisition of branches constituting a business may give tise to goodwill. Coodwill
represents the excess of the cost of an acquired entity over the net of the amounts
assigned to assers acquired and liabilities assumed in transactions accounted for

under the purchase method of accounting. ‘lhe value of goodwill is ultimarely
derived from the Company's ability to generate net earnings after the acquisition. A
decline in net carnings could be indicative of a decline in the fair value of goodwill
and result in impairment. For that reason, goodwill is assessed for impairment ac a
reporting unit level at least annually. While the Company believes all assumptions
utilized in its assessment of goodwill for impairment are reasonable and appropriate,
changes could cause the Company to record impairment in the fucure.

Sharg-Based Compensation

Under SFAS No.123(R), “Sharce Based Payment” compensation cxpensc is
recognized for options granted prior 10 the adoption date in an amount cqual to the
fair value of the unvested amounts over their remaining vesting period, based on the
grant date fair valuc estimared in accordance with SFAS No. 123, “Accounting for
Stack Based Compensation” and compensation cxpense for all share based payments
granted after adoption based on the grant date fair values estimared in accordance
with SFAS No. 123(R} . The estimates of the grant date fair values are based on an
aption pricing model that uses assumptions based on the expected option life, the
level of estimated fotleitures, expected stock volatility and the risk-free interest rate.
'Lhe caleulation of the fair value of share based payments is by nature incxact, and
represents managemenc’s best estimate of the grant date fair value of the share based
payments, See Note | to the audited Consolidated Financial Statements.

'Lhe impact of inflation on a financial instivwion differs significantly from that
excrted on other industries primarily because the assets and liabilivies of financial
institutions consist largely of monetary items. However, financial institutions arc
affecred by inflation in part through non-interest expenses, such as salarics and
accupancy cxpenses, and to some extent by changes in interest rates,

Al December 31, 2006, we do not believe thar inflation will have a material
impact on our consolidated financial position or results of operations. However, il
inflation concerns cause short term rates to rise in the near future, we may benefit
by immediate repricing of a majority ol aur loan pordfolio. Refer to Marker Risk for
lurther discussion.
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1 Stock Price
Information

Stock PRICE INFORMATION

Exceptional
Employees

FxcepTioNaL EMPLOYEES

The Company’s common stock s listed for trading on the NASDAQ Capital

Market under the ticker symbol CVCY. As of Lichruary 28, 2007 the Company had

approximarcly 385 shareholders of record.

The following table shows the high and low sales prices for the common stack for

each quarter as reported by NASDAQ, The prices have been adjusted to reflect a
two-for-one stock split on October 31, 2005,

Sales Prices for
the Company’s Common Stock

Quarter Ended Tow High
March 31, 2003 $ 11.25 % 1313
June 30, 2005 11.06 16.36
Scptember 30, 2005 11.00 14.98
December 31, 2005 13.95 16.00
March 31, 2000 14.11 19.25
June 30, 2006 14.75 16.69
Seprember 30, 2006 14.50 16.74
December 31, 2006 14,50 15.64

"Lhe Company did not pay any cash dividends in 2006 or 2005, The Company
paid a $0.05 per share cash dividend in 2004.

Marker Makers

Inquiries on Central Valley Community Bancorp stock can be made by calling
Troy Notlander with Stone & Youngberg at (800) 288-2811, Jeffrey Mayer with
Crawel), Weedon & Co. at (559) 375-7510, Jocy Warmenhoven with Wedbush
Morgan Securities at (800) 569-2138, or Dave Bonaccorso at Howe Barnes Hoefer
& Arnetr at (800) 346-5544 ext. 223, Central Valley Community Bancorp stock
can also be purchased through any licensed stockbroker,

Sharcholder lnguirics

Tnquiries regarding Central Valley Community Bancorp’s accounting,
internal accounting controls or auditing concerns should be directed to Steven
0. McDonald, ¢hairman of the Board of Directors’ Andit Commitiee, at sieve.
medonald@cveb.com, anonymously at www.cthicspoint.com or call lthics Point,
Inc. aL (866) 294-9588.

General inquirics about the Company or the Bank should be dirccied to Cathy
Ponte, Assistant Corporate Secretary at (800) 298-1775.
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Central Valley Community Bank could not continue to achicve unprecedented
growth and financial success without an outstanding team of employecs, We pride
ourselves on the strength of our team and are proud of its continued commitment
and dedication to providing superior customer scrvice and community support.

Lach year Central Valley Community Bank’s top-performing emplogees are
recognived in the Circle of Fxcellence, and from that group, the best are designated
tor the Cirele ol Elite.

"Lhe 2006 Circle of Elite included:

Shelle Abbott
Vice President, Branch Manager

Jenhi Ciapponi
Commercial Loan Support Officer

Candy Lpperson
Loan Servicing Represenvative

Lynne Greenlee
Commercial Loan Support Officer

Rona Melkus
Vice President, Controller

Cathy Ponte
Fxecutive Administrative Assistant

Karen Schaaf
Personal Banker

Jeannine Welton
Vice President, Branch Manager

Christian Yanez-Burbano
Financial Service Represenuative




Bank Officers

Gary Quisenberry
Senior Vice President,
Commercial and Business Banking

Shirley Wilburn
Sewdor Vice President,
Consumer and Retail Banking

Shelle Abbortt
Vice President,
Branch Manager

Jacquic Ashjian
Vice President,

Creddit Administration

Jan Bowman
Vice President,
Branch Suppore Mawager

Cyndi Carmichacl
Vice President,
Compliance Officer

Vicki Casares
Vice Presiclent,
Branch Manager

Cathy Chatoian
Vice President,
Sales Manager/Cash Management

Terry Crawford
Vice President,
Commercial Loan Officer

Stan Davis
Viee President,
Commercial Loan Offtcer

Daniel Demmers
Vice President,
Manager, Information Services

Ken Dodderer
Vice Presiclent,
Commercial Loan Officer

Steve Frecland
Vice President,
S/J{’(‘/'/;’/ Assers Officer

Rod Geist
Vice President,
Branch Manager

Barbara Gillmore

Vice President,

Human Resources Director
Dcby Greco

Vice President,

Private Banking Officer
Diane Hamp

Vice President,

Loan Servicing Manager

Tim Harris
Vice President,

Private Banking Manager

Charles Jones

Viee President,

Branch Manager

Bernie Kraus

Vice President,
Commercial Loan Officer
Rona Melkus

Vice Presicdent,
Controller

Don Mendenhall

Vice President,
Commercial Loan Officer
Sheryl Michael

Vice Presicent,

Branch Manager

Frank Qliver

Viee President,

Commercial Loan Officer

Jean Ornclas

Vice President,

Real Fsrate Construction
Loan Officer

Jeff Pace
Vice President,

Manager Real Fstate Division

John Royal

Vice President,

Commercial Loan Officer

Elizabeth Salas
Vice Presicdent,
Branch Manager
Gerald Sullivan
Vice President,

Commercial Loan Offecer

Theodore Thome
Viee President,

Private Banking Officer
Robert Walker

Vice Presicent,

Commercial Loan Officer

Jeannine Welton
Viee President,
Branch Manager

Jennette Williams
Vice President,

Business Development Officer

Carol Worstein
Vice President,
Branch Manager

Our Mission

As a Full Service Bank We Are Committed To:

Providing the full range of financial products and services
required by our customers

Contributing to the quality of life throughout the Central
Valley communities we serve

Providing superior customer service to be delivered in
a highly professional, but very personal, manner that
promotes trust and confidence

Maintain a positive work environment for our tcam
members

Continuing to maximize shareholder value

Being the Best we can be!

Core Values

Leadership
Integricy
Loyalty

Caring
Teamwork
Trustworthiness

Independent Auditors
Perry-Smith LLP, Sacramento, CA

Counsel
Downey Brand LLP, Sacramento, CA

Holding Company and Bank Officers:

Daniel J. Doyle
President ane Chief Executive Officer

David A. Kinross
Senior Vice President, Chief Financial Officer

Thomas L.. Sommer
Senior Vice Presiclent, Credit Administrator
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A Continued Commitment To Success

Central Valley Community Bank owes much of its strength, growth and success to a board of directors
that has long demonstrated solid commitment and skilled leadership. Like the Bank itsclf, these
individuals are involved in the communitics we serve, and care deeply about making it a better place to
live, work and raise familics, Each member of the board personifies the Bank’s core values of integrity,
trustworthiness, caring, loyalty, lcadership and teamwork, forming a foundation upon which Central
Valley Community Bank can continuc to grow and prosper.

sl

Danicl N. Cunningham
Chairman of the Board
Director, Quinn Croup, Ine.

Sidney B. Cox
Ouwner
Cox Communications

Edwin S. Darden, Jr.
President
Fedwin S. Darden Associaies

rpampmnONZE
i T

‘ Daniel J. Doyle

[— Dresident and CECQ

Coneral Valley Community Bancorp,
Central Valley Community Bank

.




Steven D. McDonald
DPresiclent
MeDonald Properties, Inc.

Louis McMurray
Dyesident
Charles McMurray Co.

Wanda L. Rogers
President
Ragers Helicoprers, Ine.

William Smittcamp
DPresident/Quwner
Wawona lirosen Foods

Joseph B. Weirick

[nvestments













