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Strong . Sol id. U nc hanging . 
Just Like Our Commitment 
To The Community. 

I t i   ti era wlicrc bdnks rei tivciil thcrnsclvcs with 

every shift in the marlrct, cvcry trcrid in dir iridustry, 

Central Valley Comtiiuniry l h n k  stands rcfrcshingly 

apart. Oui ownership, leadership and v h c s  h ~ v c  

r e m i n e d  unchanged since ow foundrng in 1980. 

SO we have <in un1)roken iecord of supporting our 

coinmunil y, helping local husi nesses grow ~ n d  

keeping our ccoriomy strong. If it make\ our Valley 

R better p lxc  to live, work xid raise families, you 

can L o l i n t  on ( h t r a l  Vallcy Corrirnunity Rank to he 

hehind it. With the strength, s l h i l i t y  and ieliahility 

we've demonstrxed foor 27 y e n .  Being unchanged 

isn't somciliirig mo\t banks would be proud of. But 

then +gin,  Central Valley Coni munity B m k  isn't 

Iikc iiiost bxiks. lust a\k the ciistoniers - ~ r l d  the 

communilics - we w v e .  

Central Vallgg, 
Communi 

Bancorp 

.. . .. 
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I To Our Shareholders 

A rlnt/ier Ye/w Of Slrerzgtl'l. SttibiGiy 
Aw d IYiiiw.w. 

?lie Coiiipatiy extended its strong 

track record in 2006 - a record year h i -  

earnings arid financial pcrfoi-mance. In 

addition to its rnonetary growth, Central 

Valley Conirriunity Rank grew in size 

in 2006, with the opening of three 

new offices in Fresrio a n d  the addition 

ol'new products and services ro meet 

the riccds of our growing clientele. All 

things considered, 2006 gave LIS much 

to celebrate, arid we are grateful to our 

c 11 s t() triers , s t :I f?, managers and d i rcc to rs 

for making it happcri. 

A Coir/inrirJ Forrrs OPI ShmdrnLdt~r. KiLiir 
Lkspitc record earnings in 2006, the 
C:oiiipiy's stock price remained fairly 
flat during rhc ycnr, reflecting the overall 
trend in the Srriall Cap 13 naricial sector. 
However, over [he last five years, the 
stock price has exceetird benchmarks 
comrrionly used For companies our size. 
'I he Company enjoyed strong growth in 
earnings per share during 2006 - :I key 
driver i n  stoclc price - and at year-end, 
our  stock was trading below the average 
price o f  our peers, creating [he potential 
for upward riioverrient in o u r  stock 
price. As the Company looks forward to 

realizing thar potential, coritinueci fociis 
o r 1  providing maximum value to our 
shareholders will rernain a prioi-ity. 

1:jcpnrrdiPig Tb /niprove Our Srrvicr 
Ceniral Valley Cornrnunity Hank 
exparided by two new full-service branch 
locarions in 2006 - one in Fresno's 
revitalized Downtown area arid anotlicr 
in its growing Sunnysidc district. In 
addition, the Rank consolidated fivc 
buildings wtiich housed support, 
ad ministrativr and other departments 
into a centrally-located, 25,000 square 
foot Financial Drive Corporate office, 

which better positions the Rarik for 
ernployre retericion arid growth. These 
moves will also liclp the I h n k  improve 
efficiencies, cnhaticc customer service 
and prepare fin continued growth arid 
expansion in  the years to conlc. 

In 2007. the Hank's Kerrrlan office will 
rclocatc Frorn a smaller leascd f:acility, 
into a larger, compariy-owticd location, 
which will include a drive-up window and 
other custotiicr cotivcnietit features. 7 h c  
Herncion & Fowler ofice will also relocatc 
from an in-store location to a fi-re-stancling 
branch to allow f;)r continued growth 
and expansion in this Fast-growing area of 
CIovis. Geographic expansion will take the 
Rank north to Modesto, wticre a new I .om 

Production officc will oprn to serve m w  
arid existing custoniets between our ofices 
in Madera and Sacramento. I t i  addition 
to rhe hcilities upgrades corripleted over 
[he past few years, the Hank's Clovis Main 
office will undergo a n  extcmiw rcrnodd in 2007. 

More Stwirity, Mow Seriiirt's 
flu?" ONT c l l . ~ t i ~ ~ ~ l l ~ r . ~  

Customer service continues to be our 
higlicst priority, arid an important 
way or differentiating ourselves from 
competitors. Part of this effi)rt includes 
providirig riew producis and services at 
h i r  prices. In 2006, the Rank's Intertict 
banking service was updated with an 
enhanced, user-friendly websiic and the 
new MyBank Oriline Banking product. 
Part of this enhancemenr i ncludcd added 
security to assure the confidetitiality 
arid privacy of cusroiner information. 
Central Valley Cotntriiiiiity Insuraricc 
Services, LLC was introduced recently, 
eiiablj ng the Company to provide 
insurance arid corisulting services for 
hs iness  customers, with a pi-imary focus 
or1 cmploycc henefi ts, proi.'erty/casualty, 
business plan t i  i ng, hu man resources 
ancl esrate planning. Health Savings 
Accounts will also be offered in 2007, 
complementing health beticfit plans for 
our c'iisromers, and olfcring die Rarik an 
additional opportunity to increase our 
deposit base. 

HelpiriK F i d A  Robust Lorn1 Eronorviy 
' h e  Sa11 Joaquin Valley's economy was 
strong in 2006, and Fresno County 
enjoyed a 7.5% unernployment rite 
after two decadcs of double-digit 
unemployment. Much of this growth was 
fueled h y  real estate and construction, 
contributing 50nh o f  the jot) growth. 
While residcntial real estate construcrion 
has tjcgun to slow, coinrriercial real estate 
has remained strong. And although 
residential real estate has see11 increased 
sale periods and some price decline, 
the  local marlret has not collapsed arid 
conirncrcial real estate has remained 
stable. C h r  Company has intentionally 
riot become as concentrated in 
Cotntricrcial Kea1 Estate as some of our 
pccrs; instead we have chosen to diversify 
our loan portfolio with a 1)alance of real 
estate, commercial, i ndustrin I ,  agricult ii ral 
arid consumer loans. As a result of'the 
strong econorriy in  tlic markets we serve, 
the credit quality of our loan portfolio 
is outstanding, and we experienced loan 
growth of approxirnately 10% for the ycar 
2006. 

Stvavrg kh~iri~igs Dt,spitr ClralLeiiges 
At year-end 2006, wc exceeded $500 
million in total Company assets. IIowever, 
based upon our normal pattern, some 
decline i n  average deposits is expected in  
the first quarter 2007 thar will talte us 
below this number. 'I he deposit gathering 
market was challenging in 2006 and is 
expectcd to continue i n  2007. Adding 
to the challenge has been the opening 
ofsevcral new banks in the iiiarkets we 
serve, bi-inging irrational priicing during 
the starrup periods. 'lhe addition of new 
deposit products i n  2007, such as Health 
Savings Accounts and expanded Cash 
Managcrnent Services, will continue to 
liclp grow our core deposit base. Iluring 
2006, the impact of short-term rates 
being liighcr than long-term rates pur 
some pressure o n  the cost of deposits and 
thc net interest margin for our industry. 
O u r  Company conversely continued to 
increase its net interest margin during 
the year, despite the higher costs of 
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funding arid increased competition of heen able to differentiate OIJ~SCIVCS in the a - [I Z L -  
deposits through ihe normal flight to cyiiity market with wise decisions in the areas 
iiiarkets in this type of rate erivironriicrii. of automation, cmployec recruitment arid 
Even with these challcriges, thc Company training, privacy and security protection, 
was still able to increase net earnings by new products arid services, our focus on 
14%, iriirease return on assets, expand the core values, serving oui- cornrriunity, hcirig 
net i titerest margin, arid conririiie to have advocates for our customers, arid our 
excelletit liquidity arid sources of lunds rhai superior service. 
have not been needed or used. A11 ofthis  
accomplished while keeping asset quality :it I m l r i r r x  A / J P ~  
the highest level possible. Having spent 27 years servirig our market 

as a solid and dependable conimuiiity 
S[iiJdi?ig Clu, In O w  M‘irkcts bank with a foundation o l  core values 
‘Iliete has continued to be a consolidation in and experienced leadership, wc are well- 
the ha nlcirig industry with acquisitions and positioned to continue to grow and provide 
rriergers among other banks. Additionally, value to o ~ i r  cusroniers and shareholders. 
tlicre have bccri many new s t a r t - u p  banks While iiiiich has  chariged aroiirid us in our 
- including community banks - opening communities and our indiistry, we reniairi 
new otf;ces. With the ongoing popiilation uiicha ngcd in o u r  cornrnitnicni to servicc. 
growth i n  the primary markets we serve, We look forward io a long, sticcessfiil 
we believc we can cotiiiriue to compete atici futurc, rewarding our sharcliolders while 
prosper. Uric of the greatest cliallenges serving our coiiirriuniries - riot because of 
the industry faces is suficicnt qualified our past s~iccess, hut because our valued 
einployees to meet the ever-changing employees and mariagenicnt give their best 
rcquiremctits of thc rtiarketplacc, regulatory to carfi our CtJstomers’ business and out- 
crivitoniiiciii and products. Still, we have shareholders’ support cvery day. 

Daniel N. Cu nningham 
Chair-man of the Board 

Daniel &* J. Doyl 
T’residcni and Chief Executive Officer 
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I A 27-Year Tradition of Service & Dedication 

I . . . .  .- . .. 

Cctitral Valley Community Bank Senior Man;igcrrictil, clockwise from top  left: 
Shirlcy Wilbutn, I)anicl J. h y l c .  Gary Quiartihrrry, I h i d  Kinruss, a r ~ l  ‘I liutn~i~ 1.. Soiiiincr 
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Central Valley Community Bancorp 

( ~ J E  ‘‘Co~npi9iy’7 was established as the 

holding coiiipany for Central Valley 

Community Rank (die “ h n k ” )  on 

Noveniher 15, 2000, and is registered as 

a bank holding company with the Board 

of Govcrnors of the Federal Rescrvc 

System. ?he Company currently cotiducts 

no operation other than through its 

ownership of the h n k .  The common stock 

of  the C h i p a  ny ti-ades on the NASDAQ 

stock exchange under the symbol CVCY. 

A I Iiistory ofGr.ouvh 
Central Valley Community Rank, founded 
in 1379 as Clovis Corninunity Rank, is 
a California State chartered bank with 
deposit awjuiits  insured hy the Federal 
Deposit I nsuraricc Corporation. ?he h n k  
comrncnced operations oti 

January 10, 1980, in Clovis, California, 
with 12 professional bankers and 
heginning assets of $2,000,000. Currently, 
the Rank operates eleven full-service offices 
arid one limited-service office in Clovis, 
Frcsno, Kerrnan, Madera, Oakhurst, 
Prathcr and Sacramento, plus Cornmcrcial, 
Real Estate, SEA and Agribusiness 
I .ending Departments. Investment services 
are also provided hy Invcstrnent Centers of 
America and Central Valley Corn inunity 
Insurance Services, LLC is now providing 
financial arid insurance solutions for 
businesses. Now with approxirnatcly 170 
employccs and assets of over $50O,OOO,OOO 
as ofDecaiiber 31,2006, Central Valley 
Community Bank has grown into a well- 
capitalized institution, with a proven track 
record of financial strength, security and 
stability. Yet despite the Rank’s growth, it 
has remained true to its original “roots” - a 
commitment to the core values of integrity, 
trustworthiness, caring, loyalty, leadership 
and teainwork. 



Cciirral Valley Community R a n k  
distinguishes itself fi-om other financial 
institutions by providing superior client 
service and by rcrnairiirig independent 
sirice opening 27 years ago. In  
recent years, the Bank has cxpanded 
its unique brand of personalized 
service by expanding its markets 
i n  the Central Vallcy arid opening 
new off;ces in  Sacramento, Kerma ti, 
h w n t o w n  Frcsrio a r i d  Sun nyside, 

in Madera and 
a hands-on board 

of directors and a seasoned senior 
managenicnt ream, the R a n k  continues 
to focus on customer service and 
rcrcntiori while remai ni tig conirriitted 
to the ongoing addition and rctcriiion of  
high-quality employees. 

LSti i t  t,- oJ ibr.-A rt COII iirii ipnw 

Central Vallcy Corrimuniry Rank  
rriairitains state-ofithe-art data 
processing and information systems, 
and ciffers a coniplett‘ line ofcompctiiive 
business and pcrsorial deposit and loari 
products. For rriaximum convcnicrice, 
personal arid h s i n e s s  Tnternct banking 
is available at www.cvcb.corri and 
24-hour Automated ‘l’cllcr Machines 
(ATMs) are available ar most Central 
valley Community Rank oficcs, arid 
exteiidcd days and ha nlring hours 
arc ofrered at selected oHiccs a s  well. 
Additionally, BankLine 24-hour 
tclephonc banking is available io 
providc customer access to account 
in  formarion, deposit and withdrawal 
history, interest earned or paid, and the 
ability to transfer checking and savings 
funds via touch-tone plio~it‘. 

“Rtdiitii)iish$ I h k i r r ~ g ”  Mcrrns Seruir.r. 

l i e  Bank is comrriiiied to increasing 
arid enhancing thc products and services 
offcrcd to customers, while emphasizing 
needs-based consulti tig within the 
branch erivironment. Serving both new 
arid long-time ciistoniers contiiiiics io 

be an important factor in the Bank’s 
growth as evidenced in ongoing 
customer rcfcrrals. Dependable values 
and security have always been important 
to America’s banking customei-s, and 
the Uank is well-positioned to providc 
them, with a continued emphasis on 
privacy, security a nd coiivenicncc. The 
Bank takes protecri iig the privacy and 
security of cusromer inforniaiiori very 
seriously, as detnonstraieci by a range of 
expanded operatiorial security measures. 
These include specialized software, 
procedures and helpful ciisroirier tools 
like the Rank’s icicriiity theft protection 
kit - all designed to give Central Vallcy 
Cotnniiiriity Bank’s ciistoniers maximum 
protecriori arid peace of mind. 

Ccriiral Valley Coiiiniuniry Bank 
o k s  investment services provided 
by licensed representatives from the 
Investment Centers of America. ‘lhc 
Bank’s Real Estate Lkpartment provides 
comprehen sivc pro 
and cotiirncrcial construction loans, all 
types of single-family residential loam 
and other real-estate related rmisxt ions.  
‘lhc Bank supports siiiall business 
growth and commuriiiy jot, creation. 
a s  evidenced by ics certification i n  
SBA’s Preferred Lcrider Progra 111, which 
allows for rapid loan rcsponse to local 
small business customers throughout 
ihc Central Valley. Ccritral Valley 
Conirriunity Ratilr has been recognized 
six tirrit‘s as heing the cop lender i n  rhe 
Small Business Administration 504 
loan program in the counties it servcs. 
l i e  Bank’s parricipation in progressive 
arid specialized lcriding programs for 
small businesses in all areas of the 
Ceiitral Valley demonstrates its ongoing 
conimitmenr to building a stronger, 
healthier Valley economy. 

Central Valley Commuriiiy Bank has 
huilt a reputation tor superior banking 
service by offering personalized 
“relationship banking” for busincsscs, 

profess i o t i  a I s a 11 d i iidivid Lids . Serving 
the business coinnimity has always 
bccii a prirriary focus for  Central Vallcy 
( h m m u n i t y  Rank,  and the Barik continues 
to cxparid iis commercial banlting tcani io 
enhance the level ofservicc to even more 
individual and busiriess customers. This 
sector is further scrved hy courier service 
for business ciistorncrs. 

At Central  Valley Coniniiinity Rank, 
serving a community means inore ihan just 
being in husi ness thcrc. More than meeting 
the marerial needs of its people. It means 
investing rime, talent, and resources to 
make a coniiriiiriiiy a strong arid sarisfying 
place io live. That’s a role the Bank takes 
very seriously. 

Which is why Central Valley Community 
R a n k  supporcs such a wide variety of local 
charities , a gen cies and phi Ian t h ropi es . Prom 
educational causcs to disease research, the 
arts to rlic uriderprivileged, all arc helped 
each year by Central Valley Community 
13ank. Arid not only with thc Bank’s 
fiiiancial support, but also with its people 
who generously voluriteer their ti me to serve 
these important cxises. Coni niiiiiity is truly 
more than jusi ihe Bank’s niiddlc name. 

Strr2ttXii’ Vision 

Thanks to the vision of the Ihtilr’s holding 
company. as well as the leadership of 
its board of  directors, Central Vdlcy 
Community Bank has grown stcadily and 
sensibly over the past 27  years, keeping 
pace witti the needs of its ciistoniers and 
cornniiinity. All while retaining the origirial 
ownership, leadership arid values that 
formed the Bank’s firm foundariori. Central 
Valley Cornrriunity Ranlr. Strong. Solid. 
Unchanging. For personal arid business 
custotiicrs alike. 
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~ Consolidated Balance Sheets 

I Dccctnber 31, 2006 and 2005 ( I n  thousands, except  . ... share . amounts) 

ASSETS 

Cash and due fi-om hanks 

Frtlrral riltda 

Tiii;iI c.;rali ; i r id r a \ h  equivalents 

Interest bearing deposits in other hanks 

Availablv-for-sale investment securities (Notes 3 and 7) 

I.uans, less allowance fur credit losses of $3.807 
i n  2006 a t i d  $3,339 i t 1  2005 (Nutcs 4 ,  9 and 14) 

Bani; premises and equipment, net (Notes 5 2nd 9) 

nank owned lire iiisuraiice (Notv I ? )  

Fcdcnll thine Loan Uank stock 

(hidwil l  

Intangible me t s  

Acrr i r rd  iritcrcat receivable and uthcr mc t s  (Note 8) 

'lbral assets 

LJ.AELLJT1b.S A N I )  51 IAI<I;I I~.?l,l)liKS' LVUITY 

llcposits: 

Nun-interest hearing 

Interest hrar ing (Noie 6) 

' I  b tal  d t p s i  t s  

Short-term borrowings (Note 7) 

Long-term d e h ~  (Note 7) 

Accruvd ititcrest payable and other liah 

' l b t d  liA 

Commitments and contingencies (Noir 9) 

S11; i t~ l i i i I~ lc r~ '  cqiiity (Note 10): 

Preferred stock, no  par valiie; 10,000,000 shares 
aiithorizcd, no shares issued or oursranding 

Common stock. no p r  valur; H0,000,000 shares 
authorized. 6,037,656 and 5,891,820 shares iasilcd 
and nii isinndir ig in 2006 and 2005. respectively 

Rrtairicrl earnings 

Accutndarcd uthcr cumprchcnsive loss, net of taxes 
(Notes 3 and 15) 

I ii t;i I sh ar-zholders' equity 

2006 . .. 

$ a m 8  

- _ _  24,218 

48,l 16 

323 

103,022 

318,853 

4,655 

0,146 

1.891 

K914 

1,071 

6,148 

$ .  500,059 

$ 150,182 

290,445 

440,627 

3,250 

6.404 

450,281 

14,007 

35,888 

2005 

$ 22,105 

- 29,U.W 

51,995 

918 

105,502 

298,463 

2,912 

(1,725 

1,659 

H,955 

1.286 

5,172 

$ 483,077 

$ 153,004 

277,985 

430,089 

1,250 

3.250 

4,665 

442,154 - 

13,051 

28.977 

(507) 

41.521 

481,677 
-. 

$ 

'Ihe accottipanying notes are an integral parr uf thcsc consolidated financial sratctncnts. 
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~ Consolidated Statements 
of Income 

2006 

For t h e  Years Ended December 31. 2006. 2005 and 2004 ( I n  thousands.  except per share amounts)  

2005 2004 

IN'I'LKLS'I' INCOME: 
lntcrcst and fccs on luans 
Ttltcrest on Fudrral furiris snld 
Inieresr and dividends on investment securities: 

'Iixahle 
Exempr li.om Federal iiicoiiir taxes 

$ 25,527 
1,165 

3,213 
1,027 

IN'I'EKI3'1' EXPENSE: 
lntcrcst on deposits (Note 6) 
Oilier (Nnir 7) 

0,210 
349 

Total interest cwpcnsc 0,559 

Net iiitei-rst iiiconie after provision for credit losses 23,573 

NON-INTEREST INCOME: 
Service charges 
I .oa 11 place til e 11 t l i es  
AppreciaLion i n  cisli surrender yaluc ofllstlk 

owned life insurance (Note 13) 
C,airi from bank owncil lifc insurance (Note 13) 
Nei rralized gains oii siles a r i d  cj l l lc  

of  itivesttiiriit srciirities (Note 3) 
Federsl Hornr T . m r i  Rank siock dividends 
Gain on sale and disposal of equipment 
Other income 

2,512 
350 

25 3 
h25 

123 
89 

I92 
1.013 

N O N -  I N'I'liRES'I' EXI'ENSLS: 
Salaries arid criiploycc Irctichts (Notcs 4 and 13) 
Occupancy and e q t i i l m e n t  (Nnies 5 ar id  9) 
Other cxpcnscs (Notcs 9 and 12) 

I 0,871 

5.249 
2,421 

I'I<OVISION F O R  INCOMF T A X t  C ( N O 1  I 8 )  3,298 

I)iliitetl cwiiings per share (Note 101 $ 1.07 

$ 21,115 
702 

3.061 
1,192 

26,070 ~. 

3,880 
253 

4,139 

21.931 

510 

21,421 

2,4 I4  
390 

21 5 

92 
68 

1 
820 

~ - 

4,009 

9,178 
2,133 
4,731 

16,042 

9,388 

~. -. 3.344 

$ 6,044 

s 1.03 

$ 0.94 

x 13,227 
234 

2,400 
839 

. -  16>792 

1,793 
185 

1,978 

14.821 

2,340 
310 

200 

481 
41 

1 
689 

4,084 

7,530 
1.62 1 
4 , l O h  

- 13,2i& 

5,6111 

1,044 

$ 3,635 

0.71 rr 
5 -  0 (74 

. 

'Ihe accompanying tioies are an integral part of tliesr consolidatcd financial statements. 
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Consolidated Statements 
of Changes in Shareholders' Equity 

For t h e  Years Ended December 31, 2006, 2005 arid 2004 ( In  thousands, excep l  share and per share amounts)  I 
Accutnul.11~i1 

(1 IIIL t 
(.omaielihairi~c I oral 

Balance, January 1, 2004 

C:omprr\icnsive income (Note 15): 
Net incomc 

Other comprehensive Iijss, net oftax: 
Net chat1 'c  in unrealized gains on available-- 

foi--sabe itiveitmcnt securiiici 

Total cornprehrrisivc income 

(:ash dividend - $.05 prr share (Nore I O )  
Stock options exercised atit l  related tax hencfit 

Kelwrcliabc and retirenirnt of-common stuck 
(Note 11) 

(Note 10) 

Rslaticc, Decemher 31, 2004 

Coniprelirnsivc income (Note 15): 
Net iticornc 

Other comprchcnsive loss, net oftax: 
Net chaii e i n  irtrrrdized gain5 nti available- p.. , ': , . - .  : . '  I;)r-sa L invewiient uuiities 

Total compi-ehetisivc income 

Stock issurd for acquisiriori (Note 2) 
Stock options rxcrciscd and related tax henelii 

(Nutc 11) 

Balance. Decerribcr 31. 2005 

Comprehcnsivc income (Notc 15): 
Net incotric 

Other comprchcnsive incotrw, nut of tax: 

for-sa L invewiient scumtics 
Net chan e i i i  unrcdized low uti wailable- p.. , 'I , -  ' : . 

Total comprehensivc income 

Kepurchasc and retiremcnt of coiiiniott stock 
(Note 10)  

Stock basctl compensation expense 
Stock options exercised and related tax heneh 

(Note 11) 

Balance, December 3 1 ,  2006 

In( oinr (Loss) 
( N C l  ( r f ' l i xr , )  

5,1~w,n54 $ 6,096 $ lL),501 $ 1,123 $ 26,720 

3,695 3,095 $ 3.695 

(793) (7'):s) 

(1 8,000) (211) -~ (213) -- 

5,257,734 6,343 22.933 330 20,606 

6,044 6,044 $ 6,044 

(8.57) (837) 

522,106 6,079 6.079 

631 

5.891,820 13,051 28,977 (507) 41,523 

I I I .980 ( , 3 1 - ~  - - - - 

6,911 6.911 $ 6.311 

390 390 390 -- 

sr 7,-IpI -- 

(26,200) (395) (395) 

163 163 

172,036 1,186 1,186 - ~ ~ ~ ... 

$ 49,778 

IXsclnsiirc of reclassification amount, net of lases (Note 15): 

Unrealized hulding gains (losscs) arising during the ycar 
I t s s  rcclassiticatiori adjustmetit for net gains included i n  rlct income 

Net chsrigc in unrraliicd gains (losses) on available-for-sale 
invesrmrnt securities 

2 0 0 L  2005 2004 

'Ihr accompanying notes are ail integral part of these consolidated financial srgrcmcnts. 
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. .. 

' Consolidated Statements 
1 of Cash Flows 
1 For the Years Ended Dccernber 31, 2006. 2005 and 2004 ( I n  thousands) ~ 

2000 2005 2004 

(:AS11 I:l.(7WS FROM OPERATIN(; AC'TJVITIES: 
Ne( iticonic 
Adjustments IO reconcile net irtiorire In net cash 

provided by operating activities: 
Net increase (dc<trase) i n  deferred loan fees 
Ikprcciation, accretion and amortimion, n e t  
Stock-lxised compensation 
Tax henefit from cxcrcise of stock options 
Provision for loan losses 
Net rcaliwd gains on sales and ialls of  

available-for-sale invcstrricrit seciirities 
Net gain on sale and disposd of equipment 
lncrcasc it1 batik owned life insurance, net of expenses 
FHI .R stock dividends 
Net (iiicreae) decrease i t 1  accrited interest 1-eccivablc and ollw :isset.s 
Net increase in acrrucd itrtrrev payahle and othcr liabilitirs 
Provision for dcfctrctl it icoiiie taxes 

Ner cash pi-ovidcrl by operating activities 

CASH FLOWS 1;KC)M INVESTING AC l ' lV l ' l ' l F3 :  
C a s h  and cash equivalcrita acquired i n  acquisition 
Purchases o f  avail:rble-for-sale investment sccutitica 
I'vxccds limm sales or calls of~available-(br-sale investment securities 
Proceeds fi-om maturity of availahle-for-sale invcstmcnt scc~~rities 
Proceeds from ptiric.iprl repyiiients of availahlc~t~ir+dc itivrsitiieiit securities 
Net dc i rcae  (increase) in intcrcst bclritig dep(>sils i n  other banks 
Net FHLU stock purchases 
Net increasc in loans 

I'urchasca o f  bank owned life insurance 

Net cash used i n  investing activities 

CASH FLOWS FROM 1'1 NANCINT, AC:TIVIl'IES: 
Net (drcrrase) increase in demand, iritctcat-I>rsring and savings deposits 
Net increase (decrease) i n  titiie deposirs 
1'1-occcds frtrrri Iwtrt.jwitig.s from Fedei-a1 1 lomc Loan Rank 
Repayments to Federal llonic Loan Hank 
Repayment of borrowings ftorrr vrlrer linancial institutions 
Proceeds from borrowings frotri other financial institutions 
Cash paid for dividends 
S l i m  rrpiirchase and rctircmcnt 
Proceeds from exercise of stock optiona 
TAX henefit froin exercise of stock options 

Net cash pi-ovidcd by financing activities 

(hcrease) increase in cash and caah cyivalrtiis 

CAS11 ANI) CASH EQ1JIVAI.EN'I'S AI' ULGINNING O F Y E A R  
cnsi I A N I )  C A S H  EQLIIVALENI'S A I  P N I )  (:)I, Yt..Art 

S L J I ~ I ~ I  I ; M I ; , N ' I A I ,  rm(:i.osuitE OF CAS] I 1 ' 1  ow I N ~ R M A T I O N :  
C h l i  paid during the ycar for: 

lntercst expense 
Ineotric iaxes 

I;>r-sale investment securities 

NON-CAS1 I I INANCIN(; A(:TIVITIES: 
fi-om stock optioria cxcrcised 

TAI .  S(:HEI)ULL KLLAI'IL) ' 1 ' 0  A C Q ~ J l S l T l O N :  
o f  Hank uf Madera Counry: 

De >(>si($ 
Ot!wi- liabilities 

Goodwill and intangibles 
Premises and equipment 
Federal llonic Loan Batik stock 
Other assets 
Stock issued 

1. Odflb,  flrl 

Cash and cash c q ~ ~ i ~ a l e r i t s  acquired, ne t  of 
cash > A i d  IO Bank of  Madera County 
sliarki>lders and option holders 

The accompanying notes are an integral part of thcsc consolidatccl f;rlaricial sratemenrs. 

B 6,91 1 s 6,044 $ 3,695 

94 
2 3 8  

(1 73)  
510 

100 
1,617 

163 
(451) 
8i)o 

(123) 
( I  92) 
(248) 

(89) 
(398) 

2,190 
(838) 

9,504 

21 
(30.657) 
16,559 
1,000 

15,085 
595 

( 1  43) 
(21,350) 

(2,987) 
488 

1,332 
(505) 

(20,5h2) 

( 5 3 5 1 )  
15,589 

(11.788) 
(1.250) 

!J,7HH 

(14.3) 

10,760 

13,844 
(50,046) 
15,487 

25,463 
1,687 

(40.781) 
4,775 
4,500 

26,488 
(2,105) 

(807) 
(22,5 8 3) 

(539) 
5 

(47,458) 
(781) 

(440) 
(42,244) 

32,000 
0,034 

- ... ( 3  1,047) 

38,466 
(2,845) 
6,000 

(7,000) (2,000) 

2,500 
(263) 
(21 3) 
317 
143 

37,105 
8.481 

_. 

35,334 
43,81/r 

- $ 

(395) 
735 
45 I 

7,17!) 
(3 ,879 
51,995 

5 48,116 

458 
173 

39,605 
n, iHi  

.. . 43,814 
$ 5 1,995 

$ 3,947 
$ 3.223 

$ 6,362 
s 3,4011 

$ 2,000 
B 2,409 

s ( I  ,407) $ (1,090) B 650 

.y; 451 $ 143 

21 
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Notes to 
Consolidated Financial Statements 

I .  

- General ~ Central Valley C;ommuniry Rar imrp  (the Company) was incorporated on 
Frhrirary 7, 2000 and subsequently obtained approvd t'rorri the board of Governors 
nf ilrr Fctlcral Rcscrvc Systciii to be a bank holding C U I J I ~ I ~ Y  in connection with 
its acquisiiitrri nF(3cntral Vdcy Coiiimuiiity Bank (11ie R a n k ) .  Tlic Company 
became tlie sole sliarclroltlct of thc Bank on November 15,  LO00 i t i  a statutory 
mergei-, pursiiiiiii IO wliicli cach outstanding share of t he  Hank's coiritnu~i >tuck was 
exchanged for o t x  s h r c  uf rummon stock of the (:rrmpany. 

'lhe Rank  npcratcs I2  branches in ( h i s ,  Frestin. wrsi r i t i ~ l  riorthcast I'rcsno 
County, Madera (:trirniy, a r i d  Sacramento, California. l i e  R a n k s  ptiriiaty soitrcc of 
rcvcnuc is providing loatis ro ci1siotricra who arc prc.dominately striall and triidtllc- 
markei Iuaiticsscs and individuals. l i e  R a n k  

'Ihe ~ccouni ing a r i d  repor 
and subsidiary conLmi wiili 
Slaies of Atricrica and prevail 

SUMMARY O F  S1C:NIFICAN'I' A(~:(~:OLIN'I'ING I'OLI(:IES 

ibsirliarics have nominal activiry. 
tral Valley Cirriirriiinity Hancorp 
les generally acccpicd i r i  the LJnitcd 

hiti tlic banlting industiy. 
Managetiwrit 113s rlctcrniined that since all of  the banking prodLlCtS aiid services 

' available in each hrancli of ttic Rank,  all branches are 
iriornic environment and matragrmrrir &a not allocate 
.rrtiia~icc ofdiffkmt lending or tratisaciivri activities, it 
h e  Rank tiratdies and report t l ieti i  a s  a single operating 
x i t i t s  for more than 10 perceni nfrcvc~~tics for the 

O r i  Scptcnibcr 21, 2005, tlie Cnrripatiy's Kuard of LXrectors api>rnvrd a twu-tor-- 
one stock split for shareholders of record ;it i l i c  < h e  ofbusincss on October 5, 2005 
and cffkctive on Octohcr -31, 2005. All share and per share h a  in the consolidated 
Lnancial statements have heetl rrttoaetivcly restated to give etfrci io the stcick split. 

(:er[aitr reclaasihrations have heeii made IC) prior years' balances to conform i n  

classifications iised i n  2006. 

Principles of (:onsolidatinn - Tlic Lunsolidated finaiicial stiiriiicnts include the 
a i i u i i r i t s  ofthc Coiiilmny and thr corisulidatcd accounts of its whnlly-owned 
suhsidiary, the Hanlt. In addition, r l i r  ~i~cui t r i t s  of thc Bank's wholly owned 
sdxidiarica, Clovcst Corporation (C:lovvst) and Clovis Securities (hpcrratiori (an 
inaciive cciriipany), arc included i n  11ir cot 
nperaiiiig rcsiilts of-Clovest were m i  signif 
accounts and I rmiwtiona tuvc been eliminated i n  c.oiiaolidatioti. 

Use o f  Estimates - 'Ihc pi-eparatioti o f f~ r ia~ i c i :+ l  statcments in conl>)rrriiry with 
accounting principles generally accepted i n  the IJtiitcrl States of Aiiieric.1 reqLiirrs 
management to make esiitiiatcs and assumptions. Tlicsr estimates and assumptions 
arl;ci ilic rcportcd amounts of  assrts and liabilities at tlie dale of ilic financial 
statements and the reported anroiirits ofrcvciiues and exprtiscs during the reporting 
prriwi. Attual rcsults could diffrr I to t r i  thcsc estimates. 

(:ash .itid Cadi Eqitivakts - For rlie piirp(.isc of the statement of  cash Ilows, cash. 
due from hanks and I'cdcral funds s o l d  are corisidcrcd to be cadi eqiiivalcrits. 
(hierally, Fcilcral f h d s  are sold for nrie-day periods. 

Investment Securities .- - Tnveittiicnts arc classified into the fullowing categories: 

. Available-for-ralc sci,iiritics, reported ai Liir v:duc, with unrealized gaitis a r i d  

liilatcd financial stdteiiirnis. The 
[ i t .  AI significant intercotiipariy 

Ioascs cxcluded from e;irtiitiga and reported, ne1 of ~i lxcs,  as acciiniulated other 
cnmprchcrrsivc income (loss) wiiliiti stiarcholders' equity. 

~leld-to-mai~irity sccuritics, which niansgctricnt has the positive iiiirrit anrl 
ahility ro l ro ld  to maturity, reported ai atriortizcd cost, adjusted for tlic accretion 
of discounts < i t ~ l  artiortization of preniiiims. 

Management deicrniirics the appropriAte classiht ion of its iiivestnirnts at 

the time of purchasc atid may only change llic rdassification in certain litnitcrl 
iirciimstances. All rransfer~ bctwccn categories arc actountcrl for at fair V P I I ~ C .  Aa of 
Uecemher 31, 2006 and 2005, all nf thc Company's iliveslnlrtits wcrc classified as 
available-for-sale a r i d  there were t i n  tratislicrs bctwccn categories. 

(%iris or losses on ihe salr ofinvcstiiient seciititics arc computed nti ihc specific 
identificaiivri method. Interesi carried on investmenr securities is reporiecl i n  
interest inconw, w t  of applicable adjirsiiricnts for accretinn ofrliscounts and 
amurtimtion of premiutns. 

. 
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lnvestmeiit securities are evaluaied I ; i r  irripairrrictit on at least a quarterly 
basis and more frequently when economic or markei cnnditiutis warrant surh a n  
~v:duaiioti to dctcrminc whether a decline in their value is otlier iliati iriiiporary. 
Matiagemrni u t i l i m  rritcria such :is the magnitude and duration of die decline 
and die itrtcfit arid ability of thc ( h i p a n y  to retain its investment in tlie seciirilies 
for a period of  iiiiir srrflicirnt 10 allow for an anticipated recovery in fair value, in 
addition to the rrasntis iitidrrlyitrg tlic <Ic<litrcI to dctcrminc whether the loss in 
value is other tliaii ~rmporary. The term "other than temporary" is not intended to 
indicate that i hc  dc&c i s  ycrrnancnt. but indicates that the prospects for :I near- 
term recovery n f v a l u c  is tior necessarily kworable, or that there is a lack of  evidence 
to support a reali/.ahlr va lu r  r q d  tu u t  greater than the carrying value of the 
invcstmcnt. Once a decline i n  value is drirrrriiricd to be other than temporary. the 
valiic of the security is reduced and a correspondiiig rhsrgc to  earnings is recognized. 

_ _  Loans - Loans are slated ai Irtiii<.ip:d Lalanr-cs outstanding. Interest is accrued 
daily bascrl upon outstanding loan halances. However, wticri, in thc opinion of- 
 riar ria Tcriicnt, loans arc considered impaired and rlir fuiurc collcctibility of interest 
and priiicip;d is in  serious doubt. a loan is placed on notiaccriial i t a t i i a  a r i d  the 
m x i a l  of  ititrrrsi inroriic is suspended. Any interest accrued hili unpaid is chargcd 
against income. Paytrierits rcccivcrl arc applied to reduce principd to 1lie extriil 
necessary to ei is i i r r  collrciioti. Sulscqucnt payments on these Inans, or paytrrrnis 
received on tronairrual  loans for which the ultimate collectihiliiy uf priricipal is not 
in doubt. are applird firsi to catncd but unpaid interest and then IO principal. 

An impaired lnati is iiiriliiircd b:ocrl on the prcsent value of expected l.iiliire cadi 
tlows discounted at the loan's ef l rc i ivc inirrrit rate or, as a pi-actical matter, at the 
Irrati's ohscrvablc niarltct price or the fair value o f  crrllatcral it' the loan is collateral 
dependent. A I ~ t i  is (.onaidered impaired when, based on current iriLirrriativri :ind 
events, it is probable that the Cnmpi~iy will be iinablc to collect all amounts due 
(iriilurlirig both principal aiid interest) i n  ; i c c d a t i i c  with the contractual terms of 
the lmii agrccrrrcnt. lritcrcst income on impaired loans, ifappropri"tc3 is recognized 
on a cash baais. 

Substant iall y a l l  loati u rigination fCcs. coinini tineti t fees, d i reci Ioari origination 
costs and purchase prrtniurris a d  discounts on loans are deferred a n d  rccognirctl 
as an adjustment dy ic ld ,  to tic amortized to interest i i icoii ie civet the rontractital 
tei-iii of the 1o;in. Tl ic uriarriortizcd balance of deferred fees and costs ia reported as a 
component of tiel loaris. 

'Ihc Company may acquire I n a r i s  ttirougti a business comhinarion or a pirrchasc 
I;rr which diffcrcnces may exist helweeti ihe coritractual cash flows and the cash 
Hows expectcd to be collected due, at least in part, IO crcdit quality. When the 
Conipany acquires s t i c l i  loans, tlic yield that may be accreted (accrrtablc yield) 
i i  limited to the excess of the C:ntnl,any's catirnatc ofundiscounted cash llnws 
exprc ie i i  io be collected over the I:nmpany's initial investment in the loan. 'lhe 
excess of contractual cash flows over casli llnws cxpcctcd to be collected mny 
tint he recogrii/cd as an adjustment to yield, loss, or a valuation allowance. 
Suhsequetii iti<rCascs in cash flows expected to hr cnllcctcrl generally should he 
recngnizeti Irroapcctivcly through adjustment of ilre I(:ian's yield over its remaining 
life. Ilecreasrs in rash flows expected to he crrllecird shodd be recognized as an 
impairmetii. The Company may not "carry over" or crc:<tc a valuation allowance i n  
the initial accounting h r  loans acquircd under these circittrrsisri~ca. At 
t)cccmbcr 31. 2006 and 2005, ttrcrc wcrc no such loans heing ac(:iriititcJ for under 
this pcnlicy. 

h ' 

- T i c  allowance for credit losses ir  iiiaintaincrl to 
impaired l(.iatia a n d  other losses that can hr rxpcctcrl tu 

ncciir i t i  rlrc riornial course of husiness. l i e  determination of the allowance ir  kaacd 
on estitiiairs riiarlc by management, to incliidr curiaideration of the char.icler of  ilrr 
lnaii por t l ; h ,  specifically identified prohlem loansr potciitial losses i i i l ie ret i i  i n  [ l ie 
porrfolio lakcri as a whole and economic condiiioria in the Hank's service arra. 

hy managrtiirtit for specific risk of loss. I n  addition. a reserve factor is assigned 
to currently performing loans based on ihr Rank's historical loss experience arid 

other factors. Management also computes specilk a n d  expected loss reserves fnr 
loan commitmenis. T i o c  estimates are susceprihlr io changes in the economic 
cnvironmcnt and market corirlitio 

Tlir Rarilis Audit (hiimiiirr r ws the adequacy ofilic> allowancc for credit 
losses quarterly, to include coiisidcration of-the relative risks i t i  the portfolio. currelit 
economic cotrdiiions anrl other factors. T i c  allowance is adjusied Iraacrl on that 
rcvicw if, in  the judgtncnt of the Audit (:nmmittcc and nianagemrtii, changes arc 
warran red. 

(:I~ssilied loans and loans determineti t n  hr itripaired arc individually evaliratrd 
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T t i i h  allowance is esiahlished through a provision for credit losses which is 
charged to expense. Addicions to the allowance are expected to maintain the 
adequacy of the total allowance after credit losscs and loan growth. ‘Ihc allowance 
for credit losses at L)cccmLcr 3 1,2006 anrl 2005, respectively, reflects rnanagcmcrit’s 
estimate of-potential losses in the poi-tfolio. 

Ratik Prctriisca a r i d  Equipriictit - Ratik ptctniacu” at id  cyiptncrit  arc carried at cost. 
Depreciation is rlctcrmincll using the straight line mcthorl over the estimated uscfd 
lives ofthc related assets. 7tic uscfid lives of Rank premises arc estimated to be 
lrctwccti twctity a r i d  furry ycars. Tt ic uscfiil lives of improvemerits to Rank premises, 
furniiiire, fixiures and equilmieiir are esiimaied IO h e  i l iree I O  i e t i  y r a r h .  I 
iniproveiiicnts art‘ amortized over the life of tlie m e t  or the term of tlie related IeLqe, 
whichcvcr is shorter. Whcti assets arc sold or otherwise disposed of, the cost and 
relaird accirmirlaicd dcptcciaiioti :arc rctiwvcd ftotii the accounts, and any resulting 
gain or loss is recognized in income for the period. l i e  cos1 oftiiaitiirtiatiCr a t i d  

repairs is charged to expense as incurred. 

changes i n  circiiiiisiances indicale i l i a i  ilir carrying atriwtit ofswlr  assets may not 
he fully recoverable. 

_ _  Goodwill - Business combinations involving the Bank’s acqu 
interests or net assets of another enterprise give rise to goodwill. (hodwill of 
$8,‘W,OOO represents thc cxccss of the Cost ofthc Hank of Madera County over 
the net of tlie aiiioutits assigned [to asscis acquiretl atid linliilirics aasumcd in the 
transaction accounted for undcr the purchase method of  accouniing. Tlir value 
~rfgixidwil l  i s  ultimately derived from the Bank’s ability to generate net eiriiitigs 
after the acquisition and is tioi cleduciiblr fur tax purposes. A rlcclinc in net 
earnings could he indic.itive of  decline i n  ilir lair vaIuc ofgoudwill and result in 
impairment. For that reason. goodwill is assessed A I  lrasi atiriiially for irripairmcnt. 
‘Ihere was no impairment resulting from maiiagrtnrtit’s aasCssrlicilt during 2006 or 
2005. 

Tiitarigiblc Assets - ‘Ihc intangible assets I-epresent the estimated Liir vdue vf t l ic 

cone rlcposit relationships acquired in the acquisition of  Ihnk  of Madrra C h r l t y  
<if$ 1,071,000, net of$429,000 in amortization at 1)ecemher 31, 2006. l i e  core 
deposii iiii>itigil>lc is being atiiimiicd by the straight-line method over an esiiiiiaied 
life of seven years. Managemenr evaliiaies tlir rciovcrability and remaining useful 

‘Ihe Hank evalilaies prrmises and rqiiipiiiriii for fitiaticial itiipairnwtt as events or 

dcterniine whether events or circiiiiisiaticca warratit a revision to the 
iir tlic remaining period of amortization. l i e r e  were nil such rvc t i ts  

s i n  2006. Aiiioriii.:iii~rti cxpcrisc recognized in 2006 and 2005 was 
6L15.000 and $214.000, respectively. 

1tici:itrrc Taxes r l i e  Company files its income taxes on a cotisolidalrd lrasis with its 
suhsidi.iry. l i r  jlllucation id’iiiconie tax expense (benefit) represenis each rtiiity’a 
proportionate share c ~ f l l i e  conscrlidatctl provision for income tries. 

1)eferred tax assets and liahilities arr rccogtiiicd for the tLw consequences of  
temporary differences herween ilir r rpmcd atiiounts of assets and liahilities a n d  
their tax bayis. I leferred fax asws a t i d  liabilities arc adjusted for the effects of 
changcs in tax laws and rates on the date ofetiacitrirtit. On the balance sheet. net 

re iricludctl in accrued interest receivahle a n d  (rtticr assets. 

Earnings Per Share - Basic earnings per slrare (ET‘S), which excludes dilution. is 
cnmirrrirtl by dividing inconic available to c(omiiinii sharrtiolrlcrs by the wciglited- 
average niiiiiher (rf~~)iritri(:iti sliarcs outstanding for tlie period. Diluicd ET’S 
reflects the potential dilution [ h a t  <oultl occur ifsccurities or other cntrir:icis 11.1 

issue common stock, such as stock optiutia, result in the issuance of coiiiniclti stcrck 
which shares in the earnings of  [lie Cmipany. All data with respect to compiriitig 
rartiitig\ per share is retroactively adjusted io reflrci atuck divirlcnrls and splits and 
i l i c  trcasury stock method is applied to drrrrtrritrc the rlilutivc effect of stock npriniis 
iii romputing diluted LPS. 

Share-Rased Ciitri!wisatign .- ‘ I  he Company I n ?  three share-b:actl ronipcnsatioii 
p lwia ,  tlic Central Valley Communiiy Ratitorp 2005 Oninihus Inceniive T’lan 
and [hr 2000 anrl I002 Stock Option PLitrh, a11 ufwhich were approved I>y [lie 
shareholders of the Coiiipny. Tt ic I’lans do not provide I& ihc scttlcmcnt of 
awarrla i t i  cash and new sliares are issllcd upon option exercise or rcstrirtcd share 
gratits. These plans are more fully dcarribcd in Note 11. 

Efeclive January 1 ,  2000, the (h i ipany  adopted Statement ofl5nancial 
Accounting Standards No. 123(K). JjJarp-HRSr~~f’ayrnrnt (SFAS 123(R)), using the 
modified prospective application transition mctliod, which rcquirca rcci.igtiii,itig 
cxpcnsc for options grantcrl prior tu tlic adopiion da ic  rqiial to  l a i r  valur of ilir 
unvcstcd amounts over thcir rctriaitiitig vcstitig prriiid, I 
fair v d u c  cstitilatcd ir i  acr.otdaticr with thr original prnv 
Ac~umr ing f i r  Stork. Bawl C 7 u w p r n s h ~ n ,  arid cutrrpctlaatiorr cost fur all share-based 
p:aymcnts grantcrl subscqucrit to Jariuary 1, 2006, based oti the grarit rlatc Fair valiirs 
cstirrratcJ i n  a<iotdaiicc with ilic proviaiotis of SFAS 1 Z3(R). T i c  C h i p a r i y  applird 
the altcrmativc transition method in calculating its pool of excess tax benefits available 
to absorb future tax dcficiencics as provided by PSI’ I;AS 123(K)-3, li&siriun 
EIPr-tiun R r h d  to Ar counting fur t h  Tm Efii ts yfSh~rrr-&rsrd Paymrnt Awards. 
Ttictc were 15,000 optioria gratitcd i t )  2006 a n d  156,300 grantcrl i n  2005. Rcsulta 
for prior periods liave n ~ ) t  heen resiated. Prior roJaiiiiary 1 ,  2006, ilir Cotiipatry 
accounted for these plans under the recognition and iiieasureiiieiit principles of AI’U 
Opinion No. 25, Arrur,wringfur Srwk fssurd ru Lhpluye~s,  and related Interpretations 
(APH 25). Nu stock-based curripensation cost is rcflcctcrl in net income prior to 
Jaiiiiwy 1, 2006, a s  all options graritcrl iitirlcr tllcsc platis had an cxcrcisc price equal 
to the market valuc of the underlying common stock on the date of the grant. 
As a result of adopting SPAS 123(K), the Company’s income before provision for 

intornc taxes and net income for the ycar cndcd L)cccmbcr 31, 2006 are $103,000 
and $142,000, rrspccrivcly, lower tliati if i t  harl <oritinucrl to account for sharc- 
bascd cumpctisatioti un r APR 25. Rasic anrl rlilutcd earnings per share for the 
yrar ctidrd r)cwrd)cr 3 2006 would havc been $1.18 and $1.03, respectively, 
witlioiii rlie adopiicrti 01 FAS 123(R) C(.itripatcd tu  $ I .  I6 anrl 61.07, respectively, as 
rcportcd. 

ft<rtri t a x  dc~lrr~tiuna in ex of the compensation cost I-ecognized for those olxions 
(excess tax henefirs) IO he ilied as :a c l l r  flow ftvtrl 6rlancing in thc statcmcnt of- 
cash flows. Excess rax henefits h r  [ l ie yrar eritletl Drcrtiilicr 31, 2006 was $45l,000. 

In kbruai-y 2005 the (:oiiipatiy accelefiirrd tlie vesting of 1 x6,000 optiona 
previously granted to certi i i  directors and rxecutivr olliccrs as rcflcctcrl in the table 
below. No stock-based compensation is reflected i n  tiel iticotnc for the ycar cnrlcrl 
December 31. 2005, as a result of the acceleration o f  the vesiitig a s  ii is cxpcctcJ 
that generally all of the dii-ectors and executive managemenr wliosr optiotis wcrc 
acdcra tcd  will remain with the C:ompny through the original vcsritig pcriorl. 

a h c  if tlic Compmy had applied the fair value recognition provisions of SFAS 123 
to npiinns glanird utidct the ( h r t p n y ’ s  stock option plans in all periods presented. 

SPAS 121(R) requires the cash flows resulting from the tax henelits resuliing 

The following table illustrates the pro forma effect on iiri i t i ~ i r t r i ~  atid earnings per 

Years Ended Decrtrrbcr 3 I ,  
-- 20% 21)04 

(In thousands) 

Net earnings as reported $ 6,044 $ 3,095 
Deduct: Total stock-based compensation 

cxpcriac rlctcrniincd under the fair value 
based method fix all awards, net of related 
tax cffkts 478 ~- 2 y  

Pro forma net incoiiir $ 5,566 $ 1,445 

Basic earnings pet sliarc - pru forma $ 0.95 $ 0.66 

L)ilutcd earnings per share - a s  rrpcrrtcd $ 0.74 $ 0.64 
Diluted earnings per share - pro Lorma $ 0.87 $ 0.60 

R a i l  earnings per share - as reported $ 1.0.3 $ 0.71 

T l i c  Cotripmy bases the fair vdue of  d i e  opiiotis previously granted on the date 
of grant using a Black-Scholes option priciiig triorlcl that uses assumptions hasrd on 
expected option life, tlie level ofesiitriatcd forfciturcs, expected stock volaiiliiy atid 
the risk-frcc interest rate. Stock vnlariliiy is Lrascrl on the historical volatility ofclrr 
Chrrpatiy’h stork. ‘Ihe risk-fi-ee rate is hased nn 11rc 1J.S. ‘licasury yield curve and 
the expected ~ e r i i i  ul’tlic optiuns. ‘Ihe “simplified” nrrilicrd rlcacribcd in SE(; Staff 
Accounting 13iillriiti Nu. I07 was used to determine ilrr expected term of the Bank’s 
o p t i o n s  in 2006 and 2005. 
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2006 2005 2004 

Lhidend yield 
Expcr tcrl vol.itility 
Risk-r)cc iritcrcst rate 
Expected option life 

.5 %l -5% .5% 
15.(i5% 50.29%) 66.27% 
5.05% 4.100% 4.17% 

h.5 ycars 6.5 ycars 10 ycars 

I tn!iacr of New Fit!?ii~!.Avcl:iutr.!:lril: Standards 

Frrir Kdur Mrmirrrrrnrt! 

In  Septemher 20Oh, i he  Firistir,ial Aeauintirig Standards Hoard (I'ASB) issued 
Statement No. 157 (SMS 157). &ir Kdue Mfrrsurt~wierrti. SFAS 157 dcf;rics Gait 

blishcs a framework for measuring fair value and expands disclosiires 
value iirrawretiietrt~. SFAS I57 applies whcncvcr other standards require 

(01- permit) xsets or liahilities in hr tnrasurrtl at hit value but docs not expand the 
usc offair value in any new circumstances. In iliis s i m h i ,  rl ic FASR clarifies the 
principle that fiir value should be based on the assutnptiotis market priicipatits 
would iisc w h  pricing the assct or liability. In support of this principle, SFAS 157 
establishes a Fair Y a l w  hirrarchy that prioritizes the information used to develop 
rhmr assutnptiotrs. l i e  provisions of SFAS 157 are effective for financial sratemenrq 
issued for f k d  ycarb beginning after Novcmber 15. 2007 aiid interim periods wiilii i i 
tlinse fiscal yrars. l r c  provisions should be applied prospectively, except for certain 
specifically idenrified financial itistrurrictits. Management docs not expect the 
adoption of SFAS 157 to have a iiiateri;d i m p t c i  IC) tlir ( h i p a n y ' s  financial position 
o r  rcsult of operations. 

Acroruitiricy.fir ~ h 2 r F V t d I q  irr rr1yltart)r GxrJ 

In July 2006, the bASB issued Financial Accoiitiritrg Staticlards Interpretation No. 
48 (FIN 48j, Awui inrkgf i r  Urirrrrrllinry in Imam, 7;rxr.i - (191 i~rtrr,tmwtion oj'FASH 
Stmrmrne No. I W  FTN 4X clarif;cs the accounting for uncertainty in income taxes 
recognized i n  a n  enterprise's fitiariLial statements in accordance with FASB Statemeni 
No. 109, Accounting for Incomr Taxes. FIN 48 prescribes a recognition threshold 
and tiieasuretiieiil sratidard for tlic 6riancial statcmcnt recognition and ~iieasureiiieiii 
of a tax position taken o r  expectrd to be taken in a tax return. Fin 48 also provides 
giiidancc on derecognition, classificarion, iiitrrrst atid pcndtics, accounting in 
itirrritii periods, rlisclosurcs and transition. 

estimate of whether it is r emmhly  possiblr that a liability has been incurred for 
urirccognizcd income tax benefits hy applying FASR Sr:atcrrictit No. 5 ,  Accounting 
for Coni i tigcnr ics. 

'lhe provisintrs of FIN 48 will be cffkctivc for the Company on Jattilary 1, 2007 
and arc to be applied to all tax p(sit ims r p t i  initial application of this standard. 
Only tax positions that meet the more-likely-than-nclr rc<ogriition threshold at the 
cKcctivc date may be recognized or coiitiiiiie 10 br rccogttizcrl iipon adoption. 

as an adjustment to the opening balaticc ofrctainccl earnings for tlie fiscal year of 
adoption. Maiiageiiieiit does no1 exprct the adoption of bIN 48 to have a iiiaterial 
irripxt on the Company's financial position or rcsults of operations. 

ArruuntinGyf;,r Pur&ws of r i fr  In,rmnrt, 

The ( h i p i n y  prcsetitly recognizes income tax positions based on matragenirtitb 

The cumulative effect of applying the provisioris of FIN 18, if any, will he t-epot-ted 

In Septrtribcr 2006, the I'hSB ratified the ~ im~et i suses  rcachcd by the Emerging 
Issues T x k  Force (IIicTask Force) on Issue No. 06-5 (ETTF 06-5), Awuuntinyfir 
rllr l'i~rr(TcIiusrs of Lq$ rnririLrLinr~r - T j r t r r r h i i i y  r/lr Amount h i  C.'nuld hr Rriilizrd irr 
A w u r h w r  with bAS'u ~ ~ d i r i z r d  Ridr f in  N0.8.5--4 (1;'l'B 85-4). F'IX 85-4 indicares 
[hat  ihr arriount of-the assct included i n  i l i e  balaricc shcct for life insurance co i i t rac i~  
wihin its scope should he "tlie miiouiic [hat could be realized under the itisiiraircr 
contract a s  ofthe date of die srairrnrtit offinmcial position." Quesiions arose in 
applying the guidance in F'I'R 85-4 1 0  whether "the amount that coi i ld be  rcalbccrl" 
should consider I )  any additiotral at r iou i i ts  included in the co~it~icit ial  rcrtris ofthc 

itisiil.aiice pnlicy oi l ier  tliaii the Cash surrender value and 2) the contractual ahility 
to surrrtidrr all of tlir individual-life policies (or certificates i n  a group policy) at 
the same time. EITF 06-5 rlctcrrnincd that "the amoiitit that could br rcalizrd" 
shoulrl I j consider any additional aniuurits itirdiidcd it i  the c~titrai~itial i r r w  of  he 
policy and 2) assiimc the surrcndct ofan  iridivi~lu:al~lifc by individual-lik policy (or 
certificate by ccrtificatc in a group policy). A n y  arriourit that is ultitriatcly rralized hy 
(Ire policy holder u p v t l  ilrr assurnrd surrcnder of chr f ina l  policy (or f ina l  crrtificare 
in a group policy) shall be included in the "amount that could be realized." An 
entity should apply the provisions of 
xrourititig ptiticiplc through a c t ~ r ~ ~ ~ ~ l a t i ~ c - r l t ; ~ r  arliustrricrit t o  rctairictl cartlings 
.is of the beginning of die year of adoption or a change i n  accounting principle 
through retrospective application to all prior periods. l i e  provisions of El 
arc effective for fiscal ycars beginning after December 15, 2006. Management has 
not yet completed its evaluation of the impact that ElTl; 06-5 will have. 

Arcouririnfi,fir L)t;f>rrrd Comnpcnsarion arid f'osrrrtirrmmr Ilrnefir Asprrts ?f 
Liidursrmmr Splii-Ddhr L!fi Insuwlnrc Arrurr,pnrrrts 

06-5 through either a change in 

In  September 2000, the FASB ratified the consensuses reached hy tlie 'Ihsk 
Force o r i  Issue No. 06-4 (EJTF 06-1), A(c-ountirigfir l j r f i w r d  Currprrp~nsntiun arrd 
Pnnrrerrr~nrnt R r 9 4 t  Ayrr,ts /! f Erido~,st~mrnt t + l j t - T h r h  1,iJ Ir~~mriiwt,  Arrrrr)~rrnrnt~ 
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 fiiturc benefits or premiums to he irlcd to the employee. EI'I'F 06-4 
indicates that ari cmpluycr shoold rccogn liability for fittitre benefits and that a 
liahility Ibr  the heirefir nbligaiintr has tioi I srttlccl tliroiigli ttic pirLliasc ofati 
endorsement type plicy. An entiiy should apply ilir provisiotrs of  ETTF 06-4 riiher 
thrnitgh a changr i n  accounting principlr ihrougli a cutriiilativc-cfct adjustrnrtrt 
IC) re ta ined rartriiigs as ofrhr begirinitlg of tlrc ycar o f  adoption cir a change in 
accounting principle ihrougli rrirospeciive application 1 0  all  prior prriorls. Tir 

live L>r fiscal yrars brginning after 
nt has not yet completed its e v h a t i o n  of the 

C,brdrrrriion ?f i h ~  F1fici.r ?f Prior Kwr Mjssccrtrrwrit~~ 

In Scptembei-, 200(1, the Securities and Exchange (:ommission pr ih l ished Staff 
Accuunting Bullctin No. 108 (sAB 108), Cbnsm'rrmq thr &@Ls of'l'rior Edr 
Mi.scirriemenci u6rn  Qwiv?t&rix MhtfltrrnrritJ iri Currrnt Ycar Ihianriul Srntcmrnts. 
The iiiierprer~iiitrtis it1 rhis Staf f  Accountirig Bulletin wcrc issued to address diversity 
i n  practice i n  qtiatitiryitig litiancial sratcrnrtrt tuisstatcmcnts and the potential under 
ciirreni pricticr io build tip itriproper airioiints on the balance shcct. 'Ihis guidance 
will apply io i he  lirsr f iscal  ycar rtiditig aficr Novcrrtbcr 15, 2006, or 
Ueceiiiher 31, 2006 for the (:otnpiiy. l i e  adoptioti of SAR 108 clirl not have a 
niatcrial impact on the Company's financial position or results of qwaiiutis a n d  iiu 
iiirnulativc arliiistmcnt was required. 

2. MLR(:ER O F  RANK O F  MADERA C01JN'l'Y INT'O C:t,N' I 'KAl 
VA I .LEY C.'OMM CIN H ' Y  UANC:ORI' 

Alier ( l i e  close vfbrlsincas uti t)cccmbcr 31, 2004, thc Company and Bank of 
Madera County (RMC:) cotiipleied rhrir previuusly announccrl mcrgcr and BMC 
was merged into d i e  Rank.  l i r  Cornpariy acrpircrl 100'Yo of the outstanding 
coliinion sliares of RMC and [Ire results of  RMC's operations have been included 
i n  the consolidatcd f;nancial statements beginning January 1, 2005. Management 
helieves i l ia1 rlic rnctgcr allows the Bank to further accommodate a growing 
custonier hase i t i  Madrra County and provide HMC customei-s with more 
convenient Iocpiic)~rs i n  i h e  Crritral Valley, as well as 0ffi.r new advancement and 
geographic opportunities for their eniployees. As a rcslilt of t t i c  above factors, 
matragrtricrit bclicvcs that the potcntial for the comhined perforiirance exceeds what 
each entity could arcornpliah intlcpcndcntly and the goodwill in this tratisaccion 

the Company's long-term strategy io iiicrrasr i ta  pcacncc from Sacramento to 
rciatctl with ttrc mcrgcr. 'Ihe acqu 

99 corridor and tlir siirrounding fLothills. 
, BMC liad total ;isseis 01'$68,080,000, comprised 

of$2.812,000 in cash aiid due from hanks, $19,ZS0,000 in Federal funds sold, 
545,028.000 in loans (net of all trwaticc for credit losses of$751,0 
in premises and equipment a n d  $570,000 iri other 
amounted to $64,208,000, incltiditig $61,769,000 in deposits. 
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2. MERC,F,R 01: R A N K  0 1 ;  M A L ) L l M  CC)CIN'I'Y IN'I'O C:IiNT'ItAI 
Y C O M M  IJNITY K A N C O K I '  (Coritinucd) 

l i e  to ta l  iorisirlcration paid to UMC shareholders and opiioti lidrlcrs w3s 
:ipprvxiiiiatcly $14.31 1.000 which was comprised of  $1,91 1,OOI) i t i   ash payments 
IO liolrlcrs of outstanding BMC stock options, $6,200,000 i t 1  c-ash and 522,106. 
$i i  :.itljwtcd, atiarcs of thc Company's conininn stock (valrrcd at $0,200,000 for 
purpiises iif 11ic riicrgcr agrccmcnt). 'I'otal consideration paid io RMC aharcholdcrs 
was established under ilir ieri i ih ol'itic rlicrgcr agrccmcnt based on a v d u r  (1f$20.22 
per share ofl3MC coninion stock. 

The csccss ofthc purchase price over ilic Chiitli:+rcd fail- valuc of the net asse~s 
acquired, as ; id j i , s id ,  w 8,'W,000, which was recorded as goo~lwil l ,  is not 

arlrlition, assets acquired also included a ( (.ire deposit intangiblc of $1,5OO,OO(l 
which is being amortized using a silaiglidiric rrlcthorl. 

Tlic :itrorripanying consolidated financial siairiiirtits iri<ludc the accounts of 
13M(: siticr Janua ry  I ,  2005. ?he following s u p p l e n i r n d  pro I;riila information 
discIosL~s sc lc~  1ct1 Gnancial information for rlie per i id  itirlicatctl as though the 
13M(: mrrgrr h l  bccri coiriplctcd as of the beginning irfcaiti of the pci-iods being 
r e p o r i d  Dollars arc in tliousands except per sharr  rlaia. 
incoiiie includes iioti-rcL i i r r i i ig riicrgcr cxpcnscs for legal, 
professional fccs, net of  tax, roraling $602,000, 

tion, atid ih not expected to bc deductible Ihr l a x  p1i tpcs .  111 

Ycar Lnrlcct 1)ccember 31 , 
LOO5 2004 

Rcvcriiic $ 27,830 $ 24,475 

Net iiicotiie $ 6.044 $ . 3,153 
~ 
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,$. AVAILAKJ I;, I'OR-SALE INVliSI 'MI.N I SkCIIRITIES (Contitiurd) 

Investment securities with utirealixed losses at Lkccmbcr 3 1 ,  ZOO6 and 2005 arc 
surritnarized and classified accorditig in rlie duration of the loss period a s  follows: 

2006 

Fair Unrealized Fair I J t iwhi  Fair Undizi,d 
V,l~rr Losses Valuc T,usscs blue LE 

l t s s  tlim 12 M&hs I2 Months or More 'Iota1 

~ .~ ~ ~ 

(In rllrnlnnds) 

Deht securitics: 
L I S .  Govcrnrricrir 

agcticirs $ ii,ii03 $ (9) $ 16,628 $ (349) S 23.2.31 $ (158) 
Ohligations of 

states and 
political sub- 
divisions 3,413 (24)  7.937 ( 1 4 4 )  11,350 (108) 

U.S. Gwcriitrictit 
agrticics crrllareral- 
izcrl b y  tnorigage 
obligaiions 9,567 ( 5 5 )  l5,7l 1 (182) 25,278 (2.37) 

- 1,457 (43) .~ ~ 

1.457 ( 4 3 )  - 
~ 

Otlrrr securities 

$ 21,040 $ (131) $40,276 'f (675) $ 61,310 $ (8%) -- 

2005 

Fair Unrealized Fair IJnnn.:ili/tii Fair Unrealized 
1 . r ~  h i  12 Months 12Monihsor Mort. Tnral 

(In thousands) 

Deht securities: 
11 .S. (hvemment 

agencies $ 2,939 $ ( 5 5 )  $ 19,717 $ (603) $ 22,656 $ (658)  
Obligations of 

states atitl 

political suh- 
divisions 13,646 (270) 4,181 (203) 17,827 (47.3) 

U.S. (;ovcrnrricrit 
agctlcics collawral- 
ijrcd b y  rrirrrigage 
obligations 19.47.3 (161) 9,8X7 (124) 23,360 (285) 

Other securities IA6.3 (37) - !?463 (37) 

U S .  (~overtiment . -. A* - At Lkccmbcr 3 1,  2006, the CI-rrripany held 14 U.S. 
Chvernment agency scciiritics of whir:li Iijor were i n  a loss position for less than 
twclvc months and niric wcrr i t i  a Ic)ss position and had been in a loss position 
kir twclvc rrintiihs o r  tiiore. ?he unrealized losses on the Compaiyj itivrsiiiierii,y 
i n  direct obligations of L I S .  government agencies were taired b y  interest rate 
increases. 'Ihe contractual terms of those irivcbtrricrits do nor permit the issuer 
to settle the securities at a pricc less than the :rtriortirrd COHS of ( l i e  investment. 
Because the decline in market valuc i s  attributablr to changes i n  interest rates 
and not credit quality, arid bccausr rhr Cniiilxiny his  the ahility and intent to 
hold those investments until a recovery of Lair valuc, wliicl i may be matiiriry, 
the Company docs not consider those itlvcsttiictris itr be otlier-tlian-tetiiI,orarily 
impaired at I3ecemher 31, 2006. 

ivision - At Lkccmbcr 3 I ,  2006, the 
and political subdivisiori wwtiiirs ol' 

which acvrt i  wcrr i t1  2 loss position for less tliati twelve months and 12 were in 
a loss posi[ion and had been in a loss position for twelve months 01- more. 'Ihc 
unrcalizcd losscs on the Cutripany'a invcatfrwits i t 1  obligatiutis ol'siatrs and poliiical 
subdivision sccuriticb were caiiscrl by interest rate i t i~rcasca. Rccausr ihr drcline in 
market valuc is attributahlc to changes in interest rates anrl not crcrlit quality, arid 
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bccausv thr Company has the ability and intent to hold those investments until a 
rccovrry of Fair value, which may he maturity, the Crirripsny does not consirlcr those 
iiivrstiiients to be other-illan-temporarily irnpirrd a t  Decetiihcr 3 I ,  2006. 

1J.5. (hvernment Agcncica ~.~i:illatcralized by Mortg:agr Ohligatioi?s - At 
Drcemher 31, 2006, thc Coiiipiny held 61 LJ.5. (hrr t i i i ie i i t  agency securities 
cnllateralizcd by mortgage ohligation securities ol'wliich nine wcrc in a h a s  position 
for less than twclvc r r io t i t l is  and 14 wcrc in a loss position and had beer in a loss 
ps i t in t i  for twelvc muriclis or' tilore. 'lhe tinrcaliecd lnsse,s on the Companyi 
investmcnts in U.5, gvvertiment agencies cullateralized by mortgage obligatinns 
werc caused Iiy iiiierest rate increases. Tlrr Cotiiluny purchased thosr investments 
at a discnun[ relative to their hcc atiiimiit, and the contractual cash flows of those 
investments are guaranteed hy mi agency of-the lJ.S. guvrrnment. Accordingly, 
i t  is expcctcrl that the securiries would not be scttlrd at a price less than the 
amortiicd cost i>l'tlie (:ompay's invcatrrient. necause the dcdinc i t i  tnarker valuc 
is attributable ro changes in intcrcat pales and not credit quality, and hecause the 
Cornpatry has the ahility anrl intctlt (0  hold those investments t i t i i i l  a recovery ot'hir 
valuc, which may he maturity, the C h i p a n y  does not consider rhose investments to 
ljr rrilier-than-temporarily irnpaired at llecembcr 31, 2006. 

Olher Securities - At Dccctnbrr 31, 2006, the Company's other securities conaists 
of investment of$1,500,00(1 in  marketable cqiiity sccuritirs and $2,203,000 in 
equity securities carried at cost. 'Ihe equity sccuritirs carried at cost arc invcsttiirnis 
in two diffcrctlt triotiey market funds. Nu rvalualioii of impirmcnt  is curlsidered 

i ry  L>r these securities. TIC Cmipiy's investnients in rnarkrtahle equity 
ies consist primarily ufati  investment in a C M  Qiidifird Investment hind.  

The Company has cvaluaied r h i s  investment for irripairtiirnr. 7he unrealizcrl losses 
on thc Cornparlyb ilivestnient in niarltctabk rc]~ily securities werc caused by ilitet'eSt 
rate iriirrascs. Rased on the Compariy's rvaltiatioti and the Compny's abiliiy and 
interit i o  hold the investment for a tcasonahle period of time suftkicrit f n r  a recovery 
crfljit. villue, the ( h i p a n y  docs 1101 corisider those investnicnts to br oiher-than- 
wmporarily impaired at  nccetiiher 31, 2006. 

$lCl5,000 and $845,000 are recnrded net of$78,000 anrl $138,000 in  tax hencfit as 
accumulated other comprclrrrisivr iticotiie within shareholders' equily at 
December 31, 2006 a r i d  2005, respectively. 

investment sc<uriiies iotaled $10,553,000 arid $1 21,000, respectively, for the year 
cndrd Deceinher 31 ,  2006. I'rocccda :atid gross realized gains from sales ur calls of 
available-for-sale investment s c ~  uriiies ioialed $15,487,000 and $92,000, respectively. 
for the ycar cntlcrl r)ccetnher 31, 2005. I'rocccrls arirl grohs realized gains fi-om sales 
or calla ofavailablr-fnr-sale investment securities io ia led $4,775,000 and $483,000 
respcctivcly, for the ycar ended December 31, 2004. 

securities at 13ecember 3 I ,  2006 b y  concractual maturity arc shown below. Expected 
maturities will diffir from contractual maturities hecause the issuers of ihr securities 
may have the right to call or prepay obligations with or without call or prcpayinent 
penalties. 

Est i mated 

Net unrcalizcd lows  on availahle-for-sale invcstrricrit srciirities totaling 

I'rocccrls arirl grvss realized gains from salca u t  cdls nf avvailahle-for-sale 

T ie  atnortized cost and estimated &air value of  avvailahle-for-sale invcmrictii 

Atrinriiwd Fair 
(:est. - Vdue 

(In thuubiiiiiis) 

Within one ycar 
After oric ycar through five years 
Nicr  five y c m  through ten years 
N ic r  tcri yrars 

lnvcsttricrit acwrities not due at a single 
maturity date: 

US. (hcrti t i iet i i  agencies collateralizcd by 

Other securities 
mortgage ohligations 

$ 10,448 $ 10,357 
19,872 19,620 
12,993 1.3.007 
11,540 - 11.750 

54,85 1 54.734 

45,5il1 45.528 
3,703 3,660 ~- 
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.3, AVAI I.ARI.E-FOR-SALli INVBS'I'M IIN I '  S t C l  JRlTIES (Continued) 

Irivrslmcnt securities with amortized costs toralitig $35,624,000 and 
$27.877,000 a n d  Lair values totaling $35.612.000 arid $27,800,000 were pledged 
to acciirr pihlic deposits, other contractual obligatiotrs, shori-rerni horl-owings and 
long-term deht at Lkcenibcr 3 I ,  2006 and 2005, respectively. 

4. I.OANS AND ALLOWANCE 1:OK C:KIIT)I'l' I.OSSES 

Outstanding loans arc aunitrlarimi a s  Ihllows: 

Lkcembcr 3 I ,  
20% 2005 

(In r h t w i ~ . i i i d S )  

Coni mercial $ 78,441 $ 82,978 
Real estate 149,586 124,043 
Ked estate - constri i~ti~)ri ,  l a i rd  developtirelit 

and d i e r  l a t i d  loans 48,424 46,523 
Equity lines of ci-edit 21,858 23,604 
Agricul turd 17,102 17,547 
Installmerit 7.549 7.539 

454 I60 Othcr 

323,414 302,394 

.~ 

Deferred loan fees, net 
Allowance for credit losses 

$ 318,853 $ 298,463 

AI Decemher 31, 2006 and 2005, loans originated under Small Business 
Administration (SBA) programs totaling $30.745.000 and $27,760,000, 
respectively, were iticludctl i t )  ~ h r  rral csiaic and ctiiiit~rer~ial caiegories. 

heen deferred zs loan origination costs for the years ended 
Decrmbrr 31, 2006, 2005 and 2004, respectively. 

(:hanges i n  the allowance for credit losses were as follows: 

Salarica a t l d  ctrlploycc hetref~is inialing $:388,0i)0, $495,000 gild $354,000 have 

Ycar Ended December 3 1, 
2001;- -.2005 2004 

( I l l  I l l , , l l E . l l l d E )  

Balance, beginning of year $ 39 9 2,697 0 2.425 
Provision clrargrd 11:) opcraiinns HOO 5 1 0  
1,osses charged to the allowaiice (721) (787) (24) 
Kecoveries 39 1 1 68 296 
Allowance acquired in mcrgcr of 

Bank of Madcra County 751 . 

Ralaticc, crid of year $ 3,809 $ 3,739 $ 2,697 

lrrrr  wrrr no loans cotrsiderrd (1) br itnpairrd a i  Drcctnbrr 31,  2006 or 2004. 
l i e r e  were IWO lmatis considered to he inipaired ai Decemker 31, 2005 toralitig 
$616,000. 'Ihei-e w s  no requii-ed valuation allowance for these impaired loans. l i e  
avenge invcbttricrit in impaired h t i s  during 2006, 2005 and 2004 was 5155,000, 
$776,000 and $36,000, respectively. No iiiieresI iticmie was recogtrizctl I h  itripaired 
loans in 2006, 2005 or 2004. 

l r e r e  wrrr 110  I O ~ I I S  uri  t ivt iaccrual at December 31, 2006 or 2004 or interest 
foi-egone on nonaccrual loans for the pa r s  ilien ended. AI Dccetribrr 3 1 ,  2005, 
nonaccrual loans totaled $610,000 and interest foregone on nonaccriial loans malrd 
$76,000 for the year then ended. 

5. RANK PREMISES ANL) IIQUII'MENT 

Rank premises and equipment consistcrl ofthr following: 

Decemher31, . - 

2006 - .  2 0 0 5  

Land $ 57') rh 250 
Ruildings a rd  itriprovrtnetits 1,000 1,161 
Furriirrrre, fixiures and equipment 5,642 4,693 

(In thuusmdr) 

I .casehold i in provemen ts 2,435 1,718 

Less accumulated depreciation 
and amortization 

9,656 7,822 

(5,001) (4.9 10) 

$ 4,655 L 2.312 

Dcprr<.ciai ioti stad ;amortization included in occupancy and cquipmcnt cxpcnac 
totaled $948,000, $982,000 and $796,000 fur  the yrars cridcd Drcrtrilier 31, 2006, 
2005 and 2004. respectively. 

(7. T)EPOSITS 

Interest-bcaritig drposiis consisted of the following: 

Savings 
Money market 
NOW ar 1'011 t~ t 5 

Time, $100,000 or inore 
'l'inie, under $100,000 

Lkccmbcr 3 I 
2006 2005 

(In thousands) 

5 21,029 $ 24,381) 
109,0(>9 1 08,024 
50,177 50,991 
60,183 48,670 
43,987 39,9 I 1 

$ 290,445 $ 277,985 
. . _ 

Aggregate annual maturitica of time rlcposita arc ab follows 
(in thousantls): 

Year Ending December 3 I ,  
2007 

2009 
2010 
201 1 

2008 
$ 93,946 

5,208 

1,488 
- ... 55! 

2,97X 

rh 104,170 

lntcrcst expense recognized on interest-bearing rlcposits consisted of the following: 

. -  

Year Etrdrd Drcrtrrlxr .3 1 , 
2006 2005 2004 

(In rhoi iwi idE) 

Savings $ 106 $ 89 $ 67 
Moricy rrlarkct 2,467 1,500 660 
NOW accounts 56 60 51 
'I'ime certificates of deposit 3,581 2,237 1 8 1  5 

$ 6,210 $ 3,880 $ 1,773 
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Federal Hrr!rlc Loan Hank Advances 

Advaticr., From the Feclcral I lome I . i w i  Hank (FH1.K) of Sail Fraricisco at Drtcmhcr 
3 J , 2006 atid 2005 consisted of the Mowing :  

2006 2005 - ~ ~ - - _____ ~. ~ 

Amount Kxe.  W t y  11% -Ai?ioiitii K l  Maturily Date 
(T)oll.ils in thuusands) (thIl,m in tIioiis.iilrls) 

$ 2,000 2.66% t'eh. 12, 2007 $ 2,000 2.10%1 Fcb. 13, 20oh 
2,000 2,6(iOAi Fcb. 12, 2007 - -  ~- 

2,000 4,oiio 

(2,000) Less short- tcr i  porlion -- (2,0(1(1) Ixss s l h - i c r m  portion -- .- 

- -  $ - Long-lcrm debt 5 2.000 I.orlg-tcim del,! 

FH1,R advancca arc secured by investmrtit securities with :unorti,,rd costs 
toralitrg $16,848,000 and $O,hHO,OOO and tiiarl<ct values iotaling $16,758,000 
and $0,5!)8,000 at I3ecrtribcr 31, 2006 and 2005, respectively. The Hank's ircrlit 
limit varies accoi-ding IC) (tic aniouni :arid coinpiisition of the itivvstment and luan 
portfdios plrdgcd as col latcrd 

-- C)ther Shrt- ' lerm nrbt  - 'Ihe (:orr~pny has a Iwtc pay~hlr  iu B financial institution 
with a halaricc of $1,150,000 at [hxcmhzr 31, 2006. 'Ihe tiotc hears a variable 
ir~tvrcst raie 0 i . I  .IHC!K plil, 2.5% (7.87'%) as of DeCctrlbcr 31, 2000). l'aymelir 
ternis r a l l  for inirrcst only p.~ynlcnts based u t i  the f i t i ,~ t r c i a l  institii~icrr~'s pi-ime raic 
01- LIBOR at the (:otrip;~~~y's disctcriun. I'aymcrlts are due o r 1  March 31, lune 30 ,  
md Scptemhrr 30, 2007. Tic  rcmainii ig pi-incipi a r i d  accrued illrerest is dw when 
the note matures 1111 Lkcemhcr 31, 20117. T h e  note i urcd hy 20% of the i s s d  
and outsiatirling srock of thc U m k  with the valuc of pledgrrl stock to hc  not less 
thm 2 W Y o  of the orrimnding pririripal balaii<c. 

I h c s  of (:redic . ' lhe l3.itik liad untec~rrcc l  lines ofrrcdit  with i t )  cor1-espotirlcnt 
banks which, in the aggregate, amouritcd to $1 8,000,000 aid $14,100,000 at 
Lkcemher 3 1 .  2006 and 2005. resycrtively, ai iiitci-est ~ J I C S  which v ~ r y  with 
market cntditions. l r r  Rank also liad a line iifcrcdit with the 1:ederal Reserve 
Rarik of Sail  Francisco AI Di.icmber 31, 2006 and 2005 which Iicars intereq :at 

the prevailing discount rate collateralized by invcstiiieiri securities with aiiioriiml 
costs totalirig $2,271 ,000 and $3,350,000 and rrlarlcet v d u c  totaling $2,200,000 
and $3,252,000, respectively. At Llecenibcr 3 1, 2006 and 2005, the Ban!, hat1 no 
outs1 a r r d  i ng borrowings under t ticsc lines i f  crcdi t. 

8. INLOME TAXFS 

'Ihe provision for i i i ~ ~ i t r i c  taxes for (he  years ended Deccnibcr 31. 21)06, 2005 and 
2004 coiisisicd of the followirig: 

1 'cdcral Srate- - ' h a 1  
~ .- - 

(In IhoI1sdI1lls) 

I'rovisinir ILr incomelaxra $ 1,406 Yj 5 2  1,944 
~ - 

Ileferrcd tax asseis (liabilities) cnnsiatccl of the Ihllowing: 

DrlLvcd tax asseta: 

Allowance for credit losses 
Oillcr reserves 
Dank premises .ind ryuipmenr 
I M r r c c l  comprns:riion 
Flriurc benefii (if State tax 
1Jn realized loss i i r i  availahlr-br--salc 

itivcstnieiil xuirities 
State nrt upci-ating I o s ~  

' I i x t l  dderrerl tax assets 

rkfcrl-ed t ax  liabilities: 
0 i t  i cr accriia I a 
I ~ ~ a 1 1  01-iginai ion costs 
Fulurr. liability 0 1  StHrc deferrrd tax asset 

Core deposit intnngiblc 

l i ) tal  deferred tax liabilitics 

Net del;mcd tax J S S ~ I \  

708 
I34 122 
272 27 1 

1,7.35 1,100 
32 I 300 

$ 1,407 $ 

78 138 
1 3  8 o 

3,960 3,078 -~ 

(1,156) (852) 

1 2.804 2 , g  
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X .  IN(:OME TAXES (Continued) 

'Ihe provision for income taxes difkrs from amounts cornptcd by apply ing the 
statutory l 'cdcral income tax  rates to operatirig iriciirnc before iricoriic taxca. Ttic 
s i g t i i f h i i  i ieti is c i impr is ing these dilreretices for [l ie years ended Decemher 31, 2006, 
2005 and 2004 consisted of the following: 

2000 2005 2004 

Frdrra l  i i i co i i i r  [ax,  ai 

slalllrrrry 1.aie 34.0 Yo 34.0 Yo 34.0 'k 
State franchise tax, n e t  

o f  F r d r l a l  I A X  eIkl:i 7.2 (Yn 7.1 (Yo 7.1 'Yo 
Tax exe ti1 p t i lives t men t 

security income, net (3.2)Oh (4.2)% (4.9) %I 

Bank owned life 

Other (2.2)% (0.4)% ( 0 . 3 )  1% 

irisutati<.c, tict (3.5)% (O.9)YU ( I .  4)  'Yo 

Ef l i x t i vc  tax  rate .32..3 (Vu 35.6 'Vu - 34.5 %I 
. . - 

9. COMMITMENTS ANT) (X)NTINCENCI E S  

Lcascs - The Hank lcascs certain of its hranch facilities and adniinistrarivr d l i c r s  under 
noncancclahlc operating Icascs. Kental expense included i n  occupancy a r i d  cquiptncri i  
and other expenses totaled $724,000, $51 8,000 and $350,000 L>r i h c  ycara cridcd 
Dcccmhcr 3 I ,  2006, 2005 and 2004, respectively. 

Future rriiriirnurn lcasc payrncnts on noncancelable operatinp, leases are as foll(>ws 
(in ili~~usaiids): 

Yrar Ei id i r ig  Dcwrlbcr 3 I ,  
2007 
2008 
2009 
2010 
201 1 

9 3 3  
,01 1 
,080 
957 
913 

'1 hereafter ~. !.,506 

1:ederal Keserve Reauirenienls - R a n k ~  arc rcquircd to  maintain 1-csci-ves with the 
Fctlcral Kcscrvc Hank equal to a percentage o f  their rrsrrvalrlc rlcpcisits. 'Ihc amoiiiit 
i i fw i  t i  reserve balances required at L)cccmher 31, 2006 and 2005 WSI $ Z , h 9 s , o O O  
and $1,385,()()(), tcapcctivcly. 

Corrcspondciit Banking Agreemenrs - The Rank riiaintaitis fitnrls on deposit with 
other tcdcrally insured financial institutions under c(. irr~~~j)( ir idct i t  banking agrccmcnts. 
IJtiirisurcd deposits totaled $2,075,000 at I)ecemher 31, 21106. 

Fitiati<ial Jtip!rurncnts With (:)R-Hahnce-Sheet Kisk - l i e  Rank ih a p t t y  to financial 
i t is i tut~ict i ts w i th  offbalanrc shcct risk in the i ior i i id C C ) I I ~ S C  o f l w a i r i c s s  in order 
to meet the financing tirrds i ifi i\ cwturncrs anrl to rcduce its own expiislire IO 
Huctuations in interest rates. 'lhese l inaticial iri>triimcnts consist ofcotiitiiitiiietits 
1 i i  rxlcrid wdit a n d  standby letters of credir. l i e s e  i t i s t  tiitricriti involve, tu varying 
degrees. elemenrs of credir atid i i i icrcst rate risk in excess of the aiiiniiiii rrn-rgrii/ctl o r i  

the balance sheet. 

par ty  for cornmitmciits to extend credii a t i d  statitlby Icttcrs of credit is represented hy 
~ h r  i.otilTiiitiial amoiint ofthosc instruments. The R:irik i iscs the smic  credit policies 
i n  niakitig ctitntiiittticrits a r i d  standby lettei-s nfc red i i  a s  i i  duca rbr lvans included on 
t lir bal:iiicc street. 

T i c  Rank's exposure to credit loss i n  tlie eveiii tii.iripcrfornxincc by the other 

The followirlg htraricial i t isituii ici i is rrprrscni olf-halance-sheer credir risk: 

(h imi t rncn t s  to cxtcnrl credit 
Staridby letters o f  credit 

Decemher 31, 
2oi)h 2005 

(In thousands) 

$ 113,937 $ 133,871; 
$ 612 $ no 

Cotiirii itrrictits tu cxtciid ircrlit cotraiat pritriarily of  ittifiinrlcrl sitiglc-kmily 
rcsillctitial a r i d  <i.itrirnctci:d real estate c i . i t ia t rw i~ i r i  Iuaris arid rornrncrcial revolving 
litics of credii. C'rriisirlrciion lciatis arr r s i a b l i s h r d  iiiidrr statirlard urrrlcrwritirlg 
guidclirics arid policies a ~ i c l  arc secured by tlccda oftritat, with rlishurscnicnts made 
ovct t h e  ioutw i . i f ' I~iri)ttUctiori. Coiiiriicr<ial rrvolvirig lines of credit have a high 
degrrr of it idustry ~ i i v c r ~ i l ~ ~ . ~ i ~ i i i t i ,  C:i:rtIitiiiit~irtiis grticrally tiavc lixc~l expiration 
dates 01' other [ertiii i i;i i ion clau~es atid may require p;iytiietii ofa fer. Sitirr triatiy 

of the commitments are expected to expire without heing drawn upon, r l ie  toial 
commitmcnt amoitnts do not necessarily repi-csciit future cash requirements. Standby 
Ieriers of credit arc geiicrally srciircd arid arc i w c d  by  the Ranlc to gitarantcc the 
performance o f  a cllsti i t i ier IO a i h i r d  pi r iy .  The cr rd i i  riak irivolvcd i r i  isauing 
srandhy letters of crcdit is csscntially the same as that invnlved i n  exretiditig l i i a i i s  
to custoiiici-s. ' Ihe fail- value o f  tlie liahiliry relared to tliese sianclhy Irttcrs d c r c J i t ,  
wtiirh represents the fccs 1-cccivcd for issuing the guarantees, w ~ q  tior signilicatii ai 

Dc<ctribcr 31 2006 and 2005. 'lhc Company recognizes these fees as revenue over 
tlic tertii ofthc cornniitnicnr or when the commitment is used. 

At Dcccmbcr .3 I ,  2006, commercial loan commitments represenr approx inu i r ly  
4W'o of total commitments and are generally secured hy coll.ireral other i l i a t i  

real estate or unsecured. Real cstatc loan commitments represent 3 9 %  of iota1 
ciirririiitrncrits and arc gcncrally sccurcd by pi-operty with a loan-to-value r<itiii n i i i  
Ii i rxtccd 8O'Yo. ( h s u m c r  loan commitments rcprcscnt the remaining 12%) of tot.il 
coiiiiiiiitiieiiis a t i d  arr grt i r ra l ly  iiri\c<iircd. Iri addition, the majority of the Dank:, 
luan commitments have variable interest Rites. 

__ C:iiticctijraiivtis d C r c d i t  Risk - At December 31. 2006, in management's juclgtiieni, 
a coticetiil.aiiiiii of1i.saris existed i n  rornrncrcial loans and 1-eal-estate-related loat is.  At 
that dace, apiiroxirnaiely 92.2% irf'ttic Raril<'> l o a r i a  wcrc commercial and real-estcire- 
related, representing 24.2%) and h X . o % i  c)fioi>il Ioa t ia ,  respectively. 

At 1)ecemher 31, 2005, i n  iiiatiagriiirnt's judgmctit, a coriccritration of loans 
existed i n  conitiierci;il l o a t i s  a t i d  rc :~ l -cstatc~rc l~ i tc~ l  loans. At that date, approximately 
r)l.7%1 of the hink's Ic)gns wcrc w t i i t i i m i a l  atitl rcal--estate-related. representing 
27.5%) and ii4.2%) of toid Ioiiiis, respct iivcly. 

Although management believes tlie l imns wi i l i i t i  ilirac <Ciri<ctitTations have no 
rriorc than the iioriiial risk of collectihility, a siihsiatiiial (le( l i t i c  i n  the pel-fcirmancc 
o f ~ l i e  rci inott iy i r i  general or  a rlcclinc in real estate values i n  the (:otnpriy; prirriary 
market area. i i i  1wticular, c i i i i l i l  tiavc xri  adverse impact on collectihility, increase 
the lcvcl of real-estate-related nnnperl;miiitig loatih, o r  tiavc other advcrsc effects 
whirh aloiic 01- in the aggregate could lhdvr '1 inairrial dvctac cfikct on the financial 
<iir idi t iot i  utthc Company. 

(:ontin~encies - l i e  G r t t i p r i y  i)  ad+ct tu legal proceedings a i d  claims which arisr i n  
the oi-dinaiy cotirsc rifbusitirss. 111 tllc opinion ofmanagement, the miniitir of t i l t i i i ia[r  

ons will not matcrially affect the coiisolidaicd Iiriaticial 
-ifupcratioris of the Conipmy 

I O .  

I<egulatory C:a!iiial - 7tic Ciirnpmy and the Uank ai-e suhjeci IC) ceriaiti tcgiilatury 
rcqitircnicnts administered hy the Rcrartl o l ' ( ~ ~ i v c ~ r i o r s  of the 1:edcral Keseive Sysiem 
and the I'cdcral Lkposit Insurance ( h l i o r i i i m  (Fr)I(z). 1,ailiti-c to neet  these 
i i i i i i i r t i l i t n  rapital rcquircincnts can initiate cer r i t i  tn.iridaiury, a r i d  poasihly additional 
(l is< rctioriary, actions hy regulators r h ~ t ,  if ~indrri~ikcti ,  could have a direct inaterial 
efl;ct i i t i  I tic Comp:iii);s consolidated financial StaietiiriiII. ISridcr capital adequacy 
giiidrlitirs aticl the rc&itory fi-amewot-k for prompt cnrrr~i ivc aition. the Bank must 
t w c i  apciif;r Lapital guidelines tli'it i i ivolvr  q w i t i i a t i v c  measui-cs ofthe I h i k  
l iabi l i t ies anrl certain off-balance-sheer i t r t i i s  :IS ialculatcd under regulatory mx>iinI ing 
Iirarticcs. The Company's ,uid the 13ank's capital atTiCiiints and classification are also 
suhjeci 10 qu;ilii:riivc jiirlgmcnts by the regulators diniii cotripiricnts, risk wcighrings 
and other facrnrs. 

X I  IAREI I0LT)ERS' EQ1 II r Y  
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Qiiantitacive measul-es established by regulation to cnsiitc iapi~al adequacy rcqiiirc 
the Company and the Hank IO tnaintain minimum arTiotinIs and ratios of total arid Tier 
1 capital to risLwcigli~rd assets and of'ricr 1 cayical to average assets. Each 01' these 
components i s  r1cf;ried i n  the 1-egulations. Management believes that the Cotnpany and 
the Batik tireri all their capital arlcqiiacy requirements as of Dcccnibrr 31, 2006. 

In addiiinn, the most rcccnt nutilicaiion from the IiDIC categnrized the Bank as 
wcll capiialized under the rcgiilatory frlmework for prompt correcrive action. To be 
categorized a s  wcll capitalized, the Rank rillis( mainrain minimum total risk-hised, 
'l'ier 1 risk-based atid Tier 1 leverage ratios as ser forth below. 'Ihcrc arc r l n  conditions 
or cvcrits sitice that notification that rrlatiagenient believes have clranged the Bank's 

zmi1 2005 
Aniounr  Kxiu Amounr Katiu 

( Ih l lars  in thounndr) 

__ 
- 

Tier 1 Levcrarc h t i u  

Central Vallry Community Bancorp 

Minimum rrgolatory requirement 

Central Valley C:ommunity Hank 
Mini iri  i t t i i  requirement for 

" Well-Capitaliwd" ins1 i t  uiioii 
Minimum regulatory requirement 

Tier 1 Kisk-Based Capiral Ralio 

Central Val1 cy Co 111 ni 11 n ity Bancorp 

Mi 11 i iiiuin regulatory requirctricti t 

~.htril Valley (:ommunity Rarik 
Minitirum requirement for 

"Well-(:apitalized institution 
Minimum rcgiilatury rcquireriient 

Twal Risk-Based (:spital Ratio 

Central Valley Community Bancorp 

Mi t i  i tniiiii regulatory rcquircmcnt 

Central Valley Cornrriutiiiy Rank 
Minimum ruquircrnrtii for 

Well-Capitalized" institution 
Mininium regulatory rcqiri retiirti I 

3 rd  Siihsidiary 

and Sobsidiary 

and Siihsidiary 

$ 39,864 
$ 18,907 

$ 39,045 

$ 23,703 
9; 18,965 

$ :39,X64 
$ 14,530 

6 39,045 

$ 21,852 
$ 14,568 

$ 43,673 
s 29,073 

$ 42.854 

$ 30,419 
$ 29.135 

8.41% $ 31,767 
4.00% $ 18,572 

8.24% $ 32,493 

5.OO%i $ 23.204 
4.00% $ 18,563 

10.97% $ 31.767 
4.00% $ l:3,719 

10.72% $ 32,493 

6.00% 20,572 
4.00% $ 13,715 

12.02% $ 35,106 
8.0094~ $ 27,437 

11.77% $ 35,832 

10.00% 9 34,287 
8.00% $ 27,429 

(1.84% 
4.00% 

7.00% 

5.00% 
4.00% 

9.26%1 
4.000h 

9.4 8%) 

6.00%) 
4.00% 

10.24%) 
8.00% 

10.45% 

10.00% 
8.00%) 

Dividends ~ 7hc  ( h i p a n y  did not pay any cash divirlcnrls iti ZOO6 nr 2005. 
O n  May 19, 2004, the Hoard ofL)ircctors rlrclared a $05 per share cash dividend 

L>r shareholders of record a s  ofJune 'I, 2004, Id on or about June 30, 2004. 
'Ihe Company's prinrary snurce of income with which to pay cash dividrnds is 

divitlrrlds Crcrtn r h e  Rank. 'Ihe California I'inancial Cudc resiricts the total aniount of 
dividends payable by a bank at any time withoiit nhaining the prior approval of the 
(hlifornia Department of Firlatlcial ltis~iiutions to the lesser of ( I )  the bank's rrLained 
earnings or (2)  the hank's net iiicniiie for its last three fiscal years, lcss distribuiions 
made to  slrarchnlders during the same three-year period. A t  Drcetiiher 31, 2006, 
rctainctl cartrings of  $16,199,000 were free of such rcstrictiuris. 

Share Repurchase Plan - During 2004, the (:ompany approved a stock rcpurchasr 
plan authori>.itig the  purchase of shares of thc Company's ciirnri1im s~irck t ip  to a total 
cost of approximately $500,000, or approxitiiatrly 2% of its outstanding shares of 
common stock. As of- r)rcrrd>rr 3 1 ,  2004, the (:onqmiy repurchased 18,000 shares 
ai an average price of $11.83 for a total cost of 5213,000. On Ortobrr 20, 2004, the 
Company's Board of Directors suspcntlcrl the stuck rrpurchase program. 

h r i t i g  2006, rhe Company approved a stock repurchase p h i  authorizing the 
purchase of shares of thr Company's coninion srock up to a total cost of approximately 
$ l , o o O , ~  or approximately 1% of its outsranding sliarta nf cntiiiiron srock during 
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i l i e  period from October 23, 2006 toJune 30, 2007. hs ofDecember 31, 2006, the 
Company had repurchased 26,200 shares at an avcragr price of $15.08 fur  jl r o d  

Earninas Per Sharg - A reconciliation uf tlir tiuiiieratoi-s and dcriotninators of the 
basic and &luted earnings pcr shatc computations is as f d o w s :  

cust or $395,000. 

Yrar Ended Ilecembcr 3 1, 
2006 2005 2004 

(hi rlianiiwiids, c x q t  allarr 
,ind per qharc ilrnouiils) 

$ 6,9l 1 $ 0,044 $ 3,095 
Basic Eartiitigs Per Share: 

~. 
~ ~ . 

Nci iticonie 

Weighted average 
shares oiitstatiditig 5,978,314 5,844,l 10 -.5,253,658 

.~ ~ - 

$ I 16 $ 1.03 $ 0.71 
-~ ~ 

Net income prr slim. 

IMuted Earnings Prr Share: 
$ 6,911 $ 6,044 L. 3,695 

. .~ ~. ~ 
Net incorric 

Wciglrwd average 
shares outstatiditig 5,978,314 5344,l 10 5,253.658 

hffcrt ofdilr~iive stock options 500,595 571,298 585,252 - ~ 

Weighted averagc shares 
of comrnun wick and comnioii 
stuck equivalents 6 . 4 7 8 . m  6,415,408 5,838,910 ~- ~ 

~. 

1 07 $ 0.94 $ 0.64 
~ -~ 

Net income per diluted Sh.lle 

I I. SHARE-LIASLL) (.:OM PENSATION 

The 1992 Stock C)ptiori Plan reserved shares for issuaticc m employees and rlitcctnrs 
titicier incentive and nonstatuiory agreements. The Curnpatiy assumed all obligatiotis 
iinder this plan as of Novemher 15, 2000, and optbris (1:) piirchase shares ofthc 
Company's coriitiioii siock were substituted Lw nprinns to pui-chase shares i:~fcc)iiiiiion 
stock o f t h e  Rank. Outstanding optiuris r i d e r  this plan are cxcrcisd)lr m t i l  their 
rxpiration, however, no new uptintis will he granted iinrlcr th is  plan. 

The Ccntrd W c y  (3omniunity Bancorp 2000 Stock Option l'lm has 899,834 
shares rcriiaitiitig ~s resewed for issuance ILr options already granted to criiplnyees and 
rlircctcrrs under incentive and nonstatulory agreements and 73,416 rrniaiii reserved 
for Ciriiire grants. 'Ihe plan requires thai the option price may r ~ ~ t  be less than the fiir 
market value of the stock at the date the option is granted arid lliat the option price 
must be paid in f ~ d l  at the iitiie it is exercised. %e optii:)trs under the plan urpitc otl 
dates determined by die Roard of Directors, but not later tlwn ten years from t h  date 
nfgrant. 'Ihe vesting period i s  drterniined by the Ruard or Directors and is gCncrAlly 
over five years. 

'Ihe Central Valley Community I h c o r p  2005 OtIinibus Incentive I'lm provides 
for awa& in thc form o f  inceniive stock options, nun-statrrtcrry stock options, stur-k 
apprcciatiiiri righis, and restricted stock. Tic plan illso allows for performance awards 
that I T U ~  bc i t )  the form of wsh or shares of i h e  C:ompany, including restricted siock. 
l i e  m;lximum numbcr ofsh:rrc:s thal can he issued with respect to all awlrds under the 
plan is 476.000. l i e  p lan  requires that thc exercise pir-c rnay tior he less than 100% uf 
the fiir market valrie of the stock at the date tlic option is gcinted. and that the upinti 
price rriiist br paid i n  full at the time it is currcised. l i e  options and a w d s  under the 
plati expire nii dates determined by the Roard of Directoi-s, but not later tlrarr 10 years 
from the date of grant. The vesting period for the options and o p h n  related stock 
appreciation rights is detctmiricd b y  rhe Roard of Directors and is g c r d l y  over five 
years. There have been no grants nlailc d e r  this plan. 
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I I .  SHAKE-DASLL) COMI’I*.NSA I’ION (Cutititilied) 

A surrltnary d i h e  comhined activity of die Plans for the years cntlcrl 
Deceniber 31, 2004,2005 aid 2006 fbllows: 

Weighred 
Weighted Avei-age 

Numher of Avenge Kemaining Aggregate 
Stock Options Exercise Contractual Intrinsic 
Outmnd& ..-. Price . . ‘lerni (Years) ~ W u c  

(dollars in thousandi, cxccyi ycr allarc amuui1ls) 

Options outstanding 
d l  jaliuary 1, 2004 1,131580 $ 4.64 

Options granted 1.000 $ 11.30 
Optiiiii~ cxercised (77,880) $ 4.04 
Options cancelled (1,840) $ 6.34 

Options outstanding 
at  k c t n l x r  31, 2004 1,052,860 $ 4-69 

Opiirrtis granted 156,300 $ 13.50 

Options cancelled (11,890) $ 8.86 
Options exercised ( 1  11,980) $ 4.08 

Options outstanding 
at December 31.2005 1,085,290 $ 5.97 

Options granied i5,oon $ 15-50  
Options cxcrciscd (172.036) $ 4.27 
Options cancelled (28,420) rh 6.15 

Options outstanding 
a t  1)ecemher 31,2006 879,834 $ 6.45 5.00 $ 7,561 

Options vested or 
cxpccrcd to vest at 
at December 3 1,2006 867,767 $ ~ 3 7  6.33 6 7,368 

Options exercisable 
atDcccrribcr 31,2006 724,734 $ 5.13 6.01 $ 7,054 

. . .. 

The wcightcrl-:ivcrage grant-date fiir value of options graited during 2000, 2005 and 
2004 was $4.34, $3.28 and $4.80, rcspcctivcly. 

‘Ihe total intrinsic valiie of  optintis exercised i n  rhc years ctidcd 1)crcrnlcr 31, 2006, 
2005 a i d  2004 WJS $1,700,000, $742,000 and $518,000, respeciively. 

Caqh received horn options exercised for the years ended Drcember 3 1 ,  2006,2005 
a i d  2004 wil( $735,000, $458,000 and $31 7,000, rrap<.<tivcly. The actual tax benefit 
realized for thc tax deductions hom options exercised rotaled $45 1,000, $171,000 atltl 

$l4.3,000 for the yc:us cndcrl Dcccmbcr 31, 2006,2005 and 2004, respectively. 
It o f h x m b c r  31. 2006, there w x  $392,000 of total unrecognized comprtrsation 

cost related to nun-vcstcd share-based compensation arraigements granted d e r  I he 
1992 a t id  2000 Plana. T h e  coat is cxp d to be recognized over a weighted average 
period of 3.5 years. l i e  total fair d u e  ofopiions vesird w a  $I97,000 fLr the year 
cnrlcd December 3 I ,  2006. 

12. OTHER EXPENSES 

Olher expenses consisted of thc following: 

Year Ended December 3 1, 
2006 2 P ! !  2004 ~. 

(In thousmda) 

Data procrssirig $ 816 $ 811 $ 758 

A u d i t  and accounring fees 317 334 241 
Advrrtising 452 412 365 

Amortization of core 

I.cgal fcrs 300 192 129 
rlcposit ititangiLlr 21 5 214 

Regulatory assessiiients 112 164 92 
Other expenses 3,037 2,604 2 , s  18 

$ 5,249 $ 4,731 $ 4,100 

1 ’I. LMI’LOYLL ULNLI I l b  

401 (k) and Profit Sharing Plan - ‘Ihc Bank has established a 401(k) and profit 
sharing plan. ‘Ihe 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. 1)articipanrs in the profit sharing plan are eligible to receive eiiiployer 
contributions after completion of-two years o f  bcrvicc. Hank contributions to the 
pr&t slraritig plan arc dctcrtriiticd at t l ic  diacrctiuti u f t h  Rvartl of Directors. 
Participants are automatically vested 100%) in all eiiiployer contrihutions. l i e  Rank 
contributed $300,000, $275,000 and $105,000 to the profir sharing plan in 200G, 
2005 and 2004, rcspcc-tivcly. 

partiripatita’ /iol(k) plan xcoiints. The amoiitit to be contributcrl is announced by 
the Rank at the beginning uf thc plan year. Pur the years cnrlcd 

Addiiintially, tlir Rank may rlrci to tnakr a marching coritributioti to the 

bcr 31, 2006, 2005 anrl 2004, the Rank mark a 100% marching 
utioti on all  deferred aii ioi i t i i~ up to 3%) ofrligiblr cotrrprtrsatioti a t d  a 50% 

I ddctrrd amoiltits above 3% to a rrlaximurn oft;%. 
c r  3 I ,  2006, 2005 arid 2004, the Rank made matching 
0n0, $21 0,000 and $1 8 8 , 0 ~ ,  rrspecrivrly. 

TMcrrcrl. ( h tpcnsa t ion  Plan -. ‘Ihc Bank has a nonqualified Deferred 
(:nmpensaiion Plan which providcs directors :a t id  a former key executive with an 
unfunded, deferred coinpensation prngrmi. Under i h e  plan, eligible participants 
may clccr to defer some 01- all of their current compensation or director fees. 
1)cfcrrcd amounts earn interest at an annual rate determined by the Board of  
Directors ( 8 2 5 %  at Dcccmbcr 31, 2006). At December 31,2006 md 2005, the 
total net deferrals included in accrued interest payable and  oilier liabiliiirs wrrr 
$ I  ,/rl6,000 and $1,285,000. respectively. 

Tti coritructioti with the implementation ofrhc above plan, single pi-emium 
universal life insiirancc policies on thc life of each participant were purchzsed 

I is beneficiary and owner of-the policies. During 2000, the 
crl a gain of$625,000 from rhc proceeds ofone of the life 
l i e  cmh surrender value of  ilie pnlirics tutalcd $2,720,000 anrl 

$3,‘)2 1,000 at 1)cceniber 3 1, 2000 and 2005, respectively. The ciirrrtit atrtlual 
tax-lter itriernt ratca un these polic-ics is 5.5‘%. Income I-ecognized on these policies, 
excluding the gain notrd abovr arid net of  rclatctl cxpcnscs, for the years ended 
1)ccember 31, 2006, 2005 and 2004 was $131,000, $120,000 and $1 11,000, 
respectively. 
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13. F,M I'LOYEE RENEFITS (Continued) 

Sal,lrv. C.ontinuation I'laiis - l i e  Roarrl of L h c t o r s  approved aalary continuation 
plans for certain key executivrs Juring 2002 and suhsequcntly xncnded in 200b. 
IJndcr tticsc plans, the Dank is (ibligatcd to provide ilir rxcxutivcs with annual 
henefiis Ibr fifteen years after rriircriicnt. 'Ihese henelits arr subatantially equivaleni 
to those avsi lablc iindcr split-dollar lil'v iriaurance policies piirctra\c.d by the Dank 
on the life of [ l ie rxccutivcs. In addition, ilir catimatcd present value oftticsc fitture 
benefits are accriied ftl-rtri the ccective date of  the plans until the execiiiivc< expected 
retirctricnt date based on a diaroitnt rate of 0.25%r. l r c  expense i-ecogiii~eJ 
under iticac plans for the years rtirlcil Dcccniher 31, 2006, 2005 and 2004 totalrd 
$1,000,000, $332.000 and $285,000, respectively. Accrilctl compcnsation p"y;~ldr 
under die salary runtinuation plan toialcd $2,285,000 and $1,293,000 at 
1)ecemher 31, 2006 and 2005, respeciivcly. 

iristirance policies with cash surrender v.~Iues totaling $3,420,000 a n d  $2,804.000 
at December 3 1 ,  2006 a t i d  2005, respectively. Triwmc recognized on tlrcsc policies, 
trct vfrclated expense, L>r tlic years ended I>ecetribcr 31, 2000, 2005 ilnd 2001 
tolaled $ 1  17,000, $90,000 and $8'5,000. respectively. 

In connecrioii with ttrcac plans, the Rank yurchrwd single pretriiutri litc 

14. I . O A N S  '1'0 RELATED I'AKI'ILS 

Lhi-ing (he tiormal course of hiisiticaa, the Hank enters ititu loans with relared 
parties, incluiling cxccutive ntficers arid directors. l i r s r  loans are made wiih 
siibstantially i l i c  aamc terms, includitig rates and collateral, a s  loans to uiirel;ited 
parties. 'Ihe following is a summary i:iftlrc aggregate aciivity involving related p r r i y  
Iwrrowci-s (in thouSatidi): 

Ralaticc, January 1, 2006 $ 447 

Uis hursrtricrits 
Amounts reps id 

565 
( 5  IO) 

LJnrlisbursed commitments to relared parties, 
$ 2,042 - -  Dcwmber 31, 2006 

15. <:OM I'KCI ILNSIVE I N W M L  

Comprehensive iiicotac is a more inclusive financial reporting methodology that 
inclurlcs disclnsiirc- ofvthcr comprelrrtisivc income (loss) that historically h a s  r i l l t  

I>CCII recognized i n  i hc  ialculation of  tiri income. 'Ihe ( h i p a n y ' s  only soiircr of 
oihrr romprehensive iticc)inc (loss) is unreali;.cd gains and Iosars on the C:ompitiy'a 
availahle-f~r~sale investmeni accurities. Toral cornprchensive iiicotrir- and the 
componenls uf accumulated ot Ircr roniprehensive itlcomc (loss) are prraentcd in the 
consolidated siairtricnt of changes i t r  shareholders' equiiy. 
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At Uecemher 31,  2006, 2005 and 2004, the Ctrtnpny hclrl securities classified as 
available-for-sale which l iatl net unrealized gains or Iossc-a as fullows: 

FdX 

I3 e fo 1-e (F.xpciisc) After 
Rrnrlit 'l'k - - 'I& - -  - 

(In rhoiimihls) 

For the Yrar Fmlcd L)ccember 31. 2006 

Other cnmprehetisivc incomc: 

Less reclassi fica I io t i  

adiustment h r  trei gaitla 

Clnrealized hirldi tig gains: $ 773 $ (303) $ 464 

itrcludcd in net income (1 23) 49 -- (74) .- - 

Total other 
650 $ (260) -. $ . 390 .- comprehensive income $ 

~- 

Por-th Year Lnded Decetrihvr. '31, 2005 

Other cntrrprchcnsive loss: 
1hirc.ilizrd lrolrling losses $ (1,315) $ 5 1 3  $ (782) 

I.ess rcr-lassification 
adjust iiirtit for net gains 
included in tirt income 92 - (37) 55 

$ ... (1,407) $ 5 7 j  $ (817) 

r ,  Iota1 other 

- .~ 
comprehensive loas 

For the Year Enrlcd Ueceiuher 31 ..20o/l 

Other comprehensive loss: 
LJrirca1izr.d holding lassrs $ (607) rh 133 $ (474) 

included i t 1  net income 483 ( 1  6 4 )  31? 

r vmprchensive loss -_ $ (i,oso) $ 297 $ (7'13) 

Its% reclassification 
adjiisrrricnt for net gains 

'Ibtal other 

-. .~ 

IO. DlSCl C)SCIKES A B O I I T  FAlK VALUE O F  FINAN(:'IAL 
INSTRIIM UN'I'S 

r)isclosurcs include cstitriatcd fair values for Ltiancial instruments for which it is 
Imtiitablc to cstimare h i r  value. 'Ihese estimaies arc made at a specific pvirit it1 

time hased cin relevant markei (lata and inforniation about the financial iiisiruiiirrits. 
'Ihese estitiiaics do not reflect any premium or discoiini tliat could I-esult from 
offiring the Cotripany's cntire holdinga of a particular financial instrument for 
sale at one time, t iut  do they attempt 11.1 rstirnatr the value ofat i t ic ip:d future 
husitics, related to the ins1 rumcnts. I n  addition, the txx ramificaiiotis rrlatcd to the 
rcalizaiicm of unrealized gains and losses can liavr a significant effect (>ti  fair valuc 
estittiaLcs and have not heen considered in any of rticsc estimates. 

Recause no market exisis fur a significant poriiori ofthe Company's liriancial 
instriimrtits, fair value estiiiiaica arc based on judgtricnts regarding ciirretit economic 
conditions, risk characteristics of  Yariws financial itisirirtrlciits and other faciors. 
Thcsc cstim.iies arc subjective in tiaiiirc arid involve uncertaintics and matters of  
sigtriLc-ant jiidgineni a r i d  tlictcfore ciinnot he determined with pr 
in assiltii pt ions could sign i firs ti tly affect the hi r values presented. 

rhc fair value of  its firlancial instrumrtits at L)ecemher 313 2006 and 2005: 
'Ihe followiiig rwthods and assumptions were used by the Company 11.1 rsirnatc 

Gj$i atid cash equivalcta - l'or cash a n d  cadi cquivalenis, rhc carrying atrioiiiii i s  
estitriatcrl to he fair vduc. 
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16. L)ISC:I.OSIJRES AKC)Il'f FAIR VALClI, O F  FINANCIAI. 
I NSTRIIMEN'I'S (Continued) 

Availablc-furrs~le investment securities and intencar-braline~~ri~ig deposita 
U r  bjy& - For availablr-l?rr-sale iiivcstrncrrl securities and intcred>earing 
dcpnsits i n  other banka, fair values arc baacrl on quoted market prices, wherc 
;iv;aiJakle. If quoted marker pi-ices arc not available, fair values :Ire estimated using 
quoted market prices for similar sccuriiies and deposits arid itiiiications of value 
providcd b y  brokers. 

l.nalls - For variable-late loans that reprice frequently with no significant changc 
i n  credit risk, Lair valires are based on carrying values. Fair valuca f o r  other loans 
arc cstirriatrd using discounted u s l i  llow andyscs. using i t i trrest rates being offkrcd 
at cach rrpnrring date fbr h r l s  wiih similar tcrms tu burrowers of co1iipar:iblc 
credicworthincss adiostrtl Tor die allowancc for uctlii losses. 'lhe carrying a r r i o w l  of 
accrued interchi receivahle appx ima tcs  iis fair value. 

Rank owned life insur:rtir:c - l i e  fair value ofbarik i:rwneii life insurance policies is 
hased on cash siirrcridc-r values at each rcpurtirig dale a s  provided by the insurers. 

-. Fc~lcral Home Loan Bank stork - Tic carrying aiiiount of-lkrlcral Home I m n  Uank 
(FH1.R) stock approximatrs fiiir value. 'Ihis investment is i a r r i e i l  ar cost and is 
redeemable at par with ccrrain restrictions. 

u g s i f i  - The fair values fur h i a t i d  deposits are. by definition, c q d  to i l i e  aiiiount 
payablr on demand at the reporting dale represented by thcir carryitig amount. Fair 
values for fixed-ratc ccrtiticales oT deposit x e  cstinxitcrl iiairig a discounted cash 
flow analysis using itiierest rates being offkrcrl at  c:iclr reporling date by the Bank 
for trriilicates with similar remaining triatiirilies. Tne carrying amount i.)fau:rurd 
interest payable approximates iis Fair value. 

Shurt-tcrt!i knrrnwines and dcbt ~ The Lit w111es o f  fixed-rate borrowings arc 
cstitriaied by discounting thcir fiiturv cash llows using rates at each reporting dale for 
similar instrumcnta. 

(:ommitmcnts tu f;mrl luanslstandby letters of credit - OH;-lralance-sheer 
cnniiiiitnients to extend u c d i t  are priinarily for adjustable rate luatls atid Ieliers of 
credii. l i e  fair values ufcuniniirtiieir(s are estimated using the fees Iurretrily charged 
I O  enter into similar agrccrrictiis, iakiiig into account the remaining tcrtns o f ~ h e  
agreements and the ~ J V S ~ I I I  credinvorthiness of the countcrpariirs. l i e  diferetices 
bcrwccri thr carrying value of commitments tu firrid Iiralrs or standby letters of credit 
and [heir fair value arc nut >igriilk:atii and, therefore. not includcd in the fiillowiiig 
table. 

Drceiiiher 3 I ,  2006 Drceiiiher 31, 2(1(15 
C a r  ryi iig Fair Carrying Fair 
A tiiount 

(In Ihorls.lnds) 
Milue - Arrrount . Vdiie 

~ 

Financial asseta: 
Cash and due 

frombanks $ 25,898 $ 23.898 $ 22,165 $ 22,165 
Fcrlcral I.iitids sold 24,21 H 24,218 29.830 29,830 
Intctcs~-hearing 

dcpusits in 

Available-fur-sale 
iiivcstrricri t 

othct batiks 32' 323 !I 1 8 918 

sccu tit irs 103.922 103.922 105,592 105,592 
Loans 318,853 319.248 298,463 298,261 
Rank owned life 

i iisurancc 0,146 6,146 6,725 6,725 
F1 ILK StC)Ck 1,891 1,891 1365'1 1,059 

rcccivahle 2,508 2,508 2,232 
Accrued in tcrcw 

Deposits $ 440,627 $ 438,848 $ 430,989 $ 429,153 
Short-tertii 

Lung-term deh t  3,250 3,144 
Acr riled interest 

borrnwings 3,250 3,250 3,250 3,250 

payahle 59 1 59 1 394 as4 

17. I'A2RF.NT ONLY (:ONL)IINSI:,I) I:[NANCIAL SIAI'BMI'N'I'S 

CONDENSEL) Uhl .ANCF, SHEETS 
r>eceiiiher .3 I 2006 and 2005 
(111 111011E. l l ldE)  

ASSETS 

Cash and rash equivalents 
liivcsrmcnt i t )  subsidiary 
Other a s s r t s  

'Ibtal assets 

1.IARTI.ITIES ANL) 
SHAKE1 1OLL)CKS' EOUIT_Y 

Liabilitica: 
Sliurt-term d e b  
Long-term <lch 
Other liabilities 

Total I id> i I i I ies 

Shareholders' equity: 
Cunimun S ~ C K  k 
Kctaitlrd cartiings 
Acclimulated other comprchcnsivc irimrile, 

net of raves 

2005 2 0 0 6  

$ 1,477 $ 1,205 
42,240 48,959 

~. - 794 h 3 9 

14,007 13,053 
35,888 28,977 

(117) (507) 

411,778 41,523 'Ib tal sharchol iI c rbl eq ui t y 

'1 ntal liahilities and sharchulrlcrs' eqriiiy 
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17. I'AHEN'I'ONLY CONI)ENSI*.r) FlNAl  
(Cutit inucd) 

al Statements 

C I A L  S J ATLMbN 1 S 

lncutne: 
nividcrids declared by 

sulsidiary - eliiniriated 
iii consolidation $ 1,000 $ - $  593 

Other income 1 1 

fix penses: 
Professional fcrs 
Other expctises 

72 106 96 
516 500 378 ~- -- -- 

588 600 474 ~- -- -- Total cxpenscs 

Income (lois) bcfure 
equity in undistrihuted 
iticoinc or subsidiary 413 (605) 1 10 

Equity in  undislrihutctl net 
6,342 6,438 3,419 iticoinc or subsidiary -- 

Incomc heforc iticonic 
tax benefit 6,755 5.8.3.3 3,538 

156 -- __- h c n m e  tax hencfit -- 21 1 157 

$ 6,!)11 $ 6,044 !h 3,695 -- -- Net incorne 
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17. I'AkFNT ONIY C0NI)ENSEL) FINANCIAL, M t . N  1'5 (Continued) 

CONL)I:NSI'O S'IXI'tMENTS (OF C A S H  FLOWS 
1 , ~  rhr Vc;irh F.~~(lc(l D c c e m h e r  31. 2006. 2005 and 2004 
(In thousands) 

(:ash flows fi-om operating activities: 
Net income 
Adjustments to reconcile net income to net cash provided by oprraLing activiiies: 

IJndisrrihuted net income of suhsidiary 
Stock-hased compensation 
'h bcncfit from cxcrcisc o f  brock optiotia 
D c u r a s c  (iticrrase) i n  other assets 
Incrmse (decrease) in other liabilities 
Provision for rlcfcrrcd inrornc taxes 

Net cash provided by financing activities 

Cash flows provided by (uscd in) investing activities: 
Investment in subsidiary 

Cash flows from financing activ 
I'rocccrls from borrowings 
Rcpaymctm o f  borrowitrgs frotri oilrcr f;rratrcial itisiitutioti 
Share repurch~se and rerirement 

Proceeds from exercise of stock options 
' l ix  bcncfit from cxcrcisc of stock options 
Cash piid for dividends 

Net cash (used in) provided by financing activities 

Increase in cash and cash cquivalcnts 

C . M  and clsh eqtj i va I en t s  a I hrgi t i  ir in g n f year 

(:ash and cash rquivalrnts at end of yrar 

Cash paid during the year for interest cxpcnsc 

Nowcash invesring activities: 
Net change in unrealized loss on available-for-sale investment securities 

Fait matkct value of currirrion stock issued in acquisition of subsidiary 

Nntr-cash li tiairci rig activit its: 
T a x  br t i rh  frotri btork optiotra cxctcibcd 

2006 2005 

$ 6,911 $ 6,044 

(6,342) (6,438) 
163 

(451) (173) 
4.30 792 
132 (51)  

(134) 

709 174 

22 (309) 

(1,250) 
(3%) 
735 458 
1 5  1 173 

(459) - 63 I 

272 496 

1,205 709 

$ 1,477 $ 1,205 

$ 161 $ 153 

$ 650 $ ( I  ,407) 

$ - $  6,079 

$ 451 $ 173 

2004 

$ 3,005 

(3,419) 

~. - 

( I  43) 
(310) 

47 

(136) 

(2,000) 

2,500 

(213) 
317 
143 

(263) 

2,484 

36 1 

( I  ,090) 

$ 

$ 143 
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Report of 
Independent Registered Public Accounting Firm ~ 

‘Ihe Shareholders and Hoard of Directors 
Ccn tral Valley Cornmimiry Hancorp and Subsidiary 

We llavc audited the accompanying consolidated halance sheels of‘ Central Vnlley Chrirniinity h n c o r p  and subsidiary as of 
I)ecemt)er 3 1, 2001; and 2005 and the rclatcd consolidated stxtetnenis of income, changes in shareholders’ equity and cash flows for each 
of the years in ihc three-year pel-iod ended Dcccmbcr 3 1 , 2006. %est. consolidated financial statrrnciits arc the responsibility of the 
Company’s management. O u r  responsibility is to express an opinion on lhcse consolidated finaricid statcmenrs based on our audirs. 

We conducted our audits in accordance with the staridards of the I’uhlic Company Accounting Oversight Board (United States). 
lhose standards require tllat we plan and perform the audits to obtain reasonat)le ;issLirmcc about whether the corisolidarcd fi nancial 
slatciiients are free of rnaierial misstatement. An audit includcs examining, on a test \)asis, cvidcricc suppming the arriounts and 
disclosures in the consoliclatcd f i  nancinl statements. An audit also includes assessing the accounting principles used arid significant 
estimates niade by nianagemcnt, as well as evaluating the overall financial statement presentxion. We believe that our audits provided a 
reasonable basis for our opinion. 

In our opinion, the consolidated financial siaicnicnts referred to ahove present fairly, in all material respects, tlir consolidated 
financial position of‘ Central V;dley Community Baricorp and subsidiary as of December 31, 2006 and 2005 and the corisolidarcd results 
oftlieir operations and theit- cash flows for each of rhc years in  the three-year period cridcd Decemhet- 31, 2006, in confortniry with 
accouriiing principles generally accepted in the United States of America. 

Sacrarncnro, California 
March 14, 2007 

26 



Selected 
~- 

I Financial Data 

‘l‘otal interest iiicoiiie 
‘Intal interest expense 
Net interest iricurnc bcfurc ptuvisiuri fi,r credit losses 

I’rovision for credit losses 
Net interest iiicoiiie after provision for credit losses 
Nun-interest inconic 

Nrt iticotiir 

Basic earnings per shat-e 

1)iluted earnings per share 

G s h  dividends rlcclarcrl per common share 

s 30,932 
0.559 

$ 26.070 
4.1 30 

9; 16,799 
I ,078 

24,373 
800 

23,573 
5,177 ........ 

28,750 
18,511 
10,209 
3,298 ~-~ 

21,931 
510 

21,421 
4,009 

25,430 
16,0& 

. _  3,344 
9.388 

14,821 
4.084 

18,905 
_ .- . 13,266 

5,639 
1,044 . - __ ._ _ 

$ -().“I I $ 6,044 s 3,005 

rr 1.16 $ 1.011 rr 0.71 _- ... 

1.07 $ 0.94 $ 0.64 
- $ 

1)ecemher 3 1, 
(111 II1C)USi l t ldS)  

.R 14,970 $ 14,516 

12,680 1 1,808 
2,200 2,728 

- - . .  

12,680 11,808 
_ -  4,559 _ 4,226 

12.368 ._ -. 12.002 
4.871 4,032 
1,4‘)L! .. ._ I .24g 

17.239 16,034 

$ 3,372 $ 2,784 

0.65 $ 0.54 
.- _ . rc 

9; 0.00 $ 0.51 

rt 0.05 $ 0.03 

Investment seciiriiies, FrJeral I ~ ~ i i i t l a  

sold and deposirs in oi l ier  hanks 
Nct loans 
Tutal clcposits 
‘lbtal assets 

Sliarchuldcrs’ equity 
Earning assets 

s 128,463 $ 1:5(;,.54o $ 1 2 7 , ~ 5  B 107,atiti $ 95.901 
318.853 208,463 206,582 I x3,n/iL) 156.293 
440,027 430,980 326,l 86 290.565 246.337 
500.05? 483,677 368, 147 327,930 283,006 
43.778 41,523 29,hOh 26,720 24.099 

453,21 1 440,646 3an.032 292,494 251,895 

Avci-age halaiices: L O O b  2005 2004 200.3 2002 

Tnvr i t  t n r t i i  ac~~iritics, I’cdcral fiunck 
sold atid deposits in uthcr banlts 

Net lams 
‘ l i d  deposits 
‘Ibtal assets 
Sharcholders’ equity 
L‘e 1-11 i iig nsserc 

$ 125.702 $ 135,670 $ 1 I5,OW $ 101,222 $ 74,111 
300,591 274,348 192,658 I72,3 I O  146.264 
414,310 407,188 307,455 270. I59 212,029 
470,221 455,680 346,117 m,wi 148,948 

4 5 ~ 564 38,i)91 28,203 25,484 22.604 
43 1,308 414,257 51  1,456 275,846 222,067 
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Management’s Discussion and Analysis 
of Financial Condition and Results of Operations 

. . .. . .. 

Unaudited Qixiricrly Statcmcnt of Operations Daia 
(Ihllars i n  thousands, cxccpt per share data) 

, .. 

Q1 (2.3 Q 2 0 1 
2005 2005 2005,-.. 

0 4  (2.3 Q2 (21 
~ 0 0 6  2l)l)h 2000 tOOh 2005 _._l- 

Nri iriicrcbt income $ 6,259 $ 6,104 $ 6,045 $ 5,965 $ 5,945 $ 5.592 $ 5,357 $ 5,037 
I’rovision for loan arid lrasc losscs 200 I00 100 400 500 10 

Nori-iritcrcst expenses 5,067 4,631 1.446 4,397 3,880 4,021 4,040 4,101 
Income heforc provision for income [axes 2,671 2.668 2,645 2.225 2,567 2.58‘) 2,191 1,841 
I’rovision for iticonic taws 528 999 976 795 899 940 x5x 647 
Net income $ 2,143 $ 1,669 $ 1,669 $ 1,430 $ 1,668 $ 1,649 $ 1,533 $ 1,194 

Ncrti-intcrcst income 1,679 1,295 1.146 1,057 1,002 1 ,ozn 1,074 90s 

Per share: 
Rasic carnings per share $ 0.36 $ 0.28 $ 0.28 $ 0.24 $ 0.28 $ 0.2n $ 0.20 $ 0.2 1 
I3iluted earnings per share $ 0.33 $ 0.26 $ 0.26 $ (1.22 $ 0.25 $ 0.26 $ 0.24 $ 0.19 

MANAGF,M~.N 1”s i) isCussIoN A N T )  ANALYSIS 

Managemcni’s diarrrsaion and analysis s h n d t l  be rcad in conjuiic[ioti with the 
Corripany’s audited Consolidated Financial Statemrnis, including the Notes ihrreto. 

Certain matters discussed in this report constitute fonvnrd-looking stateiiients 
within the meaning of the  Private Securities Litigation Reform Act of 1005. 
All statements contained herein that arc not historical facts, such as statements 
regarding the Company’s current business strategy and the Company3: plans 
for hiture developnietit and operations, are hascd lipon current expeceations. 
Thcsc statements are forward-looking in nature and involve a number of risks 
arid uncertainties. Such risks arid uncertainties includc, but are not limited to 
(1) significant iticrcascs in conipetitive prcssiire in the banking industry; (2) 
the impact of changes in interest rates, a declinc in economic conditions at the 
intcrwational, national or  local level on the Cottipmy’s results of operations, 
the Company’s ability to continue its internal growth at historical rates, thc 
Company’s ability to  maintain its net interest margin, and the quality of the 
Company’s earning assets; (3)  changes in the regulatory environment; ( 4 )  
fluctuations in the rcd cstate market: (5) changes in business conditions and 
inflation; (6) changes in securities markets (7) risks associated with acquisitions, 
relating to difficulty in inlegrating combined operations and related negative 
impact on earnings, and incurrence of substantial expenses. ‘Ihereforc, the 
information set forth in such forward-looking statements should be carefully 
considered whcn evaluating the business prospects of the Company. 

When the Company uses in this Annual Repott the words “anticipate,” 
“estiniate,” “cxpect,” “project,” “intend,” “commit,” “belicve” and similar 
expressions, I he Company intends to identifj. fonunrd looking statements. 
Such statenleiits arc not guarantees of pcrformance and arc subject to certain 
risks, uncertainties and assumptions, including those described in this Annual 
Report. Shorild one or more of  these risks or unccrtainties materialiw, or should 
underlying assumptions prove incorrect, actual results may vary niaterially 
from those anticipated, estimated, expected, projectcd. intended, committed or 
believed. l i e  fiitrire results arid shareholder values of thc  Company may differ 
materially from those expressed in these fonvard looking statements. Many o f  
the hctors that will rlctermine these rcsults and values are bcyond the Company’s 
aliility to control or predict. For those statetncnts, the Conipatiy claims the 
protection of the safe harbor for forward looking statements contained in the 
I’rivate Securities Litigation Reform Act of  1335. 

Central Valley Community Raticorp (NASIIAQ CVCY) (the Cotripany) 
was incorporated i:iu February 7, 2000. The formarinn of the holding c-oinpany 
o f f k d  the (hrnpany more flexibility in meeting ihr long-term nerds ofciistomers, 
shareholders, a i i d  the conimutiiiirs it scrvcs. ‘Ihr Cvrnpany cunenily has one bank 
subsidiary, ( h t r a l  Valley C:ommrrtiity Bank (the Rank). The Coml~ariy’s market 

a r r a  iricludcs the Central Villcy arc:* from Sacramento, California to Bakersfield, 
(:aliTornia. 

Afier i l i c  close of business on nrcrrribcr 31. 2004, the (hiipatiy cornplctcrl the 
merger with Rank of Marlcra County (RMC). The Madera and Oakhtrrst branchcs 
of UMC were merged into the Bank. For deiails ofrhc mergei-, refer to Nntc 2 to 
the Company’s audiied Consolidated Financial Staierncnts. 

During 2006, thr C h i p a n y  focused on assuritig competitive products ar id  

acrviccs to OUT clienis werr tiiarlc available while adjrrsting to the many new laws 
and rrgulations that affect ihr Gariking industry The Rank opened full service rerail 
offices i t i  the I’rcsno downtown area on February 1 3 ,  2006 arid in thc Sunnyside 
area of Frrsriu on November 13, 2006. h i r ing  October 2006, rhc Company 
consolidared iis administrative offices inio a single location on Finaricial h i v e  in 
Prcsno and opened a litiiircrl service branch tlierr, bringing the total niiinbrr vf 
hrarlcllcs to 12. 

ECONOM IC CONL>ITIONS 

h s n o  County’s rcoriomy has been relativrly stable for the p x t  rhrrr to four 
years, but during 2006, the local ecannmy has shown signs of slowing. Most 
iridustrics in  the Cnirtiiy arc cithcr stable or contracting very modesily. Frcsno 
Coiitity’s iincmployment ratc has historically heen otic of-the highest r<iies i n  
(:;ililimia and the nation; however in the fourth qiiartcr of2006, the i h i n r y  
reported ilic lowest single digii ratc in 27 years. Agriculrurc and agricultural relacrd 
businesses rctiiain a critical pari o f r l i c  County’s econotny. Tl ic County’s agricultural 
production is widrly diversified, prodiicirig cotton, nuts, vrgeiablcs, fruit, cattle, 
arid dairy producls. T h e  to low land cosls, rrlativc to 
economy has been significanrly aftcctcd by the rral est 
the ~ I S I  five years. However, during 2006, growth i n  
stagnated as Iiousing starts and apprrr-iariun in medial 
iwnparcd to 2005. 

to ihe North and South of  ihc County. Fresnn County’s home appreciarion has 
:ivcragcd 20%) annilally w e t  the four year period prior to 2006. In 2006 home 
appreciation was approximairly 1% While afordability has declined as a result, the 
arrd is siill considered more alfotrlablc than other places in California. 

Frcsno County a1sn nlii% hwcr living cosls mrnparcd with meirnp~ditan arcas 

SIW : K srI .I ‘I ’ 

~ ) I I  September 21 , 2005 the Company’s Road of  LXrectors apprwcd a two-for- 
m e  stock split for shareholders ofrccord at the cIi:)sc of business on October 5. 2005 
and effeciivc on October 31, 2005. AI1 share and pet share data in  ilir Lonsolidated 
financial srairtricnts and the follnwing nianagemrni’s discussion and analysis have 
bccn retroactivrly restated to give rfll,ct to the stock split. 
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Management's Discussion and Analysis 
of Financial Condition and Results of Operations 

OVERVIEW 

We are pleased to report cot i i i t i lml  growth in consolidated earnings and total 
assets during 2006. LMutcd earnings per share (EPS) h r  ttic year cndcd 
Der,criibcr 31,  2006 was $1.07 compared to $0.94 and $0.64 Ibr ycars cndcd 
Deccrrrbcr 31, 2005 and 2004, respectively. Net i i i co i i i r  krr 2006 was $6,911.000 
corriparcd to $6,014.000 and $3,695,000 for the yrars eridcrl Dcccmbcr 31, 2005 
and 2004, reqwltivcly. 'Ibtal assets at L>ecember 31, 2006 were $500,051J,000 
compared to $483,677,000 ar Drccriibcr 31, 2005. 

k t i i r n  on average equity for 2006 w a s  I 5.17% compared to 15.63%1 and 
15.10% h r  2005 anrl 2004. respectively. Return on average assets for 2006 w x  
1.47% coiiip"red r i )  1.33% a t d  I . W %  for 2005 and 2004, resprc[ivcly. Total 
cquity was $49,778,000 ai Decrnibct 31, 2006 compared to $41,523,000 at 
Lkcemher 31, 2005. 

'Ibtal loans continued ro grow dtlritig 2006. Average total loans increased 
$26,219,000 01- 9.44%) in 2006 coti ipi lrd r o  2005. Assct quality continues IC) he 
strong. I n  2006, we recorded a provision for credit of $800,000 compared 
to $510,00iI Ihr ZOO5 and nunc in 2004. ' h e  (:om Iiad tiri t i o n - : ~ ~ r ~ i a i  loans 
at 1)ecemher 31, 2006 cotripatcrl to two noii-accrual 10atis rcrtalitig $616.000 
at Uecemher 31, 2005. Ner charge-uffi for 200(1 were $330,000 cotnp"rcd to 
$619.000 for 2005 and tiet rec(.~vrrics of$272,000 for 2004. Refer III  "Asset 
(&ality" below for further information. We hat1 ric) other I-cal estate owned at 
either Decrtirbcr 31 2006 or 2005. 

Kry l~actors iii Lvnltixing Finatici;il Coridilion 
;ind Operating l'erforiiiaticc 

As a priblicly traded community hank holding c.orrlpany, we focus on severil key 
factors including: 

- Return to our stockholdrrs; - Return on average assrrs; - 
Asset quality: 
Assei gr~.rwtti; and 

Lkvelopment of core revctiiic streams, including net ititerrst 
inwnic and non-interest iticotiie; 

O p e r ~ r  i rig c&cicri< y. 

Return to Our Stockholders 

O u r  rrturil to our stockholders is measurrd i t i  the form of I-eturn on avrragu 
equity ("ROE"). (Our net incomc for the year ended Dcccmbcr 31, 2006 increased 
$867,000 compared to increases ol'$2,349,000 and $323,000 for LO05 and 2004, 
rcspcctivcly. Net income i n c r r d  triainly rluc to an increase in tirt intucbt income 
provided by the increase in inreresl ratcs atid the additional loan volurnc from the 
2005 RMC merger and our own organic growth, and increases i t i  riori-interest 
iiicc)nic. This incrcasc was partially oflie1 by ari in<-rcasc in interest expetihi:s, 
addition to the provision for rtcrlit losses, and operaiitig cx rnscs. Basic EI'S 
incrcascd to $1.16 for 2006 cornpared to $1.03 and $0.71 tur ycars ended 2005 
and 2004, rcspcctivcly. L)iluted EPS iiicr d to $1.07 for the year endctl 2006 
compared ~ i r  $0.94 and $0.64 for years ended 2005 anrl 2004, respectively. Tlic 
increase in EPS w;is dire prirriarily to the increase i n  tier iticomc, partially otket hy 
the increase i n  ~veragr  shares outstanding a result of the mcrgcr and the exercise 
of stock options. Our ROE was I5.17'Yu for the year endrd 2006 compared to 
15.63% anrl 13.10%) for rhe yrsrs ctirlcd 2005 and 2004, respectively. I h c  decrease 
in  RC)E I& 2006 is priniarily due [o tlir irilrcasc in capital from rlie exrrcisc of 
stock opioiis and current year earnings. 

Keturn on Avcravc Assets 

9' 

O r i r  rrturri on avcrage assets ("ROA") is a measure we use io coriiparc our 
performance wirli (-ittier banlu. and hank holdirig wrnpanies. Our  ROA for the year 
eticlcrl 2006 increased to 1.47% wrnparcd to 1.33%) a t i d  I ,07% fur the years endctl 
Uecemher 31, 2005 and 2004, respeciivcly. The 2006 incrrase i t r  R(3A is due to 
the increase in tiel iricornc relative to our increase in average assets. ROA for our 
peer group was 1 .I 1% at Scptcmbcr 30, 2006. Prrr group informarion liorn SNL 
Firrancial data includes all batik holding coiiipaiiirs ir l  California wirli wrrs  from 
$W0M to $500M and mii d d i a p t c r  S. 

. .. ... ... . - . .. .- .. . 

Dcvi&Lin!cnt of Core Earnings 

Over the past several years. we have focused on not only iiiiprovitig tier iricomc, 
hut improving ilie curlsistericy ofour revenue streams in order to create i i iore 
pi-edicdle hitiire earnings atid rctlucc the cffkt of changes in our operating 
environment on cwr tict iricornc. Specifically, we have focused on net interest 
iticonie throiiglr a variety ofprorcsscs, including increases in average iiireresi rarning 
assets as a i-esuI[ of i he  2005 riirrgcr, loan generation and retention and improved 
net interest margin hy focusing on core drposit growth anrl managing the cost 
offiincls. hs a rcsult, our net interest itrcmie hel;rrc p v i s i o n  for credit losses 
iircrrascd $2,442,000 or 11.13% to $24,373,000 for t h e  year etitlcd 2006 compared 
to $21,931 ,0i)O and $14,821,000 fc)r the ycars ended 2005 and 2004, resprcrivrly- 
Chi-  net interest margin also improved 33 basis points to 5.79%) For the yrar 
ended 2006 compared IC) 5.46% atid 4.91% for thc ycars ended 2005 and 2004, 
respectively. 

O u r  nun-interest income is generally triadc i r p  ofscrvicc charges and fees 
oiiiits, fcc income fi-om loan placemenrs, a r i d  Fair1 on sale from 
uritica. Nun-interest income in 2006 incrrasrd $1,168,000 01 

29.1 3% IC) $5,177,000 compared to $4,009,000 and $4,084,000 in 2005 and 2004, 
respectively. Crrstotiicr service charges inci-eased slightly rn $2,512,000 in 2006 
compared to $2,414,000 arirl $2,.310,000 in 2005 and 2004, respeclively, triaitily 
due to an increaye in the numher of  tratibactiori accounts. Noii-interest incorne in  
2006 a h  include mpt prclceeds li.otii a lifc iiisutancc policy of $025,000, 
gains li.om the sal 'state of $205,00i). rraliwd gait is from the sale of 
investments of $1 r i d  loan placement fees of $350,000. Drrririg 2005, non- 
intei-est income i t  aitis from the sale of investments of $92,000 c~:itriparcd 
to  $483,000 in 2004 and loan plarcrr!crir fccs of~$390,000 in 2005 coiirpirrd to 
$330,000 for 2004. Further derail oti rioti-intctcbt income is pi-ovided helow. 

Asset Oualirx 

For all hanks a d  bank holding companies, m e r  qtiality llas a significant 
inipact on the (.)vcraII financial condition and results of oprratiuris. h s c t  quality is 
measured in terms of pmrritagc of total loans and total ;isseis, a n d  is a ltcy clcmcnt 
in estimating the fiiirire earnitigs o fa  company. We had no i io i i -~~er l~r r t r i i t~~  loanb a s  
of Dcicmbcr 3 I .  2000, compared to two nori-accrual loans totaling $61 6,OOO as <I(' 

Drrcriibcr 31,  2005. Managemeirl tirainlaitis certain loans that have been hromiglir 
curreiit hy ilir borrc)wcr (less than 30 days delinqueni) otl rwn-accrual status until 
such rime a s  tnatiagcrncnt has determined that the loans arc lilwly to remain current 
in future periods. T h e  were no non-pcrforming loans a i  Drcrtiibcr 31, 2006 and 
0.20%) of gross loa t is  were rwn-pcrfurming at L)ecemher 3 1 ,  2005. The Company 
tlirl n o t  have any other real estate owricd at 1)cccniber 31. 2006 or 2005. 

AssrrGruwth 

As rrvrtiucb from both net interesr i i i c o i w  atid rion-intcrest income are a 
function of asset h e ,  the continued growth in  asse~s ha.. a direct impact in 
increasing net income a n d  rhrrcfotc ROE and KOA. 71he majcrriry ofour asscts 
arc loans and investment securi(ies, arid the rmjority of our lidiliiies are deposits, 
and therelhre i l ic  ability to generate deposits a s  a lilridirrg source for loans and 
investments is liiritlatricntal to our asset growth. To~al 
during 200& to $500,05!J,000 as of December 31, 200 
of Dccernber 31, 2005. Total gross loans increased 0.91% io 8322,662,000 as of 
r)cccmbcr 31, 2000, coii ipired (1.1 $301,802.000 at Uecemher 31, 2005. Total 
itivcstrwnt securities decreased 1.58% to  $103,922,000 as of Decembrr 31, 
2006 compared to $105,592,000 as l oan  gmwili cxcccdcd deposit growth. Total 
deposits incrrascrl 2.24% to $440,627,000 as or1)crcmber 31, 2000 compared to 
$43o,9x9,ooo as of-L)ccember 31, 2005. Wr c.crtitinuc to under perform i n  our liiari 

to deposir r<iiiv tompxcd to our peers. Our l o a n  to  deposit ratio at 1)ecemI~rr 31, 
2006 was 73.2%) ci)mparcd to  70.0% at December 31, 2005. 'Thc loan to deposit 
ratio ofour peeers was %.6l% at Scptcmhcr 30, 2006. 
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~ Management's Discussion and Analysis 
of Financial Condition and Results of Operations 

~ 

Qxmting F.Ificiency 

Operating eficicncy is the ~nc:+siirc uf I iow cfl;c.irtiily rartiitigs hefore taxes at-e 
generated as a pcrccntxgc of  rcvctirrc. Vir C:irtiili;iiiy$ efficiency ratio (non-interest 
expenses, cxcluiling aniu t t i u t i u  t i  i t i  iangi lilrs di vicieti hy i ie t  i n  rei-es t i ticotnc plus 
non-interest income, cxrlrrt l i t ig gain Itotn i ale orsecurities) deteriorated slightly 
I O  h',.28% Ibr 2006 compared to ()1.20"/u for 2005 and 72.00% fur 21104. ' 1 1 1 ~  
deterioration in the cfficicncy rat io in 2006 i a  011c to the in( r< 
expenses exceeding the iiicreihe i n  revetiues. l i e  ( h i p a n y ' s  net interest income 
l i c f k  provision Ihr credit losses plus non-interest inconic increased 13.84% to 
$20,427,DOO in 2006 compai-cd to $25.848,000 in 2005 and $ I8,426,000 in  2004, 
while operating cxpcnscs incrcascd 15.859'0 i r i  2006, 19.25% i l l  & ) 0 5 ,  : I n d  7.:37%1 i n  
2004. ' Ihe increase in operating cxpcnscs in LO06 rari be partially a t i r ibut rd IO tlir 
opening of two new full service branches and the rclocatioii uroii t  ai1tiiiiii:iraiivt. 
offices. including a liiiiitctl service branch. 

KL.,SCII 1'5 O F  OPERATIONS 

N E T  INC:OMF. 

Nci iti(mtiic iticrrased io $(),!)I 1,000 i n  2Do6 compared to $o, i~44, i~i~0 and 
$3,(,05,000 i n  2005 <ind 2004. respectively. Basic earnings per share wt'rc $1.16, 
$1.03. and $0.71 for 2006, 2005 anrl 2004, respectively. LXlutcrl carnirigs per share 
wcrc $1.07, $0.94, and $0.64 for 2006, 2005 aiid 2004, tcqicrt ivr ly. ROE was 
15. I7% Lit  2006 witripired 1 i i  1 h3'%i Ihr 2005 and 13.10% for 2004. ROA for 

1% 1 ; ~  2005 a n d  1.07% for 2004. 
Iirolirabiliry for 2006 compared to 2005 w a  

exl ixisioi i  and the 2005 met-get-. 

INTEREST IN(:OMli AN13 EXI'LNXL: 

Nei ititeresi i i i co i i i e  is ilie tii~isi significant coi i ipot ie i i i  o r o i i r  iti iomr l i o t r i  

opri~aiirrtis. Nri iiiirrrst iiicoiiir (ilir in icrrs i  I'air sprrad) i s  ilir di l frrct icc bctwrr t i  
ihr gross inieresi atid i res earned on ilir lmii and i t ivrs i t i i r t i i  1iirriI;dios ;it i( l i l i c  

inrerest paid on deposits and other horrowings. Net interest income depends on [he 
volumc of and interest rate camcd on 
i t i i ~ r c s i  ciic I)iiid oii i t i ieresi I>caritig li 

' l l i e  tahle on the following page set 

corrcsponding interest inconic and intci-est cxpcnsc as well as merage yield and 
cust ir ifLrrriatiori tLr the periods prcscritcd. Average balances arc rlcrivcd fi-om 
dai ly  Lalariics, a r i d  riori - : ic~rual  loaris arc not inrludcd as interest earning assets for 
piirposcs ofthis table. 

Interest anrl fcc incornc from loans increased 20.00% in 2006 compai-ed to 2005. 
Tiiicrrhi and I;.r i m o t r i r  i i ic  (I 50.04% in 20115 wrnp:ircd to 2004. As stated 
;iOi)vr, I lir cotii hi n:i i i on  rr r I volume d I ~ x + i i s  I w t n  ttic 2,005 riicrpx our 
organic g r r r w ~ h  Trow  lie I ~ > C I I . ;  i i n g  r r L i i i o t d i i p ,  :iid t l ic  17 iritcrcst rate 
increases rliat li,ive occurred siiit-r ]unr 30, 2004, were tlic iii:ijor cvtriporictrta o f t l i e  
$4.4 12,000 and $71.888,000 incwases in 2000 and 2005, respeciively. Avrfiige ioial 
Ioiiti\ Lrr 2000 were $.304,074,000 corriparcrl to $277,855,000 and $195,223,000 
for the same periiids irf2005 and 1004. l i t :  yield OII low\  fi,r 2006 was 8.40% 
L iirripircd ti.) 7.(i.3iYu and 6.78% for 2005 and 2004. respeclivcly. 

I iiic(.riiic lioin ioial itivc>trricnts, (total investments include investment 
1:cdcral funds, interest Ixiring deli irsi i i  wi t t i  ( i t t ivr  ba i i ks ,  and othcr 

rning assets and the volume of and 

1111 tiia ry o i  neragc ha la nrrs wi i 11 

securities) not on a fiilly tax equivalent hasis, iiicreisrd $450,000 iii 2006 compared 
tu  2005 mainly clue to the 100 hasis point  i i i ie res i  R I I ~  i n  
2000 wt i i c l i  wxs prtially offkt by a 7.35%1 decrese i n  ilir avct:lgc h l ; i i i ~ c s  otthcsc 
invcstmcnts. In 2005, total iiive~inieiii i i i i m i c  iii<rcascd $1,383,000 fi-om 2004. 
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We sold $16,436,000 and $15,395,000 i n  invesiiiieiit securities i n  200(; and 2005, 
respectivcly, due to funilirrg acvc~al new l(-iaiis <ind some poi-tfolio restructuring. 
'lhe realized Rain from sales ofavai1:iblc Fur salr i t i v r ~ i t i i e i i t ~  is discussed in 
non-interest income below. Chic 11.1 our Iuw lOaii 10 deposit ratio. a significant 
contributor to interest i t iconic is  thr i t i ve~ i t i ie i i t  poi-tfolio, which represents 
22.18'j'0~ 22.5Wo a r i d  24.10'%1 or net interest incotne hefoi-e provision for credit 
losscs for 2006, 2005 :tiid 2004, rrspectively. 

l iotiii iti ol'  lie iiivesi metit pui-chases have bccn in high qiiality rriortgagc-liar.kcdi 
securities ("MUS") and collatcralizcd mortgage obligatioria ("CMOS"). AI 
L)cccmbcr 31. 2006, we held $45,528,000 or  4:$.80%1 nr the to[aI market value of 
the invcstiiictit p i t t I~. i l i i r  i t i  MRS and (:MOs with an average yield of 5.00'Yu. We 

i n d  ilie i i i ieresi rate risks and pi-epaymcnt risks associated with M 
(:MOs. 111 declining interest rate cnvironmcnt, prcpaymciits l i u t r i  MR 
(:MOs could h e  expected to incrcasc and the cxpcctcd lice ut'tlic i i i v c s t ~ ~ ~ c t i t  cniild 
kr rxpected IO shorten. (;onversely, ifintcrcst Kites increase, prcpayrnctita <wid hr 
rxpecred to decline and the average life of thc MKS and (3MC7s coiild bc cxpccird 
to extend. Arlditionally, changes i r i  iritctc\i r a ~ n  a r r  rrllr( ird i n   lie marker value 
of thc investment portfolio. h r i r i g  t lc<l i t i ing i i i i r r rs i  rares, r l ie  ii ivestnieiit 
portfolio could be expected t u  t iwc iiiarkri ~ a l i i e  gain.; and i n  increasing rate 
criviro~itiictita, ilic rriarkri val i i r  crritlii h e  expected to decline. 'Ihe net of tax-c€tcct 
v:iluc o f i l i e  change in market value o f  [he  availahle-for-sale investnicnt poi-tfolio is 
also rcflcctcd in the Compmy's equity. A t  r)c<crriLcr 3 I, 2006, ihc  :Ivrl.agr l ire (>I' 
the investment portfolio w a  4.2 years :iti(l i l i c  triarkri YgIuc rrflrcirti a pre-tax loss 
o f $  105,000. 

A coii ipotieii i  ol'ilie (:onipany's strategic plan has heen to usc its invcstincnt 
portfolio to otket, in p x t ,  its interest 1-arc risk relating to variable rate loans. 
At  I3ecember 31, 2006. an imniccliatc rate incrcasc of200 basis points wciuld 
result in an estimated dcci-case in the marlcct value of the investment pur 

cly, w i i h  ai i  ir i i tr ictl iaic rate i l r t  r .  
i n  ilir tiiarkri wilire n l ' i l i e  iiivesi 
eiivirc)i i i i iei i i  assi i i i ies management wmld 

take iic : ict iut i  r lur i r ig a i l  i t i i t i rcdiair  shock of L o i )  hasis Iicriiits. 'lhe likelihood of 
i ir i ir i(vi i: i ic di:iiigch vf 200 hasis poit i is  is conirary to expect'irinii, ,is evidenced 
h y  i l i e  changes i n  iiiierest rates i n  [he past yeat-, which were in 25 basis point 
increments. I Iowevei-, the Company uses those inci-cmcnts to measure its interest 
rate rib]( in accordance with regulatory rcqiiircrricrita a r i d  to nic+aiirc t l i r  p h i k l r  

fiiiurc tihk iii the invcattnrni pitiI~ili(r. Firr I.iiriIirr discirssiirn ir l ' i l ie (hilxit iy 's  
tiiarket risk, re l i r  i o  ( ~ ~ l a n i i i a i i v e  and Qualitative 13isclosures ahout Market Risk. 

Management's review of all investments hcforc purchase includes an analysis 
of how the security will perforiii under several interest rate scenarios to monitor 
whcthcr invcstmcnts ai-c consistent with our invcstmcnt policy. 'Ihc pdicy 
atlilrcascs issues o f  average life, diinltion, arit l  coriccritration giiitlclirics, prut i ib i lc t l  
i t ivchi i i i r t i i h ,  i m p i t t n c t i i ,  a t i d  pr( 

Tirial inictcat i t i~otiir  i n  20116 
io $26,070,000 i n  2005 :iiid $16 
2Oi)O w.is due IO ilie 4.13% i i i c re~se i n  the average 
assets. combined wid1 the 85 basis point increase i n  die yield on those assets. 

yirlds, wi i lmui  accepting unreasonablc risk. a signihr-atit 

ning assets increased to $4.3 I,168,000 for 2006 coiiiparcd 
t 2005, aiitl $.<I 1,4515,O~)o Lrr LoO4.  T i c  yiclrl (.)ti i i i i c rcq  

e'iriiinp, assets increased to 7.3lUAi I i- ir 2006 compared IO 0.46uA~ and 5.55% ICir 
2005 and 2004, respectively. 'Ihe $17, I 1 1,000 increase i n  average earning assets 
in 2006 was the result of our organic gi-owth. ' Ihe $102.801.000 increase in 
average earning assets i n  2005 was thc rcult  of our own oi-ganic p w t h  and the 
appt-oximate $45,779.000 i n  loans and $1 9,250,000 i n  investinenrs 'is [ l ie  result of 
the merger with UMC:. 

liitcrcst cxpcnsc on deposits in 2006 increased $2,324.000 01- 59.80OAi to 
$6.2 I0.000 comparcd to 880.000 and $1,703,000 in 2005 and 2004, 
respectively. l h c  increase 2000 compared to 2005 was due to the rcpi-icing of 
i i i i ( w h i  I)ciritig t lcpoai ih ,  which i i ic i-c+scd 83 b a s i s  points to 2.20% in 2006 fri-oni 
1.37"Li i n  2005, a :I rw11i i r f ihr  io i n  ilic Fcrlcral funds iritcrcst rate. T h i s  
was partiLilly oKwt hy the %853.00!) decrease i n  v i i l i i t i i r  ofavcr:igc iiitcrcat bciririg 
rlcpsits from 2005 to 2006. 'Ihc inci-easc in interest expetise i n  2i)o5 c o m l w e d  
IO 2004 wii\ diic tu the repricing of interest bearing deposits, wliicli increased 52 
hasis poitiis IO 1.37'%i i n  2005 f i o t r i  .85% i r i  2004 ,  :IS :I result of thc increases in 
the Federal funds i i i i r r rs i  I.air a t r d  i l i c  $72,770,000 irirrcasc in volumc ofavcragc 
inteirst hearing drpmiis rrntri LOO4 (11 2005. Average interest-bearing deposits 
were $282,1~10,000 Ibr 2OOh colr lparct l  ( (1  $281,0 13,000 and 
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INTEREST I N W M  li ANI) LXI'ENSL ( ( h i i t i u r d )  

SCHEDU1.E OF AVEk4GL BALANCES Average 
AND AVERAGEYIELDS A N 0  RATES Average Interest 
(Dollars i r i  thouxmds) Balance Interest Rate 

For The Year Ended Dcccmher 3 I, 2006 

- .  

ASSETS 
Interest-earning deposits in other Iianka 
Sccu ritics: 

Taxahle ~cc-~i t i t ica 
Non-taxable securities ( 1 )  

Federal funds sold 
Total 

Loans (2) (3 )  
Federal l lome Loan Hank stock 

Total itilcwst-earning assets 
Allowance for credit losses 
Nun-accrual loans 
CaJi arid tluc from banks 
Rank pretiiiaca and cqiiipment 
Other noti-earning ;isseis 

lhi invcstmcnt sccurities 

Total average assets 

$ 634 $ 22 

74,915 3,191 
Lh,749 1,556 

10 1,664 4,747 
23.404 t , t hS  

125,702 5,034 
303,867 25,527 

1,799 89 
431.368 $ 3 1  ,550 

(3,483) 
207 

17,404 
3.307 

21,356 
$ 470,221 

LlABlLlTIES AND SHAREHOLDERS' EQUITY 
Interest-bearing liahilit its: 

Savings and NOW ~ C C O L I I ~ ~ S  $ 78,410 $ 162 0.21% 

Time ceriifiratcs of deposit, under $li)0,000 53,208 IA99 2.82% 
Titiir crttificatcs of-deposit, $100,000 and over .. 44,111 0 2 , 0 g  4.64% 

Tnral iritcrcst-bcaring deposits 282,160 6,210 2.20% 
O r  I r  r r bo trowed funds 

Total ititerest-bcaring liab 288.934 $ 6,559 2.27% 

Mvricy marltct accounts 105,632 2.467 2.34% 

6,774 -349 5.15% . 

Non-interest hearing demand deposits 132,150 
Oilicr liabilities 3,573 

45,564 Shareholdrrs' c y  i ty  ~. .~ 

Total average liabilities mid shareholders' equity $ 470,221 

Inreresl iiicorrlc anrl rate 
earned on averagc carning assets 

Interest expense and ititcrcst Cost 
related to average i nrerrsr-bearing liabilitics 6,559 2.27%) - - 

Net interest iiicorrie ~ n d  nct interest margin (4) $ 24,991 5.79% - 

For l i e  Year Etidcd December 3 I ,  2005 

Avuragc 
Average Tnicmst 
Balance Intercst Rate 

~. 

$ 2,136 $ 59 

86,857 3,002 
1 $ O h  25,096 - 

I 1  1,053 4,808 
21,590 70.2 

135.679 5,56') 

-~ 

.~ 

276,957 21,115 
1,621 68 

414,257 7 26.752 
(3,507) 
- ~ 

898 
19,365 
3,004 

21,663 r- -4- ~- 

$ 83,781 $ I49 
111.519 1,500 
50,841 1,017 
36.872 1,220 

283,013 3,886 
~- 6,72: 251 

289,738 S; 4,139 
124,175 - 

3,076 
38,691 

$ 455,680 

$ 26,752 

4,139 

$ 22,613 

$210,243,000 Iiir 2005 anrl 2004, respeclively. Average deposits in 2006 
wcrc relatively flat cotiipared to 2005. ' lhe increAw in 2005 was the result ofour 
own internal growth a n d  ilir addition ofappmxiniatcly $44,596,000 in interrsi- 
bcaring deposits as tlir result of thc merger with RMC. 

Average other borrowings increased slighrly to 86.774,OOO with a n  rffc.rtivc rate 
of 5.1 5% for 2006 comparcd to $6,725,000 with an effective rare of:5.76% fur 
2005. In 2004. the aversge iitlier borrowings were $ 7 3  I 1,000 with an effmivc rate 
of 2.53%). Inclutlcd in other horrowitiga arc advances from tlir Fcrlcral l lome L m n  
Bank (FHLR) and a Ician from a majar h a n k ,  in late 2004, primarily to provide 
additional capital for the Rank i t 1  c-onjunction with ihc 2005 merger with RMC. 
We horrowed funds from the Federal Home Loan Hank duritig a period of relarively 
low interest rates. Tic cfkctivc rate of tlir FH1.R advances was :<.%'% for 2006 
compared to 2.36 Yn for 2005 and 2.53%) Iiw 2004. 

I t i  partial offset to (lie itilrcasc in the cost of ititcrest bearing deposiis ant1 
nrlirr burruwings, the iticreasc in nun-interest hearitig ilcrnand deposits haa made 
a posi[ive <untribution to the nvcrall cost of funds. Avrragc demand deposits 
incrcascrl6.42%1 to $132,150.000 in 2006 cnmparcd to $124,175,000 for 2005 

and $97,210,000 for 2004. 'Ihe increase.. i t i  2006 and 2005 were due prirriarily to 
organic growth and tlic merger with HMC: which a d d d  approximately $1 9,171,000 
in nominterest braring deposits to our portfolio i r i  2005. The cost of all of o u r  
interest hearitig liabilities increased 84 basis y o i m  to 2.27%) for 2006 cntriparcd 
to 1,4:3% I;r 2005 and 0.91%i for 2004. Average transaction accounts (including 
ititrrcar bearing checking, nionry triarltct accounts and tioti-inimst bcaring demand 
deposirs) decreased alightly by 0.26% to $292,840,000 for 2006 coniparcd TO 

82')3.609,000 for 2005 a d  $229,249,000 for 2004. 

N I X  INTERES'I' I N U l M B  BEFORE PR(0VISIC)N 1:OR (:RET)IT K ) S S I i S  

Net interest iiicc)tiic bcforc provision for credit losscs for 2006 incrrasrd 
$2,142,000 or 1 1  . W %  tu 824,373,000 coinpired tu $21,931,000 for 2005 and 
$14,821,000 for 2004. Thr irl.rrCascs in 2000 cotiiprcd to 2005 and i n  2005 
cntiiparcrl to 2004 were pritriarily rluc to increases i i i  tlic net interest margin, 
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cirmhincd with iticrerUcs i t 1  Iverage interest rarning assets. Average intcrcat rarning 
assets a r i d  net interest margin, respectively, were $43 I ,?h8.000 anrl 5.7!J%) in 
2006, $414,257,000 and 5.46% i n  2005, and $.3l 1,456,000 anrl 4 9 1 %  in 2004. 
For a discuasion of the repricing of our asbi 

Qualitative Disclosure abc i t i t  Market Risk. 

1)RC)VISION FOK CREI311' LOSSF3 

ind liabilities, x e  (>uantitativc and 

We providr fni- possible credit lo s by a charge to operating income b a d  iqmn 
the composition or i l i e  loan pottf~d past dclirlqurncy levels. lossrs and tion- 
pcdhrtiiing assets, ecnnomic a r i d  environmental cntiditions a r i d  (:it her factors wliich, 
i n  managcmcnt's j i i dpen t ,  deserve recognition i n  estimating Lrcdii losses. Loatis 
are chargrd o f w h e n  they are considered iiticollectiblc or i ifsuch littlc valuc Ihat 
ContitllJalice L? an active earning bank asset is not warranled. 

risk rating system and loan porifolio managcriirnr tools. 'Ihc Rmrd has established 
initial rrqnoiisihiliry for  tlie accuracy ofcretii[ risk grades wiili [lie indivirliial credit 
off;crr. Ilie grading is then submittrd to the Chief Credit Administratiit ('V:C;A"), 
wlitr reviews the grades for accuracy and makes rccomtnendationa to Credit Kcvicw 
who givca I;n;il appi-ov:~l. The risk grading arid reservc alloc-atioti is analyzcd 
annually Iny a third party credit 1-evicwcr arid by varioiia rcg~latory agencies, 

'Ihis prcicess includes the tiiilization of loan delinquency rcporrs, classified assrt 
reports. and portfolio cori<rtiil.arion rcports IO assist in accuratrly assessing ctedit 
risk ar id  establishing appropriate i-cscrvw Reserves arc also allocated to crcdits Ihat 
arr not adversely graded. I listori<al Inss experience witliiii the portfblio along with 
peer bank lush experiences arc wed in  detcrminirig i h e  level of the reserves held. 

Curnlnliance Committee and by the Rrxird of 1)ircctorb. Reserves are allorated 
IO loan portfirliir categories using percentago which are hascd on Goth hiscorical 
risk clcrnciits w c h  as dcliriqurncies and losscs atid predictive risk rlrtiieiits such a s  
economii,, competitive a t i d  environmcnral hciors. We have adopted the specific 
1-cscrvr approach to allocate resei-vcs tu ~ a c l i  adverscly graded asset. as well a s  ttr eacli 
irripaired asxt  for the purpose ofcstirriaiing potential loss exposure. Although i l i e  
allowance for credit losses is allocated i n  various portfiilio categories. it is grneral in 
nature at id  available for [lie lom portfolio i n  its entirety. Arldiiirrns may be rcquitrd 
based on the results (if itidependent loati porrfolio examinations, regulatory agency 
rxaniinations, or 0 ( 1 r  owii internal review process. Add i i io r~  arc also required when, 
in managcrneni's judgment, i h c  allowancc docs IIOI properly rcflcit the portfolio's 
potential loss exposure. 

l i e  establishmerit of an adcquatr credit allowance is hilsed on both an accurate 

Quartrrly, tlie CCA sets the specific rrsrrve for all arlvcrsrly risk-graded d i t s .  

'Ihc :illowatice for crcdii losses is rcvicwrd ai least quartcrly Iny the Board; Arrdii/ 

l i e  allocatiuri o l d i e  allowancc fiir credit losses is set f h h  below: 

Loan Type December 31, Yn ofTotal L ) c c c r ~ i l ~  31, 0% of 'r l tal  
[ I . ) t d I .w  in th(iusiiids) -.2006 I.oans 2005 Loans 

( hnnicrcial 

Ileal est3tc 
Real estate 

& industrial 

- construction, 
land dcvclopnient 
a t i d  other 
land loans 

Equity lines 
otc-rcdii 

Agricultural 
Cnnsuriier 

& installmcrit 
Othcr 
Nori -yecific reservc 

$ 1 ,(15(1 

1,210 

294 

171 
227 

1 9 3  
1 

57 

$ 3,809 

Managing crcdita identified through the risk evaluation methodology includes 
dcvclopirig :I hmiiiess strategy with i h e  customer to mitigate (.111r porential losscs. 
Managcmcrit c~:~t i~i~iues  to monitur tlirse credits with a view to idrntifying as early as 

possihle when, and to what cxtriit, additiutral provision5 niay he necessary. 

respectively. There w3s no prnvisioii in 2004. I l ie  incrcasrs i n  2006 arid 2005 arc 
primarily thc rrsti l t of our a~swstneiit o f  tlir overall atlcyir:rcy of thc allowance for 
credit Ii>sses considering a number uf6ac1ors 3s discussed i n  the "Allownice for Crrdir 
Losscs" section hclow. We did not havr any non-pcrLnrniing luans ils of 
rkcetilbel- 31, 2006. Non-pcrtLrming loana a h  of December 3 I ,  2005 totaled 
$(i16,000 and were comprisrd of one rcal w a r e  secured loan for $591,000 and one 
comnicrcial lnaii for $25,000. Ihe Company did not haw any other rcal esrate 
owned at  December 3 I ,  2000 or 2005. 

Fur 2oi)6 and 2005 we had a net charge off ratio to average loans i)f0.109"/0 
and 0.223Y0, respectively. I'or 2004, we had a tiel recovery ratio ofO.139'Yo. The 
potcniial for- a future tier recovery position is not likrly as wt'havc been very 
succc,diil in collcctiori of those loarls charged off-iri p r i o r  years. 

k i t  credit losscs s h i l d  he adcquatr IO ahsorb cstirriaied probable liisses in the 
portfolio. However, no assuratice can be given ihat we may r i o t  sustain chargc-nfk 
wliich arc i t 1  rxcess of thc allowance in any given period. Ref& IO "AllowanLc for 
Crcdir I .c)sses" below h r  fiirther infortrialion. 

N E T  IN.1 LKI~.S'I' IN(:OMI A I T E R  I'KOVISION FOR C:HkJ)IT LOSSI,.S 

l i e  provisions h r  credit losscs i n  2006 :wtl 2005 were $800,000 and $510,000. 

Basrd on information currently available, nianagemrnt helicvcs d i : ~  the allowaticr 

Nct interest incomr, after the p r o v i h n  for credit Iossrs of $800.000 i n  2006 
and $510.000 in 2005, WLS $23,573,D00 for 2006 compared to $21,421,000 anrl 
$14,821,000 for 2 0 0 5  and 2004, rrspectivcly. 

NON INTERFXI' INCOME 

Noli-interest iticotiie is comprised of customer service charges, Inan placemcrit 
fees, gain on sales of invcstnicriis and other iti<otiie. Noli-intcreat income was 
$5,177,000 in  2006 cornpired to $4,009,000 and $4,084,000 i n  2005 and 2004, 
rcapecrively 'Ihc $ I ,  Ih8,000 incr i n  tion-interest iricintiie comparing 2OMi to 
2005 was primarily due to incrras service c-liarges, tlie tax-cxcrnpt proceeds frcirn 
a life irisiiratice policy of$625,000, gains frotii d i e  sale ofrcal rsiare of $265,000 and 
equiprncni nf $192,000, :ind realized gaina liiini tlie salc of'itivesiments of~$l21,000. 
'Ihc decreAw of $75,000 cnmpai-ing 2005 to 2004 was prirnarily due to thc decrease 
i r i  gain realized on salr of investment sccurities of$39 I,000. 

$2,414,000 i i i  2005 a r i d  $2,340,000 in 2004. 'Ihe incrcaac i n  both years is riiainly 
due to an increase in the aciivity level as thr average number of ir;insaction :i<coilnts 
has i i icresed and the iticrease in fees gcricrated hy thc ovcrtlrali protection prtrglam. 

We earn lo:iri placement fccs frorii [lie hrokcragc of'sitigle-family rcsirlctii ial 
mortgage IOatis provided fi,r the convenicncc ofwir custonici-s. h a t i  placement 
fccs tlccrcased $40,000 i r i  2006 to $350,000 compared to $.39O,OOi) i t i  2005 a t i d  

increased $60,000 i n  LO05 to $3!J(J,(J(IO compared to $330,000 for 2004. The 
decrease i n  2006 is pi-imarily diir i o  a slowdown ir i  the housing marlw i n  C:alifornia 
anrl the rrcetit itict-eases iri tirnrrgage raws a r i d  frwer refinancing opporrunitics. 7hc  

iii 2005 was prjtrrarily due to the rclaiive strength ofmorriial liotiie sales 
moving up" o r  relocating as I'rcstio and Madera coutiiies reflected aRordahle 

(:ustonier scrviw charges incrrasrd $ 1  18,000 to %2,5.32,000 in 2006 amparcd tu 

htnising compared t o  otliet- parts uf California. 

increased $38,000 mairily due to $505.000 i t i  RO1.1 pui-chased i t i  2000. 'lhc Rarik 
purchascd t h e  additional ir~si~lance in connection with new split-dollar life insurarire 
policies related to salary i.oniinuation bcnef;i. krr three key executives. Salary 
continuation ; ~ t i d  t h e  related HOI.1 are med JS A rctcntiuti rod for directors arid key 
executives of t l ic  Rank. 

TI,, Rank holds stock froin the Federal H o ~ r i r  Loan Bank (1'HT.R) i n  relationship 
wiih i he  horrowing capacity and geiicrdy rrceives quarterly rlividends. We currctrily 
hold $l,89 1,000 i n  FHLU stock c-urripred to $1,659,000 ai Decenihcr .3 I ,  2005. 
1)ividcnds iri 2006 increased to $89,i)00 compared to $68,000 in 2005 arid $41,000 
i n  2004. 

Other iticnnie incrcnscrl to $1,013,000 in 2006 c-ompired to $829,00(1 and 
$689,000 i n  2005 and 2004, respectively. The $184,000 increase i n  2006 compared 
to 2005 mid the $140,000 increase comparitrg 2005 to 2004 arc primarily due to 
int rcicsei iii merchant f k a  ftwii hankcai-& dcbit L til iii rerchangc fees a r i d  fees fi-om 
investment services providrd hy tliii-ct party, 

Appreciation in cash surrender value of bank owned lift insur;ince (BOLI) 
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N t )  N- 1 N T  F,R F.ST EXPENSES 

Salaries and cmploycc benefits, occupancy and equipment, pi-ofessional services, 
and data processing arc the major catrgories of non-interest expenses. Noti-interesr 
cxpcriscs irirrcasctl $2,499.000 to $18,511,000 in 2006 coinpared to $16,042,000 
in 2005, which was an increase of$2,776,000 in 2005 conipai-ed to $1 3.20(;,000 i n  
2004. 

' lhe (:ompatiy's efficiency r.itio, measurrd ,IS ihc pcr<critagc ofnoti--intcrcst 
expenses, excluding amnriization of itiiatigibles, to tier iritctcst income before 
provision for credit losses plus noti-interest iticoiiie, exclrrditig rcalircrl gains on sale 
of investments was 62.28% for 2006 compared to 01.20%r for 2005 and 72.00(Yo h r  
2004. The slight rlctcrioration in the ctficiency ratio in 2006 is due to the iiicrrasr i n  
oprratitig cxpctiscs cxcccditig the increase in I-cvcnues. 

Salaries and employee heneliih iti<.r~aacd $1,693,000 or 18.45'Yu to $10,871.000 
in 2006 compared to $9,17X,Oi)O i n  2005 and $7,539,000 it1  2004. The increase 
in salaries and employee benefits in 200ii compared to 2005 is primarily drlc tl.1 

rrortnal cost increases for salaries and benefits and incentive based cotnprtisatiori due 
tu iricrcascd loan and deposit production. and profitahihty 111 2000 we also made 
chatigo to ccrtaiti executive salary continuation agreements and recorded an expensr 
related io [he change of$518,000. l i e  iricri in salaries and employee benefits in  
2005 compared to 2004 includes the addiiin pcrscititicl iosta from the merger with 
RMC. Commissions paid for 1oaii placements in 2i)oh decrrasrd $.37,000 tornpared 
io 2005. (hnniissions paid wcrc $162.000 for 2000 comlxired to $l'J9,000 iri  2005 
and $ 1  50,000 i t 1  2004. 

' h e  ( : o m l ~ i i y  has ihrcc sliarc h scd  cotnpcnsation plans. In 2006, the (:omlxiiiy 
adopted Statemenr of  Financial Accvutititrg Staridatrls Nu. 123(K), S'hzrc-Umd 
hyrncnr (SFAS 123(R)), iising die t i i od i l4  prohpc< rive application transition 
riicthotl. Prior to January I .  2006. the C:oinpany accounied Ihr i l irsc plans under 
ihc recognition and measurement principles of AI'D Opinion No. 25, A(wnritirig 

Jjr .Stu(k hd tu Emphym, and rclated Interpretations (AI'R 25). No s d - b a s e d  
ccitripcri~ation cost is rcflcctcd in net incoine 131-ior to Janilary 1 ,  2006, as all options 
granicd iitidcr tlicsc plms had an exercise price equal to the inarkel vdur of t t ic 
underlying coiiiiiioii sicrck (>ti ihr date of the grant. As a 1-esult of adopting SFAS 
I2,3(K), the Company's income before provision for itiwrilc taxes and net income 
I;ir the year cnrlcd 1)cccmbcr 31. 2006 are $103,000 and $142,000, respectively, 
lower t1i.m if it liar1 continiictl to account for share-baed coiiipeii~aiiirti uridcr AFR 
25. h i c  and diluied rartiings pcr aharc for the year cndcd December 31, 2006 
would hme been $1.1 8 and $1 .O!J, rrspeuivcly, without the adoption of SFAS 123(R) 
compared to $1.16 aiid $1.07, respectively, a s  reprtcd. Results for prior periods have 
riot bccn restated. 

pi-evinusly granird io ccrtaiti dircctots and executive oficei-s. No stock-basrd 
coiiipeiiwiitiii is rcRcctcrl iri net income for the year ended I k c e m h r r  ? I ,  2005, 
as a result of the acceleruioii of ihc vcstirig as it is expected that generally all o f ~ l i c  
directors aiid executive tiianagetiient wliosc options wcrc accelei-ated will remain wiili 
I he (2iriipny through the original vesting period. 

l i e  Cotrip:viy bases the b i r  value of the options previously gratiicrl or1 the date 
of grant using .I Rlack-Sclr(rlrs {rption pricing model that uses assutnpiiotis Ijssctl u r i  

cxpccted option life, die lrvd ofrvitiiatcd forfeitures, expected stock vnlariliiy and 
ttic risk-frcc interest rate. Stock volatility is hasrd i i t i  the historical volatility of  the 
(:ompatiy's stock. The risk-frcc m e  is haqed on the IJ.S. Treasury yield curve and 
the exprctrd tcrrii of thc options. 'Ihe "simplified" nieiliod tlca<ribcd in SEC Staff 
Accounting Bulleiin Nir. 107 was ~ i a c d  tu rlctcrmine the expected term irfttic Rank'a 
options in 2006 and 2005. 

Thcrc wcrc no significant changes i n  eYalrl:iii#.iti rricthods for types of awards or 
irrtiis rTiadc by the Company subsequenr ro ilie aduptiori on 1:AS No. 123(K) and no 
cti t i i t i lat ivc cffict adjustments were made to the financial statements. 

cost rclarcd to noli-vesled share-l,a~ctl c-ompensation xrangenients p n ~ e d  irticlcr 
the 1W2 stid 2000 I'lans. 'Ihc cost is expecred IC) hr rcc-ognizcd over a weighted 
average period of3.5 ycars. Scc Notes 1 and 11 to the audilrrl Consolirlatcd Financial 
St a tcrncn ts. 

Occupaticy and equipment expense incrrawd $288,000 to $2.421 ,i)00 i n  2006 
comp;wd io $2,113,000 in 2005 and $1,621,000 i n  2004. 'Ihc 13.50%1 iticrmsr i t i  

occup.incy exprnsc in 2006 compai-ed to 2005 was due rrlainly to the addirion of  tlir 
three newly opetird Imrichcs during 2000 and [he cotiai.~lidation of the (:onipany's 
administrative offices, ntrrrnal iticrcascs in rent on exisring Irascliolrls. and other 
occupancy related rxpctrscs. The 31.5')%1 increase i n  occilpatlcy expense i n  2005 
compared to 2004 was rluc rnainly to the addition of thc two branches resulting frrrm 
the iiiergrr with RMC. 

In Fehrwiry 2005 ttic Comp;wy a< rated the vesting of 18h,000 optiwis 

As of Decetnher 3 I , 2006, thcrc was $392,000 of  total r~nrrctrgrii/~cd compensation 

Other nun-interest cxpcnscs increased $518,000 or 10.95% to $5,249.000 in 
2006 ~1.111iparcd tu $4,7.31 ,000 2005 a r i d  $4,106,000 in 2004. The iricrc:lsc in 
2006 was artrih~~iahlr primarily io prrsonnrl I 

expetises i 11 cc)n iirct io ti wi t li  i lir rrlvcit ion of i i t i  r ad t n  i t i  ist raivc o k a  i t i  t u  a 
single Eiciliry, atid consulting expen.;es. C:otirrihulitig IO thr 2005 iticrtcw i t i  I.irlirr 

tioii-iiirrres~ exprtisr was an addiiiclnal $1 (N,(1Oi) write duwn to rl ic Corripariy's 
investment in  ( :ATEX Holding (~oqx~fiii im, formerly knowti as Divrrsi Lrtl Capital 
I loldings, the parent company of a title and escrow iiisurmce cotiipmiy rhar was sold 
in July 2005. ' Ib date. the (:ompatiy has written down a r o d  (>f$250,i)oO of the 
original $500,000 investment. 'Ihe (:ompany has received $225,000 from the mle 
and anticipates fidl rccovcry of thc remaining balance of $25.000. 

a s  a pcrcctiiagc ufavcragc assets. 

11 i 1 tiieti i frrs, Irasrlicild trrtii in a t  ion 

T h e  folluwirig table describes significant components of other non-interest expense 

For r l ie  vear ended Drcemher 31. 

Advcrtisiiig 
hudit/accounting 
Datditcni processing 
ATM/tlcbii card cxpcnscs 
Director lrrs & related c ~ p c ~ i ~ s  
Ilonai intis 
~~tLication/traiiiing 
(;cncrd Insurance 
Legal fees 
I'ostagc 
Regulatory assessnients 
Sratioticry/sii~plics 
'Telephntie 
Operating losses 
Other 
Total other nun-interest 

TXpetlaC 

20oi; 2005 . 

Other 941 Avg Other %I Avg 
L ~ ~ L S .  &sets !ixxpense Assets 

(Dollars in thousands) 

$ 452 
317 
810 
296 
265 
I I9 
68 

124 
3 i) o 
164 
112 
247 
144 
49 

1,776 

$ 412 
3 34 
81 1 
255 
218 
114 

120 
192 
I56 
164 
207 
123 
44 

1,500 

ni  

$ 5,249 $4,731 
~ 

O,I)9(Yo 
0.117% 
0.18%) 
0.06% 
0.05% 
0.03%) 
0.02% 
0.03% 
0.04% 
0.03% 
0.04% 
0.04Y" 
0.03% 
0.0 1 %I 

033% 

PROVISION FOR 1NCC)MF. T A X b S  

Our effective income lax rair was :52..5~0 for 2006 cumpared to 35.i;%1 for 2005 
arid .34,5'Yo for 2004. 'Ihe 171-ovisinn for iiic~liiie iaxrs  iotaled $3,298,000. 53,344,000, 
arid $ 1  ,944,000 in 2006, 2005, and 2004 respectively. l i c  (Ic<tcasc in the effective 
tax  ate for 2006 is due primarily to the tax exempt life insurance proceeds 
$625.000 received i n  zoO6. 

Lkceinber 31, 2006 cotnl,ared to r)cccrnbcr 3 I 2005 

Tic  tlcrnand for oui- banking producrs h a s  led io torltinucd increases in Ioais and 
deposits during 2006. A7 of Lkcemher 31, 2006, iota1 awn were $500,059,000, an 

1)ecemher 31, 2005. Total gross loans increased 6.31%1, or $2i),860,000, tu 
%.322.6(12,00i) as of Decctribrr 3 1 , 2001; compared to $301,802,000 as of  
r)~c~111bcr 31. 2005. 'I'otal deposits incrrascd 2.24'Yob, or $9,638,000, to 
$440,627,000 as oflkceniher 31. 2006 cotiip"recl to $4?0,9S9,000 a of 
Lkcemher 31, 2005. Stiarchuldcrs' equity incrcsed 10.88 
$49,778.000 .IS o f  Drcctribcr 31. 2006 compared to $41,52 
December 3 1, 2005. 

of3.S9'Yo, 01- $16.382.000, compared to $483,677,000 as of 
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INVL‘S I MENTS 

Our itivestment purrfolio consists primarily ol‘agency ScLiiriiies, inortgigr hacked 
set-lrriries, muriic,ip.il securities, and ovcrniglri investmcnra i t i  the Federal liinds marlw 
:,titi are d l  classified as available-for-sale. As of 1)cccrriber 31, 2006, investnient 
securities wiih a fair value of $35.61 2,000 wcrc held as collateral h r  puhlic fiiricis, 
irrasury, tax, arid for odirr ptil-1~0scs. Otrr iiivestmcnr policies arc esiahlished by ilie 
Board of Directors and inipleniented by o w  InvestmcrrtlAsset Liability (:ommittcc. 
Wiry ai-e dcsigtied primarily to provide and maintain liquidity, to cnablr us to meet 
o ~ i r  pledging rrqiiilrm~~nts lhr puhlic mcrtiry and borrowing ai-rangcrrict)~~, to gcncratr 

favorabk rerum on itivestments withrriit incurring utrdue intcrcat ra~e and credit risk, 
and to cotnplement our lending activiiies. 

The volume d o u r  invcstrricrii poi-tfolio i s  generally considered higher than our 
pcers due mostly ro our rclarively low loari to deposit ratio. Our  loan tu deposit ratio 
at 1)ccctriher 31, 2006 w a s  73.2% rvtrrpared to 70.0% at December 31, 2005. ‘The 
loan to deposit ratio ofour pccra was 92.6106 at Srptetnbcr 30, 20i)k ‘Ihc total 
invchlment portfolio decreased 5.78% from $ I?6,340,000 :it Deceinher 3 I ,  2005 to 
$1 28,463,000 a t  Ileccrnbvr 31, 20015 as a portion ofthc portfolio w:as used to provide 
liquidity to fiind loan gruwlh during 2006. ‘I he market yalue of thc poril‘olio i-cficctcd 
an unrcalincd loss of$195,000 at Ucccrrrber 31, 2006 iumpared to ari unrealized lvsa 
ol‘$845,000 :at Ilecembcr 3 1 ,  2005. 

Managctiienr periotlicslly evduatcs c a ~ h  investmcnt accurity for other [ h i  

temporary inipairmcrii, relying primarily on industry analyst reports, ohservatioti 
of marker conditions and interest rate fliictuations. Management bclieves it will be 
:Ihle to collect all amounts dirc according tu the contractual tcrtiis of the unrlerlying 
investmcnt scrurities and that the notcd clccliiie in fair Yaliir is considered rempol-ary 
aid d i i r  nnly to intcrcsi pate fluctuations. 

carrying valucs ant1 wimatcd hit yalues of our itivcslment scciiritirs portfolio. 

LOANS 

Scc Note 3 tu the (hipany’s  audited (hsul idatrd Financial Statements fur 

‘Ibtal gross loans havc increased to $.3%2,h02,000 as uCI3ecembcr 31, 2006 

l i e  followine. table sets forth informat inn conccrnitrg the composition of oui- lvari 
compared IO $:301,802,000 i l ~  of 1)ccctrilw 31, 2005. 

portfirlio at thc dates indicated: 

Loan ‘J ypc r)ecetiiher 31, 
(Lhll.irs in thuusiitids) - . 2006 

(:oninicrr ial 
& industrial $ 78,441 

Real cstaie 149,586 
Rral estate 

- construction, 
land devclopriirn 1 

and  other 
land louis 48,424 

Fqiiity lines 
of credit 21,858 

Agri 1111 ural 17,102 
Cotrsumer 

Other 
& installrrient 7,549 

454 ~. 

323,4 1 4 

fccs, flrl (752) 
rkfe1-d l ~ a  tl 

‘Ibtal loatis 

December 3 1, 
- -  2005 

!j 82,978 
124,043 

46,523 

23,604 
17,547 

7,539 
160 

302,194 

(592) 

$ 301,802 
-. ~ 

(Yn ofTotal 
Loans 

27.5% 
41.0% 

15.4Yo 

7.8% 
5.8% 

2.5% 
o.iw 

1 00vo 

As of L k u d ) r r  31, 2006 a conr-enira[ion of loans exihied in loans cullatcrslimi 
hy rcal estate (red estate. rcd catae construction, l a r i d  rlevelopmont and other land 
ICYBIIS, and equity l i nc  (if credit) comprisirig 67.98%) of total loans. I r i s  level of 
concentration i a  c:irrisistent with Dcicrnher 31, 2005. Ntliurigh nianagemcnt believes 
the loans wit h i t i  this contcntrxtiori have no iiiorc than ihr iiormal d d  ofc-ollrciihility, 
a subatanrial decline in ttic p~rl‘orl11allcc ofthc c<otinmy in  general or a drcliiie in 
rcal csiate v h e s  in the our primaiy market areas, i t i  particular, could havr a n  adverse 
impact on cnllectihility, irizrrasr the level of-rcxl cstair-related non-performirig loans, 

. , 

or have other adverse effects which done ur i n  the aggrcgaee could have a inaterial 
adverse cf fc i t  on OUT busiiiess. financial condition, rcsul[s of uperrlions and caah flows. 

We believe that our cnmmercial rral estate lu:atr undewriting policies arrd practices 
rcsiilt i n  prudent cxtcnsions ofcrcdit, hut rcrvgtrize that our lending activities result it! 

relatively high reported comrrrrrcial rcal csta~e lending Icvrls. Lomnicrcial 1-eal c ~ w e  
luans inclurlc wriain loans which reprcsctir low to motlrrate risk and certain luatis 
with higher risks. 

limirarions ofcoricctrtration arc reported to tlie 13oard ofr)irectors at Icast quai-tcrly. 

- ,  Nuri-nerforming A m s  - Nori-performing asse[s consist of troti-perforrriitig loansr 
othrr real estate owned (“OREO”), and repossessed assets. Noli-pcrfortning loans 
are those loatrs whicli havc (i) heen plac-rd on non-ac<rud status, (ii) keen subject 
to truiibled debt rcstrucruring, (iii) been classified as doubtfill under our asset 
claasilicatioii systcrri, or (iv) bccotne contra~-tually p t  due 90 days 01- more wiili 
respect to pri~icipal or intcrcsc and havc rii:i~ heen nxruLrured or uthcrwise placed 
on non-accrual status. A Ivan is clxssificrl as Iio~I-acc-rual when 1) it is tnaintaincd 
on a cash hasis because irl‘deceriorxivri in the finaricial conditiori of llle horrowcr, 
2)  payrrirnt i t i  fL11 ofprincipal or irirrrest under tlrr original corllracrual tornib is liot 
expcrtcd, or 3) principal or interest h a s  heen in rlcliulr for a period of 90 days or inore 
unless tlrr asset is both well secured atrd i n  the procrss of collcctioir. 

restructured loans. A I  Ileccmbcr 51, 2006. we lrad no non-accrtlal loans cotripwed to 
two rioti-accrual loatrs totaling $616,000 at Dc<eiiiher 31, 2005. 

Ileccmbcr ? I ,  200ii and 2oi)5 is set forth helow. ‘Ihc Company had no restructured 
loans ar id  t r o  accruing I<laiis p a t  due triore than 90 rlays at L>eccrnbcr 31, 2006 a r i d  

2005. blanqcnicrit is not aware ofany potcritial problem loatis, which were current 
ani1 accruing at I)c<rmher 31, 2006, where scrioiis douht cvista a s  IO the ability of 
i h e  horrowcr tu comply with tlie present rcpaytnent terms. Management rat1 give no 
assurance that tm-accrual :and otliei- non-pcrfimiing loam will not intrease i n  the 
future. 

l i e  l h i - d  of Dirrctoi-s reviews and approves concentration limits a r i d  exceptiotrs IO 

At nccrtiiher 31, 2006 and 2005, we had no OREO, repusscsd assets or 

A summary o f  noti-accrual, restructiii-cd, s t r d  past diic lo:ms at 

Compohilion of Nun -accrual, Past h c  a i d  Kestriiclimd Loails 

Drcemher 31, 2006 1)ccctnher 31, 2005 (1)ollars i t i  rhousanrls) .~ 
Not)-accrual luans 

Commercial tlr itidustrial 
lollla $ - s  25 

Rcal Estate 591 
Total non-acc-rual h 1 6 

Accruing loana past due 
90 days o r  triore 

Kcstriici wed loans ~- 
- $  616 ~- - - -  

‘I bra1 no t i  -performing l(ra 11 s 
Non-performing Ioana ti:, 

9 
-. 

total loarrs 
Katio of  tiotr-performing 

lua r ra  io allowance for 
credit Ic)sses 

T.i,ans considcrcil t i )  he 

0.0% 

0.0% 

0.20% 

18.5% 

- $  ~- - .~ - .  
losses on impaired lcrans d 

We incaaurr o u r  impaired Iu111s by using ttir l a i r  value of the collateral if-the 
loan is rullairral-depentlcrll and the presetit value of the cxprcred future cash llows 
discotinled at the loarl’s elfective intcrcst cite if the loan i s  not collatcral-rlrpendent. 
As of Dccrmher 3 I ,  2006, we had n t 1  impairrd loans. We place loans on tioii- 
accrual staeiis that arc rlclinquent 90 d:ays or more or when a reasonahlc rlouh exists 
as tu the collectihility ot‘itrierest and principal. Managcmcrit maintains certain 
loatis that have bccn brought current b y  11re horrower (less than 30 days dclinqiientj 
oti noli-accrual sfat i is  until such tinre as managenicnt has determined that ilie loans 
are likely to rcrriain current in fiiture periods. 

-~ Claasilied Assets - From time io time, managctrient Iia reason to Ldieve that certain 
burrowers may not be ahle to repay their luatis within the pararrirters of the prcscrit 
rrpayment terms, cvctr rhnugh, in some cases, the loans arc t-urrrtrr at the time. These 
Iv:w are graded in the classified loan grac1c.s ol‘“siihstandard,” “rloilbefiil.” or “loss” arid 
include lion-performing loans. Each classificcl Iom is monitored nrotithly. 
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LOANS (Con tinucrl) i;- I.oss fartors arc rlcveloped i n  the following ways: 

- Allowancc for Credit I.iisses - We have established a mcttiodology for the 
determinstion of thc allowance for crrdit losses. ‘Ihe nierhodol~igy is set forth in 
a formal policy a n d  takes into consideraiion i h c  trccrl for an overdl allowance for 
rrcrlit losses as well as spcrif;c allowances that arr ricrl to individual loans. C)ur 
iiict1io~Iology for assessing ilrr appropi-iateness of rlic allowanc 
key elrtiicrlts, which include die forrriiila allowance and R spc 
identified problcm loans. 

I n  oliginaririg loans. we recognitr iliat losscs will he exprrirnccd :and that the 
risk of loss will vary with, among orhcr things, the type of loan being made, the 
creditwnrihitrcss of the borrower over i l ic  term of the loan, getrcral economic 
conditions and, i n  thc case o f a  secured lo?tr ,  the quality of tlie collatrral securing 
the loan. l i e  allowance is increayed hv imiviaions char& aaainsi carninrs and 

- PASS graded lnss firturs for commerciJ.l, f inanc ia l ,  and inilustrial loans 
along with real estaie coristruction (participated, cnrirriicrcial or 
<-oristimer) derive from a migraiiciri model that tracks historical losscs 
over a period (usually the last t h i r t y  six cldcnda months) whiclr we 
believe captiires the inherent losses i n  our loan portfolio; 

pass graded loss Lactors for commercial rral rsratc loans are based on 
the aver.ige airnual net charge-off rate ovrr a period reflective o fa  full 
economic cyc:lr (~ibtlally the past eighty-four rnonths). 

- 

We bclicvc that an economic cyclr is a period. in which boih tiptiirns and 
downliirirs i n  the economy have heeri reflected. 

I .  L I  ., 
retluccrl by net loan charge c i f f i .  Loans arc charged offwhen they are deenicd to 
he iincollctriblc, or partially chargcrl off-when portions o f a  loan are deemed 10 

be uiicollec~iblc. Recoveries are generally recorded only when cash p:ayments are 
received. 

‘Ihe dowiticc for credit losses is mairitaincrl to cover losses itilicrcnt in the loan 
portfolio. ‘Ihe respotisiibility for the review ofciiir assets and the deirrrninarion of 
ihr atlcqiiacy lies with mansgemcnt and our Audit Committee. ‘Ihey delrgatc the 
authoriiy III the Chief Credit Olliccr (“CCA”) to deterniinc the loss reserve ratio for 
each iypr of asset and reviews, I I  lcast quarterly, the adrqt~acy of the allowiiicc b:iscd 
on an evaluariotl of-the portfolio, past cxpcricnce, preevailitig rnarltct conditions, 
amount of govcrnmcnt guarantees, ccrticcntration in loan iypcs and other relevarir 
fictors. 

The  allowance for crrdit losscs is an estitirate of the losses that may be sustained 
i n  oirr loan and lease porifolio. 7hc allowance is hascrl on two principles o f  
accounting: (1)  Statement of Financial Accounting Standards (WAS) No. 5, 
“Accounting for Contingencies,” which requires that losses he 
ate probable of occiirritig and cstimahle; and (2) %AS No. 1 1  
Creditors for Impairiiirtit ofa Loan” and SFAS No. 118. ‘ k c  
fo r  Impairment of J. Loan-Iticurnc Recognition and Disclomi-es,” which requires 
that losses h e  accrued based on the dif tknccs between tlie value of collaterd, 
present value of firtutc cash flows or vjlltics that are ohservaklr in the secondary 
rrlarlw and the lnln balance. 

Credit Administration adheres t o  an internal asset review system and loss 
allowance nietliwlology dcsigned to pr(wide for timely recognition of problem ;isseis 
a n d  arlcquatc valuation allowances to cover expected asset losses. l i e  Rank‘s asset 
mntiiruring process incli ides the iisc of asset classif;cations to segregarc the assets, 
largely loans and rcal estate, into varicius risk categories. The Hank uses d i e  various 
;wet classifications a s  a m c m s  of meawritrg risk and determining the adequacy 
of valuaiinn allowances by using a nine-grade system to  classify assets. All crcdit 

‘Ihe allowance for credit losses has sevcn components: ihc gericral valua[ioir 
allowarrrc, criticized and [lassificd allowance, rlrc specific valuaiinn allowance, large 
borrower risk allowance, pool Iirari allowance, qualitative (“Q”) factor allowance 
and the model risk allowance. Each of these compoirrrrts is determined based upon 
estiiiiates r l u t  can and do cliatrgc when the .ictrlill events occur. 

es exceriling 90 days of delitiyiicncy require clasaif;cation. 

(hreral  valuation allowiticcs (“GVA”): This clement relates in assets with no 
well-del~ncrl deficiency or wcakncss (Le. assets classified paqs) and takes into 
consideraiion losses that are imbcrldcd within ihe portfolio bur have not yet 
bccn recogni/.etl. Gcncrally borrowers arc impacted by events well in advance 
ofa lcrrilcr’s knowledge tliat may ultimaiely result in loan drhtault and eveiiiilal 
loss. An cxample of such a loss-causing evetii woiild be the loss cifa majoi- 
tenant i n  die case of coniiiierciill red estate loan. Gcrucral valuatian allowances 
arc determined tlitoiigh consideraiiun of past loss exprricncc. 

GVA is &dated by applyitig loss factors IO outstanding loans, in each case 
hascd on the internal risk grade of pass of such loans and corrimcrcial leases. 
Changes in risk g rdes  affkct the aiiioiint of thc allowance. 1 .uss factors are 
hased on our historical loss experience and may be adjusted for significanr 
factors i h i r ,  in managenienL’s judgment, affect i tic collectibili~y of the 
pirtf0lio x of the 1-valuation date. l i e  calculated resrrvc has a niiiiinriim 
severity basis poiiirs of total GVA loan ~ y p c s ~  or expecirtl rict charge oils 
based on hisiorir-al data, which ever is higher. 

. 

Criticized and cl:assifid allowance (“CX:A”): A t  the time of credit analysis ar id  
risk rlctcrmination, credirs, which have been dererrriiricrl to contain a 
wcalmcss higher tlian rnatragcmcnt’s overall risk apyctitc, are graded as 
criiici;.cd or classified. Once validated that the credii is tior impaired, a 
risk d l o s s  is calculated and applicrl. In addition, deterrnitrarion of 
coiiiniitiireti ts outstanding on classilied I(:vans is dctei-mined. 

j;. ‘Ihe C C A  identifies credits thai h a v r  a risk level of special tricrition or 
worse, liowrvcr riot inclusive of 11iip:iired Assets. ‘Ihe calciilaiion uses 
the credii’s rxpcctcd dcfault f requetq (“EDF”) as estimated hy Moody’s 
risk for private companies. In each CLW use of  the loan maturity delitres 
if the one or five yrar d c h l t  component is rrriploycd. Lkfault is 
def;ncrl by Moody’s A$ a sratistical probability ~ l i a i  the credit will either 
miss o r  delay intcrcst and/or principsl paymcnt, hankrtiprcy UT 

receivership will occur, 01- exchange seciirity where the exchangc has the 
apparent purpose o f  helping the borrower a v d  default. If the EDF has 
riot been calciil;ited, rlic Rank maintains a n  allocation equal to the stitir of: 

100% ofthosc loans classifird l o s s  
50% of those loans classified doubtful 
15% of those loans classified substandard 
5% ofthose loans classifird special mention 

Pool loan allowancc (“PLA”): Our residenlial and consuiiier loans and leases 
arc relatively homngetreiius with no single loan ititlividually significant in 
terms o f  its size or potential risk vfloss. ‘Iherefore, we r< 
and consuiiier porthilios by analyzing ihrir p fo rn iance  w a pool of loans. 
Grircrally, borrowers hecorrrc impacted by events well in advance of a lvnrlcr’s 
kirowldgc that may ultirnaicly result in loan deliult and cventual loss. 
Examples of such loss-causing events would be horrowrr job loss, divorce 
or medical crisis i n  the case of single I n i i l y  residential and corisiimci- loans. 
Tlir calculated reserve has a minimum one hiirirlrcd basis poinis of total PLA 
lwati types. 01- expected net charge ofk hased or1 historical dara, which m e r  is 
higher. Risk grade i s  not a componeni of this computaiiotr. 

.+ Loss factors arc dcvcloped in the follciwing ways: 

Pooled loan loss factors (not iiidividually graded loans) arc based on 
rxpcc-red net charge-~rffi for one year, basrtl on historical loss 
dari. Poolcd loans are l ~ a i r s  that arc hoiiiogeiieuus in nature, such 
as coiisiiiirrr installment, home equity, rcsideiirial rnortgagc loans, 
crcdit cards, and  ronsumer leases. 

Large horniwcr risk allowance (“1.M”): We have a riiirnbcr of horrnwers 
with large ln i i~ i  balances which tnay Lrcatc an addirioiial risk if one or two of 
these horrowcrs were to unexpcctcdly default. Wirrcforc an additional 
allowance ror this risk is analyzed and applied. 
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I OANS (Chnritiued) 

x- LHA idcniifies those credits with outstantlirig balances exceeding the 
housc lending limit. The calculated reserve haa a minitnum or; the 
greater of, fifty basis points of total LHA, or the expected net charge oft; 
based on historical data. 

- (2 ficior allowances (“QFA”): ‘The inctliodology applied in all othcr 
allowatice sccrions does r l n t  accotiiit for hoth quantitarive a t d  qualitative 
factors and dociiiiieiitatiiiti. Any methodology falls auhject to some 
uncertaitiries, All loans and commercial leases contain, in management’s 
judgnictir, factors where loss recogriirion exists due to cffkts of tlie national 
and local economics, trends i n  nature and volume, changes in m i x ,  coriwmcr 
credit score migration, loan adminiscratiun, co~~cctirl-atiu~i~, chatiges in 
intcrrial lentling pulicies, arid collcction practices IO nicrilion jiisl a few. 

X- QFA is suhjectivc hy dcf;tiition. The fiaciors rcllect management’s o v c d  
estimate of the additiorial rate of loss over the next fritir quarters thaf 
differ froin either the historical loss cxpericrice or other valiia[ions. ?he 
factors ever rvolvc and expectatiori of change from quarter to quarter 
is cxpectcrl, both i n  incluaion and i n  value. As tnultiplc factors exist 
which may he cvaluated in conriection with this a l l m ~ c ,  topiu noted 
bclnw zw cx;lliiplcs only: 

gcncral ccunomic and buainess cunditiuris afkcting our key 

crcdir qiialiiy trends (including trends iri nonpcrLorming loans 

- collatcral valuo; 
loan volumes and concentratinns: 
seasoning of the loan portlhlio; 
sprcific industry conditions within portfklio scgrnents; - recent loss expcriencc i t i  particl i lar scgtiients or [he porifolio; 
duration of tlie currcni econotiiic cycle; 
government rrgulatiun; 
bank regulaioiy cxatriinatiuii resulth; and - hidings nf our iriternal and extcrnal credit 1-&ewers. 

Each factor is calculated 011 a scale of negative four to positivc four, with 
the latter liming ihe grcsiest risk level. Zero, results in two incrcase or 
deci-ease to the required reserve level :is conipiitrd in this section. 

Modrl risk allowanie (“MRA”): ‘Ihu allowance mcthodolugies noted above are by 
definition imprecise. Any nirlhodolngy is suhject to sonic iiticertainties. Estimating 
future losacs inhcrcnt in  :a Itran pwtrolio will vary wid1 caih method. ‘lhcreforc, 
riianagcnietit applies a model risk component to determine a loss provision. ‘Ihis 
,dlowara~e is alw iiscrl to reserve for potential losses which might occur ihrougli 
ciistomcr ovcrJr&, and to cstahlish a minimtiti1 floor loy which thc prcrvisiori for 
crcrlii loss w d d  1101 decline below one pcrccnt of to ta l  g r o a h  Ioms. 

:at the dates an i  lirr thc periods itidicatcd: 

lcriding xem; 

expcctcd to result from existing conditions); 

* 

The follrrwing table sets forth itiformatirrn regarcling our allowance for credit losses 

As of December 31, 2006 the balancc in the allowdnce fur credit losscs was 
000 as of Deccrnher 31, 2005. ‘Ihc incrcase 
isiotr of $800,000, partially ulEset by thc net 

$3,80’),000 cornpired to 
resulred frum thc additiot 
charge-ofli totaling $3:~0,000. ‘lhc halan<e of conimitnients to extcrid crcdir on 
tltidisbursed cotistruetion arid othcr lwans and let rei-s ufct-edit was $ 1  34,549,000 
as of December 31, 2006 c o m p a r d  to $133,956,000 a s  of December 31, 2005. 
Risks aiid titicertaitiries exist in all lending transactions, anrl even though ilierc have 
historically been no charge ofts 011 consrruction anrl rrthcr loans tliat have not been 
fully disbursed, o w  tiiarlagemcrit antl Di1-t ’ Luan Cornmittcc have established 
reserve levels on djshurscd loans hascrl on historical losses as well as econcmiic 
uncertainties antl trthcr risks that exist a s  ofcsch reporting period. 

to 1 . I  1% as of Deccniber 31, 2005. Auutnptions regarding the collatcral y:iIue of 
various under performing luatis may affcct the level and allocation of the allowance 
krr crcdi i  losscs i n  furlire periods. The allowance rnay also he afficted by trends in tfrr 
aiiiotlrit of charge otfs expcrienccrl or expccred trcnds within tlifl’el-ent loan portfolius. 
I h c r e  were no non-perfurrning bans as dDcccmher 31, 2006. I h c  allowatrce for 
credit losscs as a percentage ofricrn-pcrlhrming loans w u  542%) as or 
Dccenibcr 31, 2005. Managerrlent bcliwes the allowatice at December 31,200(; is 
adequ:rie based upon its onguing atialysis of the lclan portfolio, historical loss trends 
and other factnrs. However, no ass~rancc can be given that the Company m a y  not 
sustAiii charge-offs which are in excess o f  the allowance in any given period. 

I )EI’OSITS A N  r) U0RRC)WTNGS 

As of Deccniher 3 I ,  2006 t ie  allowancr was 1.18% o f  total gross luans cuti1l)arcCd 

‘lbral deposits inci-cased $9,638,000 01- 2.24% to $440,627,000 as of 
Decernbur 31, Z(J06 coriipmd to $430,980.000 zs uf Deccniber 31, 2005. Intcrcst 
Iwai-ing deposit& increased $12,400,000 or (1.48%) to $290.445,000 as of 
Deccniher 31, 2006 compared ro $277,985,000 as of Ikcctiiher 31, 2005. Non- 
interest bearing deposits dccrezyed $2,822,000 or 1.84% to 8150,182,000 as of 
Llccembcr 31,  2006 conipred tu $1 53,004,000 as ofilccembcr 31, 2005. lhiriiig 
20i)O dcptrsit growth was difficult to achieve: huwever, we were able to achicvc positive 
growth in part due to tlie opcriing of two new retail banking offices. 

‘The composition of the rlcposits and average interest rates paid 31 Ilecctnber .3 1 ,  
2006 and 2005 is summarizrd in tlie table loelow. 

L)ccctiiher .3 1 ,  2005 Deceinbrr 3 1 ,  2000 
I’ercriii I’crrm t 
of‘htal Effccrive ofTotal Effective 

Dollars Deposits Rate 13ollara 1)cpvslt -- Ilatc -. - - - __ - - . 
(rhll :~~ in thuuaands) 

NOW accounts $ 56,177 12.8% 0.10% $ 56,991 13.2% 0.101) 
MMA acuounts 109,069 14.7?‘0 2.3’1% 108,024 2.5.1% 1.15%) 
Timc rlcposits 1(14,170 23.W) 3.hWt 88.58 I 20.5% 2.55% 
Swing$ deposits 21,029 4.8%) 0.45% 24,389 5.7% 0.34% 

‘Tut:il Intcrcst- 
bearing 290,445 65.7% 2.20% 277,985 h4.5% 1.37%) 

Nun-inrercst 
15.39004 35.5% _- 150,182 3i . lVi  -- bcari tig 

( Ih l la rs  in thotrsliids) 

Balance, beginning of thc year s 3,33!j d 2,697 
Addition liom riirrgcr with UMC 75 1 

Provision diargc~l IO opcrat ioiis 800 510 
I.osses charged to 11ie allowance (721) (787) 

charged otf --3 -- 1 (& 
Recoveries on loans previously 

Ratio of nun-perforrning l u a r ~ s  to 
allow~ii~cc jbr c d i t  Iosscs 0.0% 1 n . w )  

Allowance I &  credit losscs to total loans I .  18% l . I I u / i )  
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$430,989 100.0%) _- - .- 
Short-term burrowing5 totalctl $3,250,000 as of Ileccrnber 3 I ,  LO06 cnmpar“d to 

$3.250,000 a b  of Ilcr-cmher 3 1 , 2005. Short-term burrowingh includv $1.250,000 
in principal piyiiienth coming due in 2007 u t i  rhe loan with a iiiajor bank (rlescribcd 
below) and $2,000,000 in FHLH advancca maturing in the next twelve months. We 
maintain a liiic ofci-ctlit with the FHLR col1atcr:rlized by government scLuritics. 
Refer to Liquidiiy below for fiirther discussion of FII1.R advances. 

tcrrri debt a s  of Uccctiiher .3 I, 2005. 

agrccinent with a inajor  hank tinder which the (:nmpatiy borrowed $2,500,000 and 
contributed $2,000.000 of additional capital to rlie Hank. ‘Ihc loan brats intcrest 
indexed to prime or LIROK. at  the Company’s election. l l ie  utits~andirig balancr at 
L)cc:rmbcr . < I ,  2006 was $1,250,000. l i e  purpose ofilie borrowing was to cnsure 

‘There was 110 long-term dcbi as ofDecember 31, 2006 and $3,250,[)00 in long- 

On I>ccctnher 17, 2004, !lie C h i p a n y  ctiret-ed into a noti-revolving loan 
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L>LW:)S ITS AN 1) K O  RROW I N G S  (Co t i  i i nued) 

the Banlys capital ratios remain at or above wcll rapitalized after the effective c la i r  
of the merger with HMC. Refer to Note 7 to the audited Consolidared Finanrial 
Statemcrits. 

CAI’ I ’ rA I ,  R ESO CI RC ES 

(hpital sctvcs as a source of funds and helps protect dcpusiilors and sharchtrlders 
against potctiiial losses. l i e  primary source of capital for the (:ompany 1i;x heen 
iiitcrti;illy generated rspital through rrtained earnings. 

l i e  Company 1i.u historically maintaincrl suhstantial lcvcls of capital. ’Jtir 
assessment ofr,apiral adeqi1ac.y is dependent oti several factors including asset q t i d i t j ~  
earning trends, liqiiitli~y and cconotiiic conditions. Maintenance uf adequate 
capital levels is integral to providing s ~ d ~ i l i t y  to thc I:omlmiy. l i e  (.:oiiilmiy nccds 
to  tiiaintain substantial levels of  regulatory capital IC) give it niaxiriillni flexibility in 
the changing rcgiilatory environrrwir and to respond to changes in the market arld 
economic conditiorir. 

to $41,523,000 as of 1)ccciriher 31. 2005. The increase in stockholders’ cqiiity 
is primarily a resiilt of net income of$6,911,000 for 2006 and proceeds from i h e  
exercise of atock options. 

C h i p a n y  of $ 1  ,OOO,000 in corltirciinn with a stock repurchase agrecmenr appi-ovcd 
by the (h ipany’ s  Board or Directors. Lhiriiig the period the Conilmiy’s borrowings 
remilitis outstanding, which is expected IO he until Dcirtrihcr 2007, the Rank 
does not anticipaie paying any atldiiional dividcritlh IC) [he Company except for 
dividends i h a t  are necessary ro meet the ordinary and ~ i s ~ i a l  q>et.ariiig, expenses o f t  he 
Company. l i e  l h k  would tint pay any dividend that would cause it to he dccriicd 
not “well capitalized“ under applicable bariking laws and rcgrila~inns. 

Management considers capital requirctrictils as p i - t  of its stralegic planning 
process. ‘lhc stratcgic plan calls for cirtiiinuing increases i t i  assets and liabililies, and 
ilie capital required may thcrcfotc be i n  excess of retained earnings. 1s ability to 
vbrain capital is rlcprtident upon the capital markcts as well zs our perfortilance. 
Management rcgiilarly evaluates soiirces of capital a t i d  the timing rcyired [o meet 
its strategic okjectives. ‘Ihc IJIowing rablc prcsrnls the Company’s a n d  the Bank‘s 
capital ratios as ufrkcemher 3 1 ,  2006 and 2005. 

OUT stockliolders’ equity i t i i u e m d  to $49,778,000 zq o f l k w m h ~ r  31,2006 compared 

lhr i t ig  October 200h, h e  Bank dcrlared and paid a ~ ~ s h  dividend tu the  

2000 2005 -. . 
Amount Ratio ‘ A r n ~ i i t i ~  K& .~ 

(Dollors in rhoiisands) 
Tirr 1 Leveraec Ratio 

Ccniral Valley Corririiuniry Bancorp 

Minimutrr regulatory rcquirement $ 18,967 4.00% $ 
Ccritral Valley Cornmutiity Bank $ 39,045 8.24% $ 
Miriitntim requircmcrrt Tor 

“Well-Capitaliictl” institution $ 23,703 5.00% $ 23,204 5.00% 
Minimum regulatory requircriicr~~ $ 18,961 4.00%) $ 18,563 4.00Yu 

Tier 1 Risk-Based Q)ii;iI Katio 

Central Vallcy Community Rarirorp 
and Subsidiaiy $ 39,864 10.77%) $ 31,767 9.20% 

Minimum regulatory rcquirctiient $ 14,536 4.00%) $ 13,719 4.00% 
Central Valley (:ominunity Rank $ 39,045 10.72%~ $ 32.49.3 9.48%) 
Minirniitn requirement for 

“Well-(:apitalizcrl” itisticution $ 21,852 Ir.OOO/o $ 20,572 h.00Yo 
Minimum regulatory rrquirement $ 14,568 4.00% $ 11,71 5 4.00% 

Total Risk-Based C:q>i.ral Ratio 

Cetiiral Valley Comrnuriily Rancorp 
and SLI hsidi a ty $ 41,673 12.02% $ .35,106 10.24% 

Minirriim regulatory rcquirciiicrii $ 29.073 8.00% $ 27.437 8.00% 
Central Valley Conirnunily Rank $ 42,854 11.77%) $ 35,832 10.45% 
Minimum rcquirement for 

“Wcll-Capirali7,cd institution $ 36,419 10.00Yo $ 34,287 10.00% 
Minimum rcgiilarory requirement $ 29,135 8.00% $ 27,420 8.00%) 

and Subsidiary 9 39,864 8.41°% $ .31,767 6.849’~ 

1.iquidity rrianagement irivnlves our abiliry to mcct cash flow rcqiiiremeots 
arising from fluiuuations in rlrposit levels and demands of daily opcrilions, which 
irirlrde funding of securities ptirclizws, providing for cusinmers’ crcclit needs ancl 
ongoing rcpaytneiit of borrowings. C)ur liquidiv is actively managed c)n a daily 
hasis ant1 rrviewed periodically by uiir rr~anagerncrit arid Diwctorb AssetlLiabiliiy 
(:ommittccs. ‘ihis process i s  intender1 to ensure the maintenance ofsuficicnt funds 
I O  meet our  iireds, including adequate cash flow for ofl~balance sheet commitnicnts. 

Our pritiiary sources d l i i p id i ty  ate derived from financin~ artivilies which 
include tlie acceptance of‘customcr and, I O  a lcsscr cxient, h1-okcr tlrposits. fctlcrd 
fu t ids  facilities and  advances frvtn [he Federal Home Loan Ratlk of San I’raticisco. 
Tlirse funding sources are augmented hy payrrients of principal and intctcst 
on loans, the routine niatriri~ies and p:iydowns of securities from the sccilrities 
portfolio, die stability ofoiii- core clcposits and the abiliry to sell irivr,wnenr 
scciititirs. Primary MC’I nf funds inclrde withdrawal of atid intcrcsi p”yments ut1 

deposits, origination atid purchases of  loans, purchases o f  invcsttnrnt securities, and 
payment of operating cxprnses. 

As :I tiieans ofaugriirnring our l i q d i t y ,  wc have esrahlishctl k d e t a l  funds lines 
with correspondent banks. At Dccctnher 31, 2006 o m  available 0i:irrnwing capacity 
includes approxirrrairly $1 8,000,000 i n  Federal funds lines with our correspontlrnr 
hanks a t i d  $14,334,000 i n  unused PH1.R advances. We helieve our liquidity 
~oiirces to be stable and adequate. A t  Decembct 3 I ,  2006, we wcre not aware uf 
any inforriiatinn that was rcasonahly likcly to have a inaterial rlfrct on our liquidity 
positioti. 

l i e  following table reflects the Ccrmpany’s credit lines, halanccs oulsranding. and 
pledged collaterill a1 December 31, 2006 and 2005: 

Balance Balance 
Outstanding at Outstanding at 

Dccmibrr 3 1 ,  Dcrcriiber 31, Dc nher 3 1, 1)ccemher- 3 1, 
ZOOC, 2oi)o 005 2005 Crcdii Lines 

( I n  thousands) 

I Jnsecured 
(:redit Lines 
(intrrcsl rate 
varies with 
market) $ 18,000 $ . $ 14,100 $ 

1,cdcral Home Collateral pledged Collateral pledged 
1.oa1i Rank 5 16.848 $ (1,080 
(irrtrrrsr rate 
;II prevding Fair Value of Collateral Pair Value id Collateral 
interest Iatc) $ 16.758 $ 2,000 $ 6.598 $ 4,000 

Kcscrvc Rank (:ollatcral plcdged (:nllateral plcrlgrd 
(intrres[ rate 5 2.271 $ 5,350 
a r  prevailing 
discount Fair l’alue of Collaieral F i r  Value of Co1latrr;d 

F e d d  

intcrcst raw) $ 2,200 $ - $  3,252 $ 

The liquidity of the pirent compariy, Central Vallcy Cotiiiiiuiiity Bancorp is 
primarily depcndcrit on the payment of cash dividends by i i s  siibsidiary, Ccritrsl 
Valley (:ommunity Batik, subject to litriiratioiis imposer1 by i l i e  regulations. 

O I ~ I ~ - L ~ A I  ANCE St lEly l ’  l’l’b,MS 

In the ordiriary cowse  ofbusincss, ihe C h i p a n y  is a pariy to financial 
iiistrunicnts with of-halancc sheet risk. lhese financial iiistriinients includr 
comrnitrncrils i i r  extend credit arid standhy letters of credit. Such financial 
insttiitiieiits ai-e recortlctl ill i h e  financial st:mmeiir,s when they arc firtided or relatcd 
fces are incurred or received. ‘Ihe balance ofcniiimittiieiits to cxtcrid credit on 
undisbursed coristtIiciioii and other l o a t i h  and letters of credit was $1 34,549,000 as 
ofL)cccmGcr 3 1 ,  2006 compared to $1:33,950,000 as of Dccctiiher 31.2005. For 2 

more driailed discussion of tticse linancial instrtrrncrita, see Note 10 to the alrdired 
Cotisolidated Financial Starrtiwnts. 
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Tti i he  ordinary cwtrse of business, the Company is party to various operating 
h s e s .  For a mote rle~ailed discussion oflliese financial iristrwiients, see Note 1 0  in 
the audited Consolidaled Financial Statrtiients. 

l i e  following s~~~ i i t i i a r i~es  the Comp.atry's long-term contractual obligations at 
Deceniher 3 I ,  2006: 

k 7 S  than 
(Til [housaids) 1 year 1 - 3  years 3-5 ycars lierafter 'lord 

'Jirric deposits $ '13,946 5 8,186 $ 2.038 $ - $ 104,170 
FHLU Adv.ulc-cs 2,001) - 2.000 
Other lung-tcrtri drht 1,250 - 1,250 
Llefcrred Cotripetisarion 

Liability (1 j 1,355 61 ~ 1,416 
Salary Continuation Liability (1 j ~. 566 292 275 1.152 2,285 
Obligtiotts reflected 

on Curisirlidaied 
Ralaiice Sheet $W,l17 $ 8,539 $ 2,313 $..Q $111,121 

Operating I c w  ubligatiotis ~ $ 933 ~ $ 2,091 .. $ .~ 1,870 - $ 8,506 $13,400 
Obli@ma i iy t  rellected 

~ - 

uti Cotisohdated 
R h c e  Sheet $ 133 rh 2,091 Is_ 1,870 %8,506 $,400 -- 

(I)IlANTI'I'AI'IVL ANT) (.)~JAI,I~I'A'I'IV~ 1)ISCI OSIIRES AUOCI 1 
MARK ET I< IS l i  

Interest rate risk ("IRR") and credit risk constitiiir i l i e  two grearcst sources or 
financial exposure for insured financial iri,tirrrtions. IRK represents the inrpic~ [hat 
changes ir i  ahsolute and relative Icvclh (>I' market interest rates rriay have upon OUT 

rirt interest inconic ("NIT"). Chatiges in the N l l  :ire t l ic result of changes in the rict 
interest spread between interest-earning as s t i d  inierest-bearing liabiliticc (iitiiitig 
risk), thr relationship bctwccri varioiis rates (basis risk), a r i d  ~ h a n g e s  i n  the shape of 
the yicld curve. 

We realize inconic priticipally from the difhcrential or spread between the intcrcsi 
rained on loans, invcsttnrnls, other interest-earning asscis and the interest inciirrcd (>ti 

deposits and borrowings. l i e  volumcs ant1 yields i i t i  loans, deposits anrl borrowings 
are affictcd by rnarkrt interest 1-ates. hs ofDcccmber 31, 2006, 8 W o  ofour loan 
portfolio was tied to adjusrahle-rate indices. The majority of these adjustable-rate 
loans arc tied to pritiie and reprice within 90 rlayh. l i e  tiiajoi-ity of our tirric drpnsiis 
have a & x e d  rue  of interest. As of [)cr-ctnher 31, 200G. 90.20/0 ofciur titiie deposits 
triaiure within one year or Ic~s. As of Ilecembcr 31, 2006, $2,01)0,000 of our short 
term debt was f i x e d  rate which niatiircs uti Fcliriiary 12, 2007, and $1,250,000 id' 
shiri-ierni deht which reprices i i t i  a quar[erly basis. 

Changes in the tnarkei level of interest raws rlircitly and imniediately a f fk t  our 
interest s p r c d ,  and therefore profitability. Sharp and significant changes ti., tiiarker 
rates i'an cause the intcrcst spread to shrink or expand significantly i t i  thr nrar term, 
priticipdly because of thc tirriirig dillrrences between the arljustablc raie loans and the 
rna~iirities (and therefore repricing) of  th 

O u r  management a t d  Board of 1)irec 
arr responsible for managirig our assets a 
prdit ; ihiIi t~ IKK and various otlicr risks including liquidity. l i e  A I C O  operates 
utrdrr policies and within risk lirriits prcscrihed, reviewed, anrl approved Iiy the Hoard 
of Directors. 

'The AI.CC) seeks to stabilize our N11 by rnatcliitrg ra~e-sensitive assets and 
1isl)iliiies ihrough maintaining the maturity a r i d  repricing of these assets and liabilities 
'it appropriate lcvcls giveti i h e  itiieres1 rate environment. When thc atriolttii of 
rate-scrisitivr liahilities exceeds rate-sensitive assets within apecilied time periods, N11 
generally will he negatively impacted by aii incrnsing interest rate environment and 
positively impacted by a dccrcasitig interest rate riivirotiiiieiit. Conversely, when the 
atliounr of rate-sensitive asscts cxcccrls the anrotmi of  ratr-sensitive liabilities within 

specified time periods, net interest intome will generally br positively impacted hy 
a n  increasing ititcresr r x e  enviroritnrnt and negatively impacted by a dccrrasing 
interest rate rtiviroiinient. 3 i c  speed and velocity of the 1-epricing vf assets and 
liabilitics will also contribute lo  die effects o r i  our N11, as will tlrc presence or 
absence of periodic and lifetime interest rate cq>s and Hoors. 

carrlitigs io interest rate cliangcs. Larnings sitnulatioiis arc prorlucrd using a 
software triode1 that is based on actual cash flows and repricing Lharacreristics for :ill 
of our financial instruments and incorporate market-basrd assumptions rrgarding 
the impact of changing interest rates on current volutrics of applicable firraricial 
instrutrirrirs. 

Ttilerest rate simulations provide us witli a n  estimate of both the dollar miount 
and percentage charige in  N11 under various rate scenarios. All assets and liabilities 
arc norrnally suhjected to up to 301) hasis point incrcascs and decreases in irrierest 
ratrs i n  101) hayis point iticretiieiits. Under cadi  interest rate sccnario, we project 
our net interest incotne. From these rcsiills, we can then develop alternatives in 
dealing with the tolerance thresholds. 

Apptoxirnatrly 88% of our h t r  portfolio is tied tu adjustable rate inrliccs and 
53% ofour Ic)aii pitfolio rcpriLw wirliiii 90 days. It o f h x m h e r  31,2006, we had 95 
comtiirrcial and real csfate l ~ a i i s  totaling $44,481 ,W with floors ranging from 1%) 
to 8% and ceilings I-mging from 9% to 25% In thc ctirreiit rate environrnent, t he  
number of loans alfected by floors and ceilings is minimal. 

The following tahle shows thu  elfects of changes in projected net interest iticotiie 
for tlic iwelve months ending December 31, 2007 iiridcr the interest rate slinck 
scrtiarins stated. 'Ihc table was prepared as of Dccrtnher 31, 2006. at which time 
prime intei-t-st rate was 8.25%. 

Sirriitlaiion of earnings is the primary tool used to measure t h  sensitivity of 

Sctihilivity Analysi\ 111. ~ r r i ~ i w ~  on Intel-cst Incoriic 01'R~ite Change\ 

Hypothetical 
Change Irr Raies 
(L)ollars iri thousands) 

U P  200 bp 

CINCHANC ED 
TIOWN 100 hp 
DOWN 200 bp 

UP 300 bp 

U P  100 bp 

UOWN 300 1,p 

I'rujcctcd 
NCI Iriiereit 

Iticome 

128,982 
27,477 
26,240 
26,001 
25.542 
24,441J 
23.042 

$ Chmgc lrurri 
K7tch At 

L k L .  31 , 2OOh 

$ 2 , ~  I 
1.476 

239 

(459) 
(1.561) 
(2,059) 

Assumptions arc irilicrrtiily iincertain, anrl, coriavquently, the model catirioi 
pi-eciscly mcasiirc trci interest income ot prc<:isrly predict the impact of changes in 
interest rates on rict i n  rerest income. Actual results will diffir from sirriulaled results 
due to timing, rriagtiitude and frequency of itlierest rate changes, as well a s  changes 
in marltct cciridirions and managcmcrit sttaregies which might nlotlrrare rhe negative 
consequences of iiitrrrsr rate deviations. T t r  tlir model above. the siniiilation shows 
that the Company i E  neutral over the one-ycar horiznn. If interest rates iricrrase or 
dccliric, tlicrr will he similar positive and negative impact to net ititerrsi income. 

risk exposure we cxyerienced in  2005. 'Ihc oiltoitlie ol'the sensitivity Analysis 
coritlrrc.tetl Ihr 2005 was essentially thc ~ a i i i e  u 2000. 

l i e r e  is no material ctiarigc i n  our current market risk c x p o s i ~ r e  from the market 

Tlic Srcurities and Lxchangc Corrirriiwinn ('%E(:") issued disclosiirc guidance 
for "criiical accounting policies". The SF,(: defines "critical accourrtitig policies" as 
thosr ~ h a r  require application of trlariagement's tilost difficult, subjective or complex 
jutlgrrictirs, o f len  as a result of thc need io  tnake estimates about the cffkcr of tiiattei-s 
that arc irllicrrtitly uncertain and may chatrgr i n  future periods. 

Our accoiiritirig policies are integral to utidersiatiding the results reported. O u r  
signi6c:arit accwnting policies arc described it!  deiail it1 Note 1 in the audited 
Cnnsolidated Financial Statements. Nor all of the significant accounting policies 
presented in Note 1 of  the autlitcd wnsnlidated financial statements require 
management to mike cJilLculi, suhjeccive or coiiiplcx jurlgr~icrits or eslimates. 
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Management's Discussion and Analysis 
of Financial Condition and Results of Operations 1 

CRITICAI. ACCOIINI'ING POI,ICICS (Ci:rtiriti~~cd) 

Use of Bstimates 

'Ihe pi-eparation of these financial st<iteiiieiiis reqiiires triariagr~r~rrr~ III  trialcc 
estimates and judgments that affect the reported at noun^ rrf assers, liabili 
cwenues and expenses. O n  an oiigoiiig basis, t i v~ i t ixp ie t r l  rv~ lun tca  t t i c  
iiscd. Estimates :m based upon historical experience, current ecoiioiiiic cnndii iotis 
a i i d  utlicr hctors that management considers wasonable under the circIiIi1Sl;illi:eb. 

mates resiili i n  judgtirctit~ tcgarrlitig the c-arrying values of assets 
s wlieii these vdties arr 11111 readily available from other sources, as 

well as assessing and identifying the accouniing irrat lrirtits of'~oritingcncics and 
rommitnicnts. Actual results may differ horn these esiiiiiales i rndct  tlifIicrcrit 
;rssiiirrptioti+. 

Accounritw I'rinc$lrs Gcprrally A<rct)tcrl in the Unitcd States of Americ.1 

Our financi.il slateiiretiis arr prcparctl it1 aciortlancc with accounting principles 
gcncrally accepted in the United SLates of Ainerica ("GAAP"). 

We follow accounting policies typical to the coiiiiiiercial batikitig irduatty 
atid i t )  (otripliaricc with various regulation and guidelines as esi;ihlishetl Iiy tlic 
I'uhlic (;oiiipatiy Accouniing Ovrrsiglit Roan1 ("I'CAC)K"), Financial Accounting 
Standards Board ("FASB"), the American I r i s t i t  l i te ut Certified I'uhlic Accountmrs 
("AICPA"), and the Bank's primary federal regularor, ilir FrIIC. l i e  following 
is a brief description of our current accounting policies irivolvirig significant 
managetneni  jirdgtrierits. 

Allowance for (:redit 1 . 0 s ~ ~  

Our iiiost significant trianagrtricrit accoiinting estimate is the appropri;ite lrvrl 
for the allowance for credit losses. l ~ r  allowaii ic for credit losscs is established 
to a h o r b  known and inherent losses attriht~iahle I ( I  l o a t i s  uiitstanding. 'Ihe 
adeqii;icy rrftlir alliiwaricc i s  rrionitorcd on an oii-going hasis a n d  is I~aactl on our 
management's evaluation of iiiitiicrws bctors. 'lhcse factors include the q u a l i t y  
ot the current loan poi-tfolio, the trend i n  t lw I c r a t i  pi.)rtfdiv', risk ratings. current 
ecotioiiiic ri.)tiditiuris. loan concentrations, loan grnwih wes,  past-due and noti- 
perforiiiitig irrnds, cyaluatio~l of spccific loss estimates for all signili<atrt problem 
loans, historical charge-off a r i d  rciovcry experience and other per t i i ie i i i  i t i  li.)rtriatioti. 

' Ihe calculation of die ;illow;iiitr fi.rr credit losscs is hy nature inexact, a s  i l r e  
allowmLc represents our managemeni's Iwi csiitriatc of thc losscs inherent i n  o i i r  

crcdir pottfolioa :it thc reporting date. 'Ihrsr crrdir l u s w ~  will occur in the future, 
and as such cannot be deter i i i ined with absolute ccrtxinty at the reporting darr. 

Atrio.r&ation of I'rcmiums on Investmenls 

We invest i 11 < :ol I a I c ra I i ~ c d  Mu rtgagc Ohligations (" ( : M (1") and Mo rtgagc 
Racltcd Securities, ("MUS") as p i r i  o ~ t l i c  uvcrdl strateby to increase oiir net interest 
margin. CMOS and MBS hy their nature react t i )  r:liatigcs in interest rates. 111 a 
declining rate eiiviri.iritricnt, prepayments fi-om MDS a n d  C:MT)a would he expected 
to increase and the expected life of the investment would he expeci rd  10 shorten. 
Convcrscly. if interest r ~ e s  iiicrcase, prcp:~ymcnts would be expected 10 dccliric ar id  
the average lifc of the MUS and (:MOs ~ ( I I I I ~  I.ic expected to extend. Pretiiiuni 
atiiori i/,;iiioti (I(' thcsc investments affects our tiel itiirrcst itiromc. C)ur m,uiagement 
iiioiiirors tlir prcpaytricnt spccd of these iiivesrtiieiiiq aid adjusts  premium 
aiiiorii/.~itiiti based on scvcral factors. 'lhese fmirr.; i t d d c  the type ofinvestmeni, 
the iiivesttiieiil s [ rwt i i rc ,  ititcrest rates, interest rares on tirw mortgage loans, 
expectation of ititeresi rate rliatigcs, current economic cotiditiirti~, lcvcl of principal 
remaining on the bond, d i e  hond ioiipori rate, the bond originalion daic ,  atid 

~ ~ I U I I I C  ~rf'availablc bonds in market. The calLiilation ufprcmiutii miortix.Aiioti is 
Iiy nature inexact, and repiwetits trianagcmcnt's best estiiiiair of pritiripal paydowiis 
inlierent in thc total invesimetri potthl io, 

Goodwill 

Business coiiihitiaii(.itis involving the (:ompan 
or net m e t s  of<itrmlirt critcrprise or the 
on of hi-anchrs constitutirq a business may give rise to goodwill. (;nodwill 

rcprcsents t he  excess o f t t i c  C o s t  ofati acquired etiiiiy uvcr the net of the ' i i i i o o t i t s  

assigned to assers acquircd artcl liabilities asslimed i n  irarlsactions accounted for 

under thc purchase method of accounting. ' I  he value of goodwill is ultimately 
derived from the C;otnpany's ahility to generate net earnings after the acquisition. A 
clcclinc in rict carninp coulcl he indicative of a dcclinc in the fair value of goodwill 
and result in impairment. For chat reason, goodwill is assessed for itiip;iirtiieiit at 
reporting unit lcvcl at least annually. Whilc the Company helieves all assumptions 
iitilizccl in its assessment of gooJwill for impairment are reasonable and appi-opriate, 
changes could cause the C:ompany to record impairiiient in the future. 

S 

Under SFAS No.1 2?(R), "Sharc Rased I'aytrictit" rotripensation cxpcnsc is 
recognized for options gfiinted priirr lo lhe adihprirrri kltc i t i  an atr io i in t  equal to the  
fair value of the unvested amounts over their remaining vrsiitig prricid, based c)ri tlic 
grarit date h i r  value cstimatcd in accordance with SFAS No. 12.1, "Accounting [or 
Siock Rased C~i:)tr i~)c~is~~ti~ir~" arid compensation cxpcnsc for all share based payments 
gratircrl d t c r  adoption based on the gi-ant date fair values estimated i n  accordance 
wiili SFAS No. I23(R) , 7hc es t imates  ofthc grant datc fair values are based on ai1 
opt i i i t i  pricing trioclcl that iiscs assumptions hascd on the expected option life, the 
level of estimaiecl I>deiiurc.;, rxpcttctl stocI< volatility and the risLfrcc interest ratc.. 
'Ihe calculation of t l ie  Fair value ofshare based paytrierits is by natiirc inexact, and 
represents management's hest esrimale of lire gl.atil datr f i i t  valw o f t h c  aharc bascrl 
paytrierits. Scc Nutc I to the audited Consolidated Financial Slaremetits. 

1NFI.ATIC)N 

'Ihc impact ofinflation on a financial itisiituiiciii difIicrs sigriiGcantly from that 
cxcrtccl on other industries primarily because tlie ;isseis and liabilirics of financial 
itisiitiitiwis consist largely ofmanetary items. However, litiaticial ins t i r i i t io t is  arc 
affkrtcd by inflation in part through noti-interest expenses, such as salaries and 
urcupmcy cxpcnscs. and to some extent by changes i n  ititrrrst rates. 

Ai h c t r i b c r  31. 2006, we do not helieve that inflation will have a material 
imlxict ( . in  o i i t  rotisolitlatcd financial position or results of operatiotis. However, if  
inflation concerns cause sliori irriii rates tu rise in the near future, we may benefit 
by immediate repriciiia of a majrrriiy d n u r  l o a t r  portfulio. Kcfcr to Market Risk for 
futllier d i s c  u>sion. 
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STOCK PRICE 1NFORMATTC)N 

l h c  Cniiipariy’s cotirtiion siock ia listed for trarlitig on the NASDAQ Capital 
Marlict under (lie ticker syrlibol CV(:Y. AS of I’cbrllary 28, 2007 the Cumpariy hod 
approxitnatcly 385 shareholders of record. 

l i e  following tshle shows the high arid low sales prices for Ihe cotri~rion stock fLr 
each quarter a rcportcd by NASDAQ. 711c prices have bccr~  adjustctl to reflect a 
mu-for-one stock aplit uti October 31, 2005. 

Sales I’rices for 
i h e  Cotiipanyb Common Stoi,k 

. . . . . . . . .  - - .. . . . . . . . . .  
I I 

I I 
I 

I 
I Exceptional 
~ Employees 

. . . . . .  - - . . . . . . .  -. - 8  . -  

EXCEPTIONAL EMPLOYEES 

Central Vallcy (hii tnunity Rank rould not  continue to achieve unprrcedctited 
growth atxi fin;incid success without a n  outstanditig team of employccs. We pride 
ourselves oil the strength of our team and are 1xouJ of its continued cotnmitrnent 
and dcdicatioii to providing supcrirrr custotlrer scrvice a d  corninunity suppori. 

Ldr year Central Vallcy C:omn~t~nity Rank‘s top-pcrkrrming employees are 
rccogniled in the Circle of Excellence, and from that  group, the best arc designated 
to the Circlc of Elite. 

‘Ihc 2006 Circle of Elite itrcludcd: 
~ 

Quarrel- Ended I .ow Iligh 

March 3 1 ,  2005 

September 30,  2005 

March 3 I .  2006 
J L I I ~ C  30, 2006 
Scprenibcr 30, 2006 
Deccniher 3 I ,  2006 

June 30, 2005 

Dccembct 3 1 ,  2005 

$ 11.25 
1 1 .06 
11.00 
13.95 
14.11 
14.75 
14.50 
14.50 

$ 13.13 
I G 3 0  
14.98 
lG.00 
10.25 
16.69 
10.74 
15.64 

‘Ihc Cnmpatry did tint pay any cash divitlcrids in 201)fi or 2005. %e (hriipany 
paid a $0.05 per share cash divided in  2004. 

_- Market M a k s  

Inquiries or1 Chitral Vallcy (hnrnirnity Baricorp strick car1 be made l’y calling 
Troy Norlandcr with Stone & %run~bcrg at (800) 288-281 I ,  Jeffrey Mayer with 
Crowcll, Wecdoti & (30. at (559) 375751 0, Jocy Warrnenhovcti with Wedhusfi 
Mol-ggan Seciiririts ‘it (800) 569-21 38, i.)r Ilavc Ronaccorso at Hnwe Barnes Ilorfer 
& Artlet[ at (800) 346-5544 cxt. 223. C:entral Vallcy Community Lmticorp stock 
can also be porcliascd through any liceiiscd Alockhrukel: 

Sharcholder Inquiries 

Inquiries reparding C h t r a l  Vallcy C:orntriunity Rancorp‘s accounting, 
internal acioiinting controls or audiiing curiceins shuld  bc direcrud IO Steven 
r). McL)vtrald, rhairmari of  the Board ot‘nirectots’ Audit Commitlee, at sieve. 
mcriorrald~~icvch.c~~i,  a iionyrriously at  m , c t  h icspoiri I .coni ci t call bth ics I’oin I ,  
Inc. :I[ (866) 294-0588. 

I’onte, Assistant Curpnratc Secretary :It (800) 298-1775. 
General inquiries ahout the Company or the Bank shoulrl be dirccrrd to Cathy 

Karen Schaaf 
I’rrsurml h n k n  
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1 Bank Officers 
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Our Mission 

Providing the f~ i l l  range of financial products and services 
required by our mstonicrs 

Contributing to the quality of life throughout the C h t r a l  
Valley communities we serve 

Providing wperior customer service to bc delivered in 
a highly professional, but vcry personal, mariricr that 
promotes trust and confidence 

Maintain a positive work environment for our team 
members 

Continuing to inaximize shareholder value 

k i n g  the Best we can be! 

Core Values 

Leadership 
Iritcgrity 
Loyalty 
Caring 
Teamwork 
Trustworthiness 

J m f t p m i h t  Auditon 
Perry-Smith l ~ I P ,  Sxramento,  CA 

(:(I Id nstd 
Downey Brarid LLP, Sacramento, C A  
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A C o ~ h v ~ i I t d  Chnzrrzitnrent To Success 
Central Valley Community h n k  owes much of its strength, growth and siiccrss to a board of directors 
tliar has long demonstrated solid coiiinlitment and skilled leadership. Like the Rank itsclf, these 
individuals are involvcd in the cornrrlunitics we serve, and cai-e deeply about rrialcing it ;I better placc to 
live, work and raise hiiilics. Each member of thc board personifics thc h n k ’ s  core values of integrity, 
rrwtwnrthi ness, caring, loyaIry, Icadership and teamwork, forming a foundation upon which Central 
Valley Comnliinity Hank can conririuc to grow arid prosper. 
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