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Unchanged in all the right ways.

With each passing year, Central Valley Community Bank becomes more deeply rooted in the communities we serve, supporting our region
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remains the only bank in Fresno and Madera counties that is unchanged in all the right ways. While other banks have been closed, acquired
or merged with our-of-marker institutions, only Central Valley Community Bank remains independent and locally headquartered. Thar's
important, because it enables us to invest in the communiries we call home, helping local businesses grow and keeping our economy strong,
Thank you for another fulfilling year for Central Valley Community Bank...a year in which we continued to put our unchanging values

to work throughout our communiry.

Community Partnerships

Central Valle
Commun

ncorp

—
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To Qur Shareholders

"r"l"..'df" Achievemenis |r-"| nite Hard Challes

In 2007, Central Valli,:y Cnmmunit}r Bank and our hnlding
company, Central Valley Community Bancorp, achieved the
second higl'u;st earnings in our history. This was m:a:rnplisl'u:d
by maintaining strength in our asset quality, liquidity and net
interest margin. But a year of challenges for the banking and
financial services sector resulted in a disappointing decline in the
Company’s steck price.
Commitred To Shareholde
Company earnings for 2007 declined slightly when compared 1o
2006, which included a one-time $625.000 addition to Ie::u'nings
from the life insurance proceeds of a former bank execurive.
Adjusting for that item, 2007 earnings would have been equal 1o
the record carnings of 2006, While the Cumpan}"s stock price
enjoyed solid increases for four straight years, growth became far
in 2006 and declined in 2007 — mirroring the results throughout
the SmallCap Financial sector. The Company continued its stock
repurchase program and reinstituted cash dividends in 2007 as
ways of rewarding sharcholders and utilizing excess capital from
o3 rning.-i. As we move forward, the Com pany will continue to
look for ways to maximize shareholder value and wrilize excess

capital, balanced with maintaining strong capital and growth
oppnrlunirius.

r Vil

Anotler Year OF Growsh & Accolades
Central Valley Community Bank was honored as one of the
top three large firms to work for in the 2007 Best Companies
To Work For In Central California competition, and was the
only financial services organization to achieve this distinction.
In 2006, the Bank opened three new offices, and continued
thar growth in 2007 by opening a Loan Production office in
Modesto, relocating the Kerman office to a new expanded
facility, and beginning construction of a new facility in Clovis
to relocate the Herndon & Fowler In-Store office. Other than
the completed relocation of the Herndon & Fowler office, no
new offices are anticipawd for 2008, :nﬂuwing the Bank to focus
on the growth and benefits of recent expansions. Along with the
new facilities, we added experienced employees o our wam o
Foster our outstanding levels of customer service.

Helping Our Products & Services Keep Pace

The Bank is nlw:!ys ]cmkin.g for WiLYs (0 enhance and im|n‘m‘u the
products and services we provide to our customers in today’s highly
competitive financial services marker. In 2007, we were able to grow
average loans 9% while total average non-interest deposit accounts
grew by 2% and roral average deposits grew by 1%. Although roual
average deposits did not meet our desired growth, we did expand

our market share in deposits. And we introduced several new
products and services in order (o remain competitive and enhance
non-interest income. Among these were the launch of a full range
of Health Savings Accounts to meer the needs of our customers; the
addition of Central Valley Community Insurance Services, LLC

to be able o pmrvidc health, commercial property and cas;u:llty
insurance; the licensing of Personal Bankers to provide non-FDIC
insured products to complement our strategic partnership with
Investment Centers of America; and the addition of Remote Deposit
services for our business customers. In 2008, branch computer
systems will be upgraded to provide increased efficiency and an
enhanced sales platform, plus Branch Remote Caprure will be
implemented in all of our offices. These improvements, along with
expansion of our internet-based services, will help the Bank ke
advantage of today’s ever-changing technology while protecting the
privacy and security of our customers.

No Portfolio Impact From Slowing Local Economy

T]l‘.' S;I[! }[mquin V'.Ill‘.'}".‘i t.'\C[:I.I‘I::rL‘n)' I.'l-'lﬁ- l.'l!jn}fud .‘i‘:\-':l.';l] years []{
job growth following decades of double-digit unemployment.
However, 50% of chis job growth has been in construcrion
and real estate related sectors, rl::m]ting in an increase in
unemployment due to the slowing of these sectors. While the
market is reporting higher rates of foreclosure in single family
homes, our Company has not seen a significant impact on our
loan portfolio. Many of the foreclosures appear to have been
out-of-area investors who financed homes with sub-prime
loans with the hnpc m‘-r.]uicl:l}r s:;l]i.ng them for a pr::ﬁt. We
are proud o report thar our Company did nor participate in
this type of financing and had no sub-prime exposure in loans
or investments. While there are 5igns ofa slnwing residential
housing market and a decline in values following four years of
double-digit appreciation, we have not experienced significant
impact on our asset quality of loans.

Stro I Performance Des it Lower-Than-Amntic rl’l.-.l reed Fa

Whllc v.'nrnmgs in 2007 dld not meet established growth gun]s
due to a flat and inverted yield curve combined with aggressive
depaosit pricing in the marker, we were able to show quarer-
over-quarter increases in Net Interest Margins with a respectable
5.74% for the year. The Company also achieved Return on
Average Assets of 1.32%. Equally important to short and
long-term earnings, the asset quality of loans and investments
remained strong, with total net L‘l'l.'{]'gl.'-t)ﬁ.s to toal loans of 0.12%,
no other real estate owned and virrually no non-performing loans at
December 31, 2007, The Return on Equity was 12.13%, as the
Company’s Capital increased from earnings and Capital Ratios
exceeded the regulatory requirements of being a well-capitalized
institution. The Company achieved all of this while wilizing
$3,302,000 of Capit.ﬂ for commaon stock n.'purcl'l;:scs and

cash dividends.

Meanwhile, 2008 is 5haping up to be another year nrl:]'ral]t:ngcs.
with the Federal Reserve decreasing rates 125 basis points

in January along with the decline of 100 basis points in the
fourth quarter of 2007, The declines will put pressure on the
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Company'’s Net Inrerest Margin due o asset sensitiviry, with
loans re-pricing faster than interest bearing deposits. Along

with the slowdown in the residential real estate marker, we are
beginning to see carly signs of excess capacity in the commercial
real estate marker. We have managed the concentration risk of
loans so that a high percentage of commercial real estate loans
are owner-occupied, rather than investor-owned. The Company's
Commercial/Industrial and Agribusiness customers appear o be
handling the changes in the overall economy, and with rainfall
and snow at above-average levels at this point in the year, there is
good news for the Agriculture indusery. We are well positioned
to meet the challenges of the economy with our strong capital,
high quality loans and investments, strength in core deposits
(32% of which are non-interest bearing) and the strength of our
r:tpg,'rir_'ncud L'mpln}ri:r_'s and established customer base.

.lrl".r_":-ll.'.a'i' Market Share Dy spite Increased € omperition

The Company was able to increase deposit market share in the
Fresno Metropolitan Staristical Area from 3.86% 1o 4.09%,
despite the competitive deposit pricing and the growth of
hnnking offices in the n.'giun‘ which increased from 143 o 152
offices over the past two years. The addirtion of two new de nove
banks and out-of-area banks with branches in our marker has
created competitive pressure for loans and deposits, as well as
human resources. The California banking industry experienced
an employee trnover rate of 25% in 2007 compared to our
Company’s rate of just 15%, which was primarily in entry-level
positions.

! ’Jl.ru'j.-'-'n'.rl.:.'_\' For '}'.l'."l.l-n'_',lr .ID:'."|l.r.J-'.'H.r;'.i.'r'l' & Viglwe Tn 2008

As we enter our 28th year of unchanged values, vision and
community commitment, we thank our sharcholders for your
continued support and loyalty. Because of the ongoing trust you
have pla.::d in Central V'.itlc_v Cc}mmunity Ba neorp, we continue
o be the only bank thar has remained independent and locally
headquarrered in our core markets since 1980, You can count
on Central V:i"r_')' Com munity Bam_'urp to maintain focus on
providing long-term shareholder value, while demonstrating
our core values of integrity, teamwork and trustworthiness

in meering the needs of our customers, employees and
eommuniry...through 2008 and beyond.

Daniel M. Cunningham Daniel J. Doyle

ol W™ Tt
Daniel N, Cunningham
Chairman of the Board

Daniel J. Doyle
President and Chief Executive Officer
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A 28-Year Tradition of Service & Dedication

Central Valley Community Bancorp fthe “Company”) was established
as the holding company for Central Valley Community Bank (#he
“Bank"} on Navember 15, 2000, and is registered as a bank holding
company with the Board of Governors of the Federal Reserve System.
The Company currently conducts no operations other than through
its ownership of the Bank. The common stock of the Company

trades on the NASDAQ stock exchange under the symbol CVCY,
A Hiz tory of G ety

Central \."ullt:y Cummunit}' Bank, founded in 1979 as Clovis
Community Bank, is a California State chartered bank with deposit
accounts insured by the Federal Deposit Insurance Corporation.
“The Bank commenced operations on January 10, 1980, in Clovis,
California, with 12 professional bankers and beginning assets of
$2,000,000. Currently, the Bank operates 12 full-service offices in
Clovis, Fresno, Kerman, Madera, Qakhurst, Prather and Sacramento,
one limited service office in Modesto, plus Commercial, Real
Estare, SBA and Agribusiness Lending Departments. Investment
services are provided by Investment Centers of America and Central
Valley Community Insurance Services, LLC provides financial

and insurance solutions for businesses. Mow with approximately
170 employees and assets of nearly $500,000,000 as of December
31, 2007, Central Valley Community Bank has grown into a
well-capitalized institution, with a proven track record of financial
strength, security and stability. Yet despite the Bank's growth, it has
remained true to its eriginal “roots” — a commitment o the core
values of integrity, trustworthiness, caring, lovalry, leadership and
teamwork,

Central Valley Community Bank distinguishes itself from other
financial institutions by providing superior client service and by
r::m:tining ind.cpcndr,' nt since {:pr:ning 28 years ago. In recent years,
the Bank has expanded its unique brand of personalized service by
expanding its markets in the Central Valley and opening new offices
in Sacramento, Kerman, Modesto, and Fresno’s Downrown and
Sunnyside regions, and acquiring offices in Madera and Oakhurse.
Guided by a hands-on board of directors and a seasoned senior
management team, the Bank continues to focus on customer service
and rerention. The Bank has remained committed to the ongoing
addition and rerention of high-quality emplovees, as evidenced

by receiving the 2007 honor of being named one of the “Best
Companies to Work For” among companies wicth 100 or more
employees throughout a six-county area of the Central Valley.

Comperitive Products, State-of-the-Art Convenience

Central Valley Community Bank maintains state-of-the-art data
processing and informarion systems, and offers a complere line of
competitive business and personal deposit and loan products. For
maximum convenience, personal and business Interner banking is
available at www.cveb.com and 24-hour Automated Teller Machines

(AT Ms) are available at most Central Valley Community Bank

http://www.shareholder.com/visitors/dynamicdoc/document.cfm?DocumentlD=2284&CompanylD=CVCY&PIN=&Page=1&Zoom= 1x&PrintWidth=682&print=... 6/47
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offices, and extended days and banking hours are offered

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

“Relaria

[} ] I
ship Baking

The Bank is committed to increasing and cnhuncing the
products and services offered 1o customers, while emphasizing
needs-based consulting within the branch environment,
Serving both new and long-time customers continues to be
an important factor in the Bank’s growth as evidenced in
ongoing customer referrals. Dependable values and security
have ;ﬂwa}'s been i.m]'mrr:ant to America’s banlxi.n[_" CUSTOMErs,
and the Bank is well-positioned to provide them, with a
continued emphasis on privacy, security and convenience, The
Bank takes ]_:mtg:u:ring the primﬂ:y and Ht,'ctllit}" of customer
information very seriously, as demonstrated by a range of
expanded operational security measures. These include
specialized sofrware, procedures and helptul customer tools
like the Bank’s identity theft protection kit - all designed ro
give Central Valley Community Bank's customers maximum
protection and peace of mind.

Cenrral Valley Community Bank offers investment services
provided by licensed representatives from the Investment
Centers of America and insurance and financial services are
provided by Central Valley Insurance Services, LLC's licensed
consultants. The Bank's Real Estate Department provides
Ct}rl1}'irlfhcﬁsi\'l: processing of residential and commercial
construction loans, all types of single-family residential

loans and other real-estare related transactions, The Bank
supports small business growth and community job creation,
as evidenced by its certification in SBA’s Preferred Lender
Program, which allows for rapid loan response to local small
business customers thml:gl‘l(:ut the Central V:.“L'y. Central
Valley Communiry Bank has been recognized seven times as
being the wp lender in the Small Business Administration 504

2007 Annual Report - Printing All Pages
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loan program in the Central Valley. The Bank's participation in
progressive and specialized lending programs for small businesses
in all areas of the Central Valley demonstrates its ongoing
commirment to building a stronger, healthier Valley economy.

Central Valley Community Bank has built a reputation for
superior banking service by offering personalized “relationship
banking” for businesses, professionals and individuals. Serving the
hllﬁil]l_'ﬁx Eliﬂi]'l]ll]\i[}r h:ls ﬂl“'-'t}rﬁ .hEL'I'l a prin'tar_v I'-(H_'llx ﬁ:r (.-:f_'""-.i]
Valley Community Bank, and the Bank continues to expand its
commercial banking team to enhance the level of service o even
more individual and business customers. This sector is further
served by courier service for business customers.

“Community”, It's Mare Than fust the Bank's Middle Nam:

Ar Ceneral Valley Communiry Bank, serving a community means
maore than just being in business there. More than meeting the
material needs of its pc{:plc_ It means irlw:riting time, talent, and
resources ro make a communiry a strong and satisfying place 1o
live. That's a role the Bank wakes very seriously.

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

Stravegic Vision

Through the vision of the Bank's holding company, as well as the
leadership of its board of dircctors, Central Valley Community
Bank has grown steadily and sensibly over the past 28 years,
keeping pace with the needs of its customers and communiry. All
while retaining the original ownership, leadership and values chat
formed the Bank’s firm foundation. Central V:I."i:}f Cummunit}r
Bank. Strong, Solid. Unchanging,

Central Valley Community Bank distinguishes itself from other financial institutions by providing superior client service

and by remaining independent since opening 28 years ago. In recent years, the Bank has expanded its unique brand of

perionalized service by fx,am.rd:'ng its markets in the Central Valley and opening new offices in Sacramento, Kerman,

Modesto, and Fresna’s Downtown and Sunnyside regions, and acquiring offices in Madera and Oakburst. Guided by

el E?ﬂﬂarjrﬂﬂ bﬂﬂ?’ﬂ,’ fyra‘rf-??ffﬂ?"i .ﬂﬂd’t’l Ic’rl'jﬂﬂfdjfﬂfaf mr!?mg?menr ream, fbf ffdﬂ)& ft]‘ﬂﬂl?fﬂt’j Iﬂﬁf{u‘j 8 CHstamer J't’}"b'f:fc’

and retention. The Bank has remained committed to the ongoing addition and retention of high-quality employees, as

evidenced by receiving the 2007 honor of being named one of the “Best Companies to Work For” among companies with

100 or more employees throughout a six-county avea of the Central Valley.

http://www.shareholder.com/visitors/dynamicdoc/document.cfm?DocumentID=2284&Company|D=CVCY&PIN=&Page=1&Zoom= 1x&PrintWidth=682&print=...

7147



10/26/2016 2007 Annual Report - Printing All Pages
|

Central Valley Community Bancorp Trend Analysis

Met Income (fn Thousanads) Diluted Earnings Per Shane
58,000 1 $1.20

Average Tolal Loans (in Thousands) Average Total Depasits (in Thousands)

Return on Shareholders Equity Average Total Assets (In Thousands)
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C ( C ;
Total Return Performance
225
ndex Yalue
Russell 2000 200
225
175
200
150
176
125
150 SNL NASDAQ
Bank Index
100
125
5
100
12-31-02 12-31-03 12-31-04 12-31-08 12-31-06 12-3107
=1
Period Ending
Index

1231402 12-31-08 12-31404 12-31-08 12-31-08 123107

Central Valley Community Bancorp 100,00 15311 18807 20275 199.37 148,65
Russall 2000 100.00 147.25 174.24 182,18 215.64 212326

SHNL NASDAQ Bank Index 100.00 129,08 147.94 143,43 161.02 12,42

Source: SNL Financial LC
Note: The stock ]3ri1:|,' Pl,'rl‘-lill't'm['lc'u shown in the gr;;|3|1.u above should not be indicative nF]mrg‘nrin! future stock
price pcrﬂ:rrn;llluc.
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Consolidated Balance Sheets

ASSETS i1} MG
Cash and due from banks 3 17.108 3 13,898
Federal funds sold 14.536 24,218
Toial cash and cash equivalents 31644 48,116
Iniierest beasing deposits in other buaks 2 323
Available-for-mle investment securities (Notes 2 and 6) 84373 103,922

Loans, beis allowance for credit losses of 53,887

in 2007 and $3,809 in 2006 (Notes 3, 8 and 13) 337,241 318,853
Bank premises and equipment, net (Mores 4 and &) 5,767 4,655
Bank ewned life insurance (Noge 12) 6,723 6,146
Federal Home Loan Bank sock 2022 1,891
Coodwill 8034 8,954
Accrued interest receivable, intangibles, and other assees (MNote 7) 6,981 T.219
5 483,685 3 SO0, 059

ABILITIES ANDY SHAREHOLIDVERS” ECYWTTY

Dreposits:
Non-interest bearing 5 128,120 5 150,182
Interest bearing (Note 5) 274,442 290,445
il deposits 402,562 440,627
Short-rerm barrowings (Mote 6) 20,000 3250
Accrued interest payable and other liabilities (Note 12) 529 G, 404
Total liabiliries 429,491 450,281

Commitments and contingencies (More 8)
Shareholders’ equity (Mo

Preferred stock, no par values 10,000,000 shares
authorized, no shares ssued or ourstanding z i

Common stock, no par value: 80,000,000 shares
authorized, 5,975,316 and 6,037,656 shares isued

and ourstanding in 2007 and 2006, respectively 13,571 14,007
Retained carnings 40483 35,888
Accumulaced orher comprehensive income (loss), ner of vaxes

{Motes 2 and 14) 140 (117

Toeal sharcholders' equin 194 40,778
Total liabilities and sharcholders’ equity 3 483,685 - 500,059

The accompanying notes are an integral par of these consolidared financial suaements.

B
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Consolidated Statements
of Income

INTEREST INCOME

Interest and fees on loans i 27,748 5 25,527 5 21,115
Interest on Federal funds sold 583 1,165 702
Interest and dividends on investment securities:
Taxable 3,355 3.213 3.061
Exempr from Federal income axes 330 1,027 1,192
Total intere e 32,566 3932 26,070
INTEREST EXPENSE
Interest on deposits [Noate 5) 7854 B.210 3.886
Oicher (More 6) 164 349 253
Total interest expenss 5,058 6,559 4,139
Met interest income before provision for credit losses 24,508 24,373 21,931
PROVISION FOR CREDIT LOSSES (NOTE 3 480 OO 510
Met interest income after provision for credit losses 24,028 23,573 21,421
NON-INTEREST INCOME:
Service changes 2,859 2532 2414
Appreciaion in cash surrender value of bank
owned life insurance (Note 12) 226 253 1%
Loan placement fees 185 350 390
Federal Home Loan Bank stock dividends 102 89 GR
Net realized gains on sales and calls
of investment securities (Mate 2) 63 123 92
Gain on sale and disposal of equipment 3 192 1
Gain from bank owned life insurance (Mot 12) - 625 -
Oher income 1,080 1,013 829
lotal non-interest income 4,518 5,177 4,009
NOMN-INTEREST EXPENSES
Salaries and employee benefits (Notes 3 and 12) 10,829 10,871 9178
Oocupancy am'l‘ uipment (MNoges 4 and 8) 2618 2421 2133
Orher expenses (Nores 8 and 11) 5,652 5,249 4,731
lotal non-interest expenses 19,004 18,541 16,042
Income before provision for inceme taxes D447 10,209 9,388
PROVISION FOR INCOME TAXES (NOTE 7 3,167 3,108 3,344
Net incomse 3 6,280 3 6911 H G044
! 13 1.0% 3 1.16 H 1,03
-] 0.99 ] 1.07 ] 0.9
- 0.10 3 = ]
The accompanying notes are an integral par of these consolidared financial suaements.
9
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Consolidated Statements
of Changes in Shareholders’
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!::' he 'I ars aed ;r‘".l':.:"' ' .I'.:.‘.. ) ::': SE 2R GE [ 1
Cammon S i
Retainec 5
Sha Amoun Earnings N .
Balance, January 1, 2005 525773 & 60,33 5 22933 5 330 29,606
Comprechensive income (Note 14):
Met income G, (M4 o 04 8 O,
Orther comprehensive loss, net of tax:
Mer change in unrealized gaing on available-
for-sale imvestmen securities (B37) (837 (837)
Tovtal comprehensive income g 5.207
Stock issed for acquisition 522,106 6,079 6,079
Stock oprions exercised and relared rax benefin
{Mote 10) 111.980 (5] 631
Balance, December 31, 2005 5.891.820 13,053 28997 (507 41,523
(::l:lni:lrdlrnai\t income (Mote 14):
Met income 6,911 6911 8 6911
Orther comprehensive income, net of tax:
Nex change in unrealized loss en available-
for-sale investment securitics 3 390 390
Total comprehensive income § 7301
Repurchase and retirement of common stock
(Mote 9] (20, 2040 (395) (395)
Stock based compensation expense 163 163
Stock options exercised and relared rax benefin
{Mote 10) 172,036 1, 1&6 1,186
Balance, December 31, 2006 6037656 14,007 35,888 (117} 49,778
Comprehensive income (Mowe 14):
et income G, 280 G280 8 6,280
Orther comprehensive income, net of tas:
Nex change in unrealized gain (los) on
available-for-sale investment securitics 257 257 257
Toral comprehensive income H 6,537
Cash dividend payment (30,10 per share) (59%) (59%)
Repurchase and retirement of common stock
{MNote 9) {186,800 {1,617) (1,0FHD) (2,707)
Stock based compensation expense 21 221
Stock oprions exercised and relared rax benefin
{MNote 10) 124,460 W0 S
Balance, December 31, 20007 5975316 § 13,571 § 40483 § 140 5 54,194
0 i 2005
Disclosure of reclassification amount, net of raes (Nowe 14):
Unrealized holding gains (losses) arising during the year 1 25 & 4 (782)
Less reclassification adjustment for net gains included in net income {38) 740 55
Met change in unrealized gains (losses) on available-far-sale
investment securities $ 257 § 30 (837)

The accompanying notes are an integral par of these consolidared financial suaements.
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Consolidated Statements
of Cash Flows

For the Years Ended December 31, 2

CASH FLOWS FROM OPERATING ACTIVITIES
MNert income
Adjustments to reconcile net income to net cash
provided by operating activitics:
Met (decrease) increase in deferred loan fees
Diepreciation, aceretion and amortization, ner
Stock-based compensation
Tax bencfit from exercise of stock options
Provision for loan losses
Mer realized gains on sales and calls of
available-for-sale investment securities
Met gain on sale and disposal of equipment
Increase in bank owned !lit'r insurance, ner of expenses
FHLE stock dividends
Mer decrease (increase) in accrued interest receivable and other assers
MNet increase in accrued interest payable and other liabilities
Provision for deferred income axes
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Cash and cash equivalents acquired in acquisition
Purchases of available-for-sale investment securities
Praceeds from sabes ar calls of available-for-sale investment securities
Proceeds from marurity of available-for-sale investment securities
Proceeds from principal repayments of svailable-for-sale investment securities
Met decrease in inrerest bearing deposits in other banks
Met FHLE stock purn!h;nti.
Net increase in loans
Purchases of premises and equipment
Proceeds from sabe of equipment
Proceeds from bank owned life insurance
Purchases of bank owned life insurance
Met cash used in investing activitics
CASH FLOWS FROM FINANCING ACTIVITIES:
Met {decrease) increase in demand, interest-bearing and savings deposits
Net increase in time deposits
Proceeds from borrowings from Federal Home Loan Bank
Repayments to Federal Home Loan Bank
Repayment of borrowings from other Anancial instinstions
Share repurchase and retirement
Proceeds from exercise of stock opeions
Tax benefie from exercise of stock options
Cash dividend payments
Mer cash (used in) provided by financing activities
(Dieerease) mcrease in cash and cash equivalents
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid during the year for:
Inerest expense
Income taxes
NMOMN-CASH INVESTING ACTIVITIES:

Mex pre-tax change in unrealized gains (losses) on available-
for=sale investment securities

NON-CASH FINANCING ACTIVITIES:
Tax benehie from stock options exercised
SUPPLEMENTAL SCHEDULE RELATED TO ACQUISITION:
Acquisition of Bank of Madera Counry:
Digpaosies
Oriher liahilicies
Loans, net

Goodwill and intangibles
Premises and equipment
Federal Home Loan Bank sock
Onther assets

Stock tssued

Cash and cash equivalents acquired, net of
cash paid 1o Bank of Madera County
shaumlders and option helders

The accompanying notes are an integral par of these consolidared financial suaements.
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| SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Lengral - Central Valley Community Bancorp (the Company) was incorperated on
Fthauur}' T, 200H0 anc a.ul.'m:qm:nl"_r abeained approval fram the Board of Governors
of the Federal Reserve System o be a bank holding company in connection with

its acquisition of Cenural Valley Community Bank (the Bank)., The Company
became the sole sharcholder of the Bank on November 15, 2000 in a statutory
merger, pursuant to which cach outstanding shase of the Bank’s common stock was
exchanged for one share of commaon stock of the Company:

The Bank of Madera County (BMC) was merged with and into the Bank on
January 1, 2005, The transaction was a combination of cash and steck and was
accounted for under the purchase methed 0|':|m:|ur|:'mg. BMC had owo branches
in Madera County which continue to be operared by the Bank.

The Bank operates 12 branches in Clovis, Fresno, west and northeast Fresno
County, Madera County, and Sacramento, California. The Bank's primary source af
revenue is providing loans o customers wha are predominately small and middle-
market businesses and individuals. The Bank's subsidiaries have nominal activiry.

The acoounting and reporting policies of Cenral Valley Communicy Bancorp
and subsidiary conform with accounting principles generally accepted in the Unired
States of America and prevailing practices within the banking industry.

Management has determined that since all of the banking produces and services
offered by the Company are available in cach branch of the Bank, all branches are
located within the same economic environment and management does not allocate
resources based on the performance of different lending or transaction activigies, it
is appropriate 1o aggregate the Bank branches and report them as a single operating
segment. No custorner accounts for more chan 10 percent of revenues for the
Company or the Bank.

On Seprember 21, 2005, the Company’s Board of Directors approved & two-for-
one stock split for sharcholders of record ar the dose of business on Ocrober 5, 2005
and effective on Ocober 31, 2005. All share and per share dara in the consolidared
financial statements have been reeroactively restated o give effect wo the stock splie.

Certain reclassifications have been made to prior years” balances to conform w
classifications used in 2007,

Principles of Consolidation - The consolidated Anancial statements include the
accounts of the Company and the consalidaved accouns of its wholly-owned
subsidiary, the Bank. In addition, the accounts of the Banks wholly owned
subsidiarics, Clovest Corporation and Clovis Securities Corporation (an inacrive
company), as well as a majority ownership in Central Valley Communiny Insurance
Services, LLC, are included in the consolidated financial statements, All significans
HIEEHCOMPAny accounts and transactions have been eliminated in consolidation.

Usg of Estimags - The preparation of financial statements in conforminy wit
accounting principles generally accepied in the United Stares of America requires
management to make estimates and asumptions. These estimates and assumptions
affeet the reparted amounts of ascets and liabilitics at the date of the financial
statements and the reported amounes of revenues and expenses during the repoming
period, Acmal results could differ from these estimares,

Cash and Cash Equivalents - For the purpose of the statement of cadh flows, cash,
due from banks and Federal funds sold are considered ve be cash equivalenss,
Generally, Federal funds are sold for anc-day periods,

Investment Securitics - Investments are classified into the following categories:

* Awailable-for-sale securivics, reporved ar fair value, with unrealized gains and
Inges excluded from earnings and reported, net of taxes, as accumulated other
comprehensive income (lossh within sharchalders” equiy.

Held-vo-mamrity securities, which management has the positive intent and
ability v hold so maturity, repored at amortized cost, adjusted for the aceretion
of discounts and amortiation -nfprqmiunu.

Management determines ehe appropriace classificarion of its investmencs ar
the time of purchase and may only change the dassification in certain limited
circumstances, All rransfers between categories arg accounted for at fair value, As af
December 31, 2007 and 2006, all of the Company’s investments were classified as
available-for-sabe and there were no wransfers berween caregories,
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CGrains or losses on the sale of investment securities are compured on the specific
idensification method. Inierest camed on investment scourities is repericd in
discounts and

interest income, net of applicable adjusements for accretion ol
amortization uri:lmniunu_

Investment securitics are evaluared for impairment on ar least a quarterly
basis and more frequently when economic or marker conditions warrane such an
evaluation to determine whether a decline in their value is ether than temporary.
Managerment utilizes criteria such as the magnitude and duration of the decline
and the intent and ability of the Company to retain its investment in the securities
for a period of time sufficient to allow for an anicipated recovery in fair value, in
addition to the reasons underlying the decline, to decermine whether the loss in
value is other than temporary. The rerm “other than temporary” is not intended o
indicare thar the decline is permanent, bur indicaces thar the prospects for a near-
werm recovery of value is not necessarily favorable, or thar there is a back of evidence
o support a realizable value equal to or greater than the canrying value af the
investment. Once a decline in value is determined to be other than temporary, the
value of the security is seduced and a corresponding charge 1o carnings is recognized.

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

daily based upon sutstanding loan balances, However, when, in the opinion of
management, loans are considered impaired and the fursre collectibility of interest
and principal is in serious doubt, a loan is placed on nonaccrual stats and the
sccrual of interest income is suspended. Any interest accrued buc unpaid is charged
against income, Payments received are applied o reduce principal to the extent
necessary 1o ensure collection. Subsequent payments on these loans, or payments
received on nonaccrual leans for which the ultimare collectibility of principal is not
in doubs, are applicd first o carmed but unpaid interest and then to principal,

An impaired boan is measured based on the present value of expected future cash
flowws discounted at the loan's effective interest rate o, as a practical marter, ar the loan’s
observable marker price or the fair value of collaeral if the loan is collateral dependent.
A loan is considered impaired when, based on current information and evenrs, it is
probable that the Company will be unable to collect all amounts due (including both
principal and interest) in accordance with the contractual terms of the loan agreement.
Interest income on impaired loans, if appropriare, is recognized on a cash basis.

Substancially all loan erigination Fees, commitment fees, direct loan arigination
costs and purchase premiums and discounts on loans are deferred and recognized
as an adjustment of vield, 1o be amonized to interest income over the contracnal
veem of the boan, The unamoreized balance of deferred fees and costs is reported as a
compencent of net loans.

The Company may acquine loans through a business combination or 3 purchase
for which differences miay exist between the contractual cash flows and the cash
flows expected 1o be collected due, at least in part, to credin qualine. When the
Company acquires such loans, the yield thar may be accrered {acorerable yield)
is limited to the excess of the Company’s estimate of undiscounted cash Aows
expected to be collected over the Company’s initial investment in the loan. The
excess of contractual cash Aows over cash Hows expected to be collected iy
not be recognized as an adjustment to yield, loss, or a valuation allowance.
Subsequent increases in cash flows expected o be collected generally should be
recognized prospectively through adjustment of the loan's vield over its remaining
life. Diecreases im cash flows expected to be collected should be recognized as an
impairment. The Company may not “carry ever” or creare a valuation allowance in
the initial accounting for loans acquired under these circumstances,

At December 31, 2007 and 2006, there were no such boans being accounted for
under this policy,

Allowwance for Credit Losses - The allowance for credir losses is mainained 1o
provide for losses related to impaired loans and other losses that can be expected to
occur in the normal course of business. The determination of the allowance is based
on estimates made by management, to include consideration of the character of the
Ioan porfalio, specifically identified problem loans, potential losses inherent in the
portfolio taken as 3 whole and economic conditions in the Bank’s service area,

Classified loans and loans determined to be impaired are individually evaluared
by management for specific risk of loss. In addition, a reserve facror is assigned
wo currently performing loans based on the Bank's historical loss experience and
other factors, Management also computes specihc and expected loss reserves for
loan commitments. These estimates are susceptible to changes in the economic
environment and market conditions.

The Bank's Audit Comminee reviews the adequacy of the allowance for credic
losses quarterdy, to include consideration of the relative risks in the portfolio, curment
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ceonomic conditions and ether factars. The allowance is adjusted based on that
review if, in the judgment of the Audit Committee and management, changes are
warranted.

This allowance is established through a provision for credi losses which is
charged to expense, Additions to the allowance are expected to maintain the
:dcqunﬂ}'u!‘ﬂ:: total allowance after credie losses and loan growth. The allowance
for credit losses ar December 31, 2007 and 2006, respectively, reflecs management’s
estimate of potential losses in the portfolio.

i gl - Bank premises and equipment are carried ar cost,
Depreciation is determined using the sirighe-line method over the estimared wseful
lives of the relared assers. The useful lives of Bank premises are estimared 10 be
between twenty and forty years, The useful lives of improvements to Bank premises,
furniture, fBxoures and equipment are estimated to be three to ten years, Leasehold
improvenents are amomnized over the life of the asser or the teem of the relared lease,
whichever is shomer. When assets are sold or otherwise disposed of, the cost and
relaced accumulated depreciation are remaoved from the accounts, and any resulting
gain or loss is recognized in income for the period. The cost of maintenance and
repairs i charged 1o expense as incurred.

The Bank evalwares premises and equipment for financial impairment as events or
changes in circumstances indicate that the carrying amount of such assets may not
be ﬁ:[ly recowerable,

Gopdwill - Business combinations involving the Bank’s acquisition of the equity
interests or net assers of another enterprise give rise to goodwill, Goodwill of
58,934,000 represents the excess of the cost of the Bank of Madera County over
the net of the amounts assigned 1o assers acquired and labilities assumed in the
transaction accounted for under the purchase method of sccounting. The value

of goadwill is ultimarely derived from the Bank's ability to generate net camings
after the acquisition and is not deductible for @x purposes. A decline in net
carnings could be indicative of a decline in the fair value of goodwill and result in
impairment. For that reason, goodwill is assessed ar least annually for impairment.
There was no impairment resulting from management’s assessment during 2007 or 2006,

Intangible Assets - The intangible assers represent the estimaed fair value of the core
deposit relacionships acquired in the 2005 acquisition of Bank of Madera County
of 3857,000, net of $643,000 in amortizatgon ar December 31, 2007, The core
depaosit intangible is being amonized by the siaight-line method over an estimated
life of seven vears, Mansgement evaluates the r:un'r:mh'lll'l:r and rrllﬂ'll)ins_uscful
life annually to determine whether events or circumstances warrant a revision 1o

the intangible asser or the remaining period of amortization. Amornization expense
recognized in 2007, 2006 and 2005 was $214.000 cach year.

Ingome Taxes - The Company files its income taxes on a consolidated basis with i
subsidiary. The allecation of income tax expense (benefit) represents cach enriny's
proportionare share of the consolidated provision for inceme taxes,

Dreferred tax ascers and liabilities are recognized for the tax :crrll.m:[unnmuf
tempaorary differences berween the reported amounts of assets and liabilities and
their rax bases. Deferred vax assers and liabilitics are adjuseed for the effects of
changes in tax laws and raves on the dare of enacoment, On the balance sheer, nec
deferred tax assets are included in accrued interest receivable and other assets.

Accounting for Uncermingy in Income Taes - On January 1, 2007, the Company
adopred Financial Accounting Standards Board (FASE) Interpreration No. 48,
Avcownting for Uscertanty i frcome Taver (FIN 48). FIN 48 clarifies the
accounting for uncertainty in income taxes recognized in an enterprise’s financial
statements in accordance with FASB Statement Mo, 109, Accounsing for fncome
Tavies, FIN 48 prescribes a recognition threshold and messurement standard for the
financial statement recognition and measurement af an income tax position taken
or expected to be taken in a tax recurn. In addition, FIN 48 provides guidance on
derecognition, classification, interese and penalics, accounting in interim periods,
disclosure and transition,

The provisiens of FIN 48 have been applied 1o all tax positions of the Company
as urjanuzr?' 1, 2007, Only tax positions that met the more-likely-than-not
recognition threshold on January 1, 2007 were recognized or continue 1o be
recognized upon adoprion. The Company previously recognized income tax
positions hased on management’s cstimate of whether it was reasonably possible that
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a liability had been incurred for unrecognized income tax benefis by applying FASB
Starement No, 5, Arcownsing for Consingencivs, The adoprion of FIN 48 did not have
a material impact on the Company’s financial position, results unFu]:lcmlimn. or cash
Aovws.

When tax rerurns anc filed, i is highly cereain dhar some positions tken would
be sustained upan examination by the taxing aucharities, while athers are subject
to uncertainty about the ments of the psition taken or the amount of the sation
that would be ultimately sustained, The benefie of 2 tax position is recognized in
the financial statements in the period during which, based en all available evidence,
management believes it is more likely than nor thar the position will be sustained
upon examination, including the resolution of appeals or livigation processes, if
any. Tax positions taken are not offser or aggregated with other positions. Tax
positions that meer the more-likely-than-not recognition threshold are measured as
the largest amount of wx benefir thae is more than 50 percent likely of being realized
upon seitlement with the applicable mxing authority. The portion of the benehits
associated with tax positions taken that exceeds the amount measured 2 described
abawve is reflected as a liabiliny for unrecognized tax benefits in the accompanying
halance sheer along with any associared interest and penalties thar would be payable
to the taxing authoritics upon examination,

Interest expense and penalties asociated with unrecognized rax benefits are
classified as income tax expense in the consolidated statement of income.

Earnings Per Share - Basic carnings per share (EPS), which excludes dilution, is
compated by dividing income available to comman sharcholders by the weighted-
average number of commeon shares outstanding for the period. Dilured EFS

refleces the poreniial dilusion dhar could ocour if securities or other contracts w

issue common stock, such as stock options, result in the issuance of common stock
which shares in the carnings of the Company. All data with respect 1o computing
carnings per share is retroactively adjusted o reflear stock dividends and splies and
the vreasury stock method is applicd 1o devermine the dilutive effect of stock oprions
in computing dilured EPS,

- The Company has three share-based compensation
phns. the Central Valley Community Bancorp 2005 Omnibus Incentive Plan
and the 2000 and 1992 Stock Oprion Plans, all of which were approved by the
sharcholders of the Company, The Plans do nor provide for the senlement of awards
in cash and new shares are bsued upon option exercise or restricted share grans,
These plans are more fully described in Nove 10,

Effective January 1, 2006, the Company adopied Statement of Financial
Accounting Standards No, 123(R), Share-Rased Paymrent (SFAS 123(R])), using the
modified prospective application gransition method, which requines recognizing
expense for options granted prior 1o the adoption dare equal 1o fair value of the
unwested amaunts over their remaining vesting period, based on the grant dare
fair value estimared in accordance with the original provisions of SFAS No. 123,
Amﬂ!jmg_ﬁ'r Stock Based Compensation, and compensation cost for all share-
based payments granted subsequent to January 1, 2006, based on the grant date
Fair values estimated in accordance with the provisions of SFAS 123(R), The
Company applied the alternative transition method in calculasing its pool of excess
tax benehits available to absorh future s deficiencies as provided by FSP FAS
123(R)-3, Trasmeirion Elecrion th’a:\r.ﬂ':a.dmﬂh’ugﬁr the :ﬁtx.f'._'ﬁrr: a_f.gmrhﬁam’
Payment Awards, Results for 2005 have not been restated, Prios ro January 1, 2006,
the Company accounted for these plans under the recognition and measurement
principles of APB Opinion Mo, 25, Arrwurin_gﬁrsmrﬁl Feswed to Emplopess, and
relaced Ingerpretations (APB 25). Mo stock-based compensation cost is reflected
i met income prior o January 1, 2006, as all opriens granted under these plans
had an exercise price equal 1o the marker value of the underlying common stock on
the date of the grant, In October 2007, the Company cancelled the 15,000 stock
options granted on May 1, 2006 and 78,900 granted on Aprl 23, 2007 and, on
Oicrober 17, 2007, granted 93,900 new options 1o the directors, senior managers
and ather employess, The modification affected 60 employees and 8 directors and
the total incremental compensation cost recognined for the modification in 2007
was 329,000, In addition, the Company granted 15,000 other stock opeions during
2007. All oprions were granted with an exercise price equal o the fair marker value
on the grane dare. There were 156,300 oprions granted in 2005

As a result of adopring SFAS 123(R), the Company’s income before provision for
income taxes and net income for the year ended Diecernber 31, 2007 are $221,000
and $179,000, respectively, and for the vear ended December 31, 2006 are 5163000
and $142,000, respectively, lower than if it had continued o account for share-based
compensation under APB 25, Basic and diluted carnings per share for the year

i3
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Share-Based Compensation - (eontinued)

ended December 31, 2007 would have boen $1.08 and $1.01, respoctively, withour
the adoprion of SFAS 123(R} compared to $1.05 and 30,99, respectively, as reporred.
Basic and diluted carmings per share for the year ended December 31, 2006 would
have been $1.18 and $1.09, respectively, without the adeption of SFAS 123{R)
compared 1o 51,16 and $1.07, as reporred.

SFAS 123(R) requires the cash flows resulting from the rax benefits resulting
from tax deductions in excess of the compensition cost recognized for those oprions
{excess tax benefits) 1o be clasified as a csh How from ﬁllllbi.'hlg in the statement
of cash flows. Fxcess rax benefies for the years ended December 31, 2007 and 2006
were $393,000 and 3451000, respecrively.

In Februwary 2005 the Company accelerated the vesting af 186,000 aptions
previously granted to certain directors and executive afficers as reflected in the rable
belonw. Nov stock-based compensation is reflected in net income for the year ended
December 31, 2005, as a result of the acceleration of the vesting as it is expected
that generally all of the directors and executive management whaose options were
aceelerated will remain with the Company through the original vesting period,

The following rable dllustrates the pro forma effect on net income and earnings per
share if the Company had applied the fair value recopnition provisions of SFAS 123
to oprions granted under the Company’s stock option plans for the year ended
Diecember 31, 2005,

Year Ended
Degember 31,
2005
[In thousands)
Mer carnings as reported £ 6,044
Deduce: Tosal stock-based com pensation
expense determined under the Faie value
Ibased method for all awards, ner of relared
tax effects 478
Pros forma net income s 5,560
Basic carnings per share - as reponed 5 1.03
Basic carnings per share = pro forma 5 095
Diluted carnings per share - as reported s 0.94
Diluted earnings per share - pro forma 5 0.87

The Company bases the fair value of the options previously granted on the date
of grant using a Black-Schole aption pricing model that wses asumptions based
on expected eption life, the bevel of estimared forfeitures, expecied stock velariliny
and the risk-free interest rare, Stock volatility is based on the historical volarility of
the Company’s stock. The risk-free rate is based on the 1.5, Treasury yield curve
and the expected term of the optiens. The “smplified” method described in SEC
Staff Accounting Bulletin Mo, 107 was used 1o determine the expected werm of the
Company'’s options in 2007, 2006 and 2005,

The Fair value of cach option is estimated on the date af grant using the };sﬂtm'ing

asumptions.

20007 2006 2005
Dividend yicld 0-.10% 5% 5%
F_'spu:h:rj \.'u|;:[i]it:r 28.45% - 29.34% 15.65% 50.29%
Risk-free interest rate 4. 20% - 4.48% 5.05% 4.16%
Expecred oprion life 6.5 years 6.5 years 6.5 years

Fair Virlue Measwrements

In Seprember 2006, the Financial Accounting Standards Board (FASBE) isued
Statement Moo 157 (SFAS 157), Farr Vilve Megsremenze, SEAS 157 defines fair
value, establishes a framework for measuring fair value and expands disclosures abou

i4
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fair value measusements. SFAS 157 applies whenever other standards require (or
permit) assets or liabilities to be measured at fair value but does not expand the

wie of Gir value in any new circumstances. In this ssandacd, the FASB clarifies the
]3ri||s:i|:|r that fair value should be based on the asumprions market participants
would use when pricing the asser or liabilie:. In suppore of this principle, SFAS 157
establishes a fair value hicrarchy thar prioritizes the informarion used 1o develop
those asumptions. The provisions of SFAS 157 are effective for financial statements
imsued for fscal years beginning after November 15, 2007 and interim periods
within those fiscal years, The provisions should be applied prospeciively, excepr

fer certain specifically identified financial instruments. The Company adopred
SEAS 157 on January 1, 2008 and management does not believe its adoprion will
have 2 material impact on the Company’s financial pasition, resules nfup-e'n:iun.\. or

cash flows,
The Fair Virlwe Option for Fingncial Assets and Finpncial Liabilicie

In February 2007, the FASE issued Sarement No. 159 (SFAS 159), The Fair
Vialiwe Qpeion for Financial Assess and Financial Liabilisies — fncluding an Amendrens
af FASE Staterment No. 115, This standard permits an entity to choose to measure
many financial instruments and certain other items at fair value at specified election
dates. The entity will report uneealized gains and losses on items for which the
fair value option has been elocred in earnings ar each subsequent reporting dare.
The fair value oprion (2) may be applied inssrument by instrument, with a few
exceptions, such as investments otherwise sccounted for by the equity method, (b}
is irrevocable {unless a mew election dae occurs), and (<) is applied only to entire
inseruments and net to portions of instruments, The Company adopred SFAS 159
on January 1, 2008 and management did not elect the fair value eption for any of
its financial instruments,

Acconting for Deferred Compensation and Possnevivement Bevefie Aspeces af
Endarsernens Split-Dallar Life Insurance Arnangemenis

In Seprember 2006, the FASE ratified the consensuses reached by the Task
Foree on lsue Mo, 06-4 (EITF 06-04), Acconnting for Deferved Conpensarion and
Pastretivenmens Beneffe Arpects of Endorsewens Spliv-Dellar Life Insurance Areangements,
A question arose when an employer enters into an endorsement splis-dollar life
insurance arrangement related 1o whether the employer should recognize a labiliny
for the future benefits or premiums o be provided 1o the emplovee. EITF 06-04
indicares thar an employer should recognize a liabilicy for fuoure benehios and dha
a liability for the benefit obligation has not been sealed chrough the purchase
of an endeorsement type policy. An entity should apply the provisions of EITE
06-04 either through a change in accounting principle through a cumulative-cffecy
adjustment o retained carnings as of the beginning of the year of adoption or a

change in accounting principle through revrospective application to all prior periods,

The provisions of EITF 06-04 are effective for fiscal years beginning after
December 15, 2007, The Company adopted the provisions of EITF 06-04 on
January 1, 2008 and management determined thar a liabiliny of 3316.000 will be
recorded as of January 1, 2008, with the corresponding reduction as a cumularive-
effect adjustment ro retained earnings.

Accounsing for Business Combinasions

In December 2007, the FASH isued Statement of Financial Accounting
Standards Ne. 141 (revised 2007), Business Cantdinations [SFAS No. 141{R)).
SEAS No. 141(R), among other things, establishes principles and requirements
for how the acquirer in a business combination (i) recognizes and measures in s
financial statements the identifiable assets acquired, the liabilities asumed, and any
noncontrolling interest in the acquired basiness, (i) recogniaes and measures the
goodwill acquired in the business combination or a gain from a bargain purchase,
and (iii) derermines whar information 1o disclose 1 enable users of the financial
statements to evaluate the nature and financial effects of the business combination,
The Company is required 1o adope SFAS No. 141(R} for all business combinations
for which the acquisition dave is on or after January 1, 2009, Earlier adoption
is prohibired. This standard will change the accounting weasment for business
combinations on a prospective basis,
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2 AVAILABLE-FOR-SALE INVESTMENT SECURITIES

The amortized cost and estimated Fair value of available-for-sale investrment securities

at December 31, 2007 and 2006 consisted of the ru||(rwi||g|:

2007
Carois Lirivis Estimated
Amaartized Unrealized Unrealized Fair
C Gai I vl
(In thousands)
Drebe securities:
LIS, Government
agencics 5 849 3 4 5 (1o 5 8,490
Obligasions of
states and
political
subdivisions 25,736 323 {771 25982
US. Government
Fruzilatad
collateralined
by morigage
nblig.uions 46,088 275 (239) 40,124
Oicher securities 3819 - (42 3777
$ 84,130 5 602 5 (368) 5 §4,373
200
Giross Giross Estimated
Amortized Unrealized  Unnealized Fair
(I shosisands)
Db securities:
LS. Government
agencies - 18643 % M % (358) % 8319
Ohbligations of
stares and
polirical
subdivisions 26,210 373 {168} Mo dls
U5, Government
pECS
collareralized
by maortgage
obligations 45,561 204 (237} 45,528
Oither securitics 3,703 - (43 3660
3 104,117 & 611 8§ {B0G) § 103,922
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Investment securities with unrealized losses ar Diecember 31, 2007 and 2006 ane
summarized and classified according o the duration of the loss period as follows:

20407
Lo tan 2 Moo (2 MemheorMox el
Fair Unealkead Fair Unmealizad Fair Unnealined
Yalug Lioraes Malue Lo Yalue Lirias
(I chousands)
Dyebar securiries:
U5, Government
agencies 3 -3 -3 3990 5 (1) § 3990 3 (10)
Obligations of
states and
political

subdivisions 5.057 25 6,903 152)
LS, Govermment
agencies
collareralized
by mortgage
obligations
Onher securities

11,960 (77

20,553 (153} 6721 (86) 27.274 (239)
- - 1458 {42) 1,458 142)

£25600 5 (178) 519072 5 (190) § 44.682 £ (368)

200
12 Moshs 12 Months oe More Toul
Fair Unredlond Fair Unrealizad Fair Upreslioed

(In chousands)
Dreht securities:
ULE, Govermimeenit
agencies
Obligations of
states and
political
subdivisions 3413 (24) 7937 {144
LS. Government
agencies
collareralized
|1y1mu1w
uhlis:limn 9.567 (55) 15711 (182} 25278 (237)
{hher securities 1.457 (43) - - 1,457 {43)

§ 6.603 § (9 5 16628 §  (349) § 23231 §  (358)

11,350 (168)

£21.040 5 (131) 840276 §  (675) £ 61,316 & (806)
U8, Government Agengigs - Ar December 31, 2007, the Company held six ULS,
Government agency securities of which three were in a loss position and had

been in a logs position for twelve months or more. The unrealized losses on the
Company’s investments in direct obligations of 1.8, gevernment agencies were
caused by interest rate changes. The contracrual werms of those investments do
mot permit the issuer 1o senle the securivies ar a price less than the amortized cosis
of the investment, Because the decline in market value is atnributable to changes
in ingerest raecs and not credit qualicy, and because the Company has the ability
and intent to hold those investments until a recovery of fair value, which may be
marurity, the Company docs not consider those investments to be other-than-
semporarily impaired at December 31, 2007,

ki F itical Subdivision - At December 31, 2007, the
Company held 55 obligations of states and polirical subdivision securities of which
11 were in a loss position for less than pwelve months and 12 were in a los position
and had been in a loss position for twelve months or more, The unrealized boses
on the Company’s investments in obligations of stres and political subdivision
securities were caused by interest rare changes. Because the decline in marker value
is artribuiable o changes in interest rates and not credit quality, and because the
Company has the ability and intent to hold those investments uniil 2 recovery of fir
wvalue, which may be marurity, the Company does not consider those investments ro
be ather-than-temporarily impaired ar December 31, 2007.
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2, AVAILABLE-FOR-SALE INVESTMENT SECURITIES (Continued)

; v ncies Collatera i v M ligati = At
December 31, 2007, the Company held 60 U5, Gavernment agency securitics
collareralized by mongage obligation securities of which 13 were in a loss position
for less than twelve months and six were in a loss position and had been in a loss
prsition for twelve months or more. The unrealized losses on the Company’s
investments in LS, government agencics collateralized by mortgage obligations
were ciused by interest rare changes. The Company purchased those investments
ar a discount relative vo their face amount, and the contracrual cash Aows of those
investments are guaranteed by an agency of the 1.5, government. Accordingly,

it is expected that the securities would not be settled ar a price less than che
amortized cost of the Company’s invessment, Because the decline in marker value
is anriburable vo changes in interest races and notv credic qualicy, and because the
Company has the ability and intent to hold those investments uniil a recovery

of fair value, which may be maturity, the Company does not consider those
investments to be other-than-remporasily impaired ar December 31, 2007,

Ohher Seouritics - At December 31, 2007, the Company’s other securitics consist
of investments of 51,500,000 in marketable equiry securities and $2,519,000 in
equity securities carried at cost. The equity sccurities carried ar cost are investments
in o different money marker funds. Mo evaluation of impairment is considered
necessary for these securities, The Company’s investments in marketable equity
securities consist primarily of an investment in a CRA Chialified Investment Fund,
The Company has evaluated this invessment for impairment. The unrealized

losses on the Company’s investment in marketable equity securities were caused

by interest rate changes, Based en the Company’s evaluation and the Company’s
ability and intent 1o hold the investment for a reasonable period of time sufficient
for a recovery of fair value, the Company does nor consider those investments wo be
other-than-temporarily impaired ar December 31, 2007,

MNet wnrealized gains (losses) on available-for-sale investmient securitics
rotaling $234,000 and $(195,000) arc recorded net of $94,000 and $(78.000)
in tax liabilitics (benefit) as accumulated other comprehensive income within
shareholders” equity at December 31, 2007 and 2006, respectively.

Proceeds and gross realized gains from sales or calls of available-for-sale
investment securities totaled $15,700,000 and $63,000, respectively, for the year
ended December 31, 2007, Proceeds and gross realized gains from les or calls
of avallable-for-sale investment securities oealed 516,559,000 and 5123,000,
respectively, for the vear ended Degember 31, 2006, Proceeds and gross realized
gains from sales or calls of available-for=sale investment seowrities totaled
$15,487.000 and $92,000, repectively, for the year ended December 31, 2005,

The amortized cost and estimated fair value of available-for-sale investment
seeurities at December 31, 2007 by contractual marurity are shown below,
Expected maruritics will differ from contractual mamritics because the issuers of the
securities may have the right to call er prepay obligations with or without cll or
prepayment penalties.

Estimated
Amorized Fair
{In thousands)
Within one year s 2496 5 8490
After one year through five years 3492 3,503
After five years through ten years 16409 16,287
After ten years 6,154 6,192
34232 34472
Investment securitics not due at a single
meanriry dates
LS, Governmenn agencies collareralized by
mrtgage obligations 46,088 6,124
Ohther securities 3.E19 3777
§  B4,139 5 R4373
16
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Invessment securities with amorized costs rowaling $3%, 206,000 and
$35,624,000 and fair values waaling $39,326,000 and $35,612,000 were pledged 1o
secure public deposits, other contractual obligations and short-term borrowings at
December 31, 2007 and 2006, n:a.'pn_'h'\t'}'_

3 LOANS AND ALLOWANCE FOR CREDIT LOSSES

Ourstanding loans are summarized as follows:

Devember 31,
2007 206
{In thouzands)
Commercial:
Commercial L1 6135 100675
Agricultural land and production 32,167 28,907
“Toeal commerical 124,780 129,582
Real estate:
Chwner occupicd T6,808 T1.66T
Feal estate — construction and other land loans 48,593 48,424
Commercial real estate 43,334 34,766
Ohther 17,406 9,550
Total real estaze 186,141 164,407
Consumer:
Equity loans and lines of credit 24,595 24,178
Consumer and insallment 5,742 4,872
Other 458 375
“Toral consumer 30,795 29,425
Dreferred loan fees, net {588) (752
Total gross loans 341,128 322,662
Allowance for credit losses (3.887) (3,809)
Total loans § 37.MI 5 318853

At December 31, 2007 and 2006, loans originated under Small Business
Administration (SBA) programs towaling 328,961,000 and $30,745,000,
respectively, were included in the real estate and commercial categories.

Salaries and employee benefins wraling $326,000, 388,000 and $495,000 have
been deferred as loan origination costs for the years ended December 31, 2007,
2006 and 2005, respectively.

Changes in the allowance for eredit losses were as follows:

Years Ended December 31,
2007 2006 2005
(Im chawsands)

Balance, beginning of year k3 3E09 5 3330 8§ 3,448
Provision charged o operations 480 00 510
Losses charged 1o the allowance {481) {721} (7871
Recoveries 79 3o 168

Balance, end of year 5 3887 3 3809 § 3,339

There were four loans considered to be impaired at December 31, 2007 totaling
£179,000. There were no loans considered 1o be impaired ar December 31, 20006,
There were two loans considered o be impaired ar December 31, 2009 roaling
S616,000, There was no required valuation allowance far impaired loans in 2007 or
2005. The average investment in impaired boans during 2007, 2006 and 2005 was
S113,000, $207,000 and $776,000, respecrively. No interest income was recognized
fror impaired loans in 2007, 2006 or 2003,

At December 31, 2007, nonaccrual boans totaled $179,000 and interest foregone
on nomceral boans tomled $8,000 for the year then ended. There were no loans on
nonaccrual st December 31, 2000 or interest foregone on nonaccrual loans foe the
year then ended. Ar Diecember 31, 2005, nonacerual loans totaled $616,000 and
interest Foregone on nonaccrual boans woaled 576,000 for the year then ended,
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' BANK PREMISES AND EQUIPMENTT

Bank premises and equipment consisted of the following:

Degember 31
2007 2006

I thousands)
Land 5 580 3 579
Buildings and improvements 3074 1,000
Furniture, fxtures and equipment 5,316 5642
Leaschold improvements 2,331 2435
11,301 9050

Less accumulated depreciation

and amortization {5.534) {5,001

5 5767 § 4,655

6. BORROACING ARRANGEMENTS
Eederal Home Loan Bank Advances

Advances from the Federal Home Loan Bank (FHLB) of San Francisco at
December 31, 2007 and 2006 consisted of the following:

2007 2006
Amaount Rate  Manurity Dare Amount Rare  Mamrity Date

[Dallags in thawsands) (Dallars im chanssands)

3 10,000 4.37% Jan. 10, 2008 3 1000 2.66% Feb 12, 2007
10,000 4.49%  Jan. 9, 2008 -

20,006 2,000

(20,0000 Less shore-rerm portion 2.000) Less shon-term portion

Drepreciation and amortization included in occupancy and equipment expense
oraled $935.000, $945,000 and $982,000 for the vears ended December 31, 2007,
2006 and 2005, respectively.

3. DEFOSITS
Interest-bearing deposits consisted of the following:
Drecember 31

2007 2006
{In thousands)

Savings 13 19,298 % 21,029
Money market 90,402 109,069
MO aecounts 53,104 56,177
Time, $100,000 or more 61,197 G, 183
Time, under $100,000 50,431 43987
§  IT4442 0§ 290445

Aggregate annual maruritics of time deposits are as follows (in thowsands):
2008 5 102,055
2009 6,856
2010 2073
2011 438
2012 2006
i3 111,628

Interest expense recognized on incerest-bearing deposics consisted of the following:

Years Ended December 31
2007 2006 2005

(In thowsands)

Savings 3 9% § G § &9
Money markee 2,621 2467 1,500
NORY sccounts 347 36 o
Time centificates of deposit 4,828 3.581 2,237

-] T804 5 G210 % 38806
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5 - Long-term debst 5 - Long-term debt

FHLB advances are secured by investment securities with amortized cosis
rotaling $24,231,000 and $16,848,000 and market values roraling 324,203,000
and 316,758,000 a1 December 31, 2007 and 2006, respectively, The Bank's credit
limit varies acconding o the amount and composition of the investment and loan
portfolios pledged as collareral,

Quher Shon-Term Db - The Company had 3 note payable to a financial
instirution with a balance of 51,250,000 a1 Decermber 31, 2006, The note matured
and was paid off as of December 31, 2007,

Lings of Credig - The Bank had unsecured lines of credit with its correspondent
banks which, in the aggregate, amounted 1o 518,000,000 at December 31, 2007
and 2006, respectively, at imterest rares which vary with market conditions. The
Bank also had a line of credit with the Federal Reserve Bank of San Francisco at
December 31, 2007 and 2006 which bears intersst ar the prevailing discount rare
collateralized by investment securities with amortized costs totaling 2,032,000 and
$2,271,000 and marker values votaling $2,057.000 and 32,200,000, respectively.
At December 31, 2007 and 2006, the Bank had no outstanding berrowings under
these lines of credit.

INCOME TAXES

The pravision for income taxes for the years ended December 31, 2007, 2006 and
2005 consisted of the following:

Federal Stare Toual
(I thawands)
2007
Current 5 2981 § 588 8 3,570
Defenred [265) (138} (403)
Prowision for income taxes L] 2707 8 450 % 3167
2006
Current § 3135 § Loor 5 4,136
Deferred (6E0) (158) (838)
Prewision for income tases H 2455 3 543 3 3,298
2005
Current ] 2512 § 979 8 3,491
Deferred {F2) 175} (147)
Prowision for income taxes g 2440 % and 5 3,344
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7 INCOME TAXES {Continued)

Dreferred tax assets (liabilities) consisted of the Fu|]uw'|ns:

December 31
2007 20465
{Ins ehsousandsh
Deeferred tax asserss
Allowance for credit losses 5 1,342 3§ 1,407
Onher reserves 13 134
Bank premises and equipment 312 72
Dreferred compensation 2056 1,735
Funure benefit of stare tax 231 321
Shared-based compensasion 68 .
Unrealized los on availablesfor-sale
INVESEmIent securitics - 78
Other 3 13
Total deferred tax assers 4.325 3,940
Deeferred rax liabilivies:
Onher accruals (292) (242)
Loan origination costs (263) (224)
Fugure liability af state deferred tax asset (257 {210
Unrealized gain on available-for-sale
investment securities (94} &
Core deposit intangible {384) (480)
Toeal deferred rax liabilities (1,290) (1,156)

Nex deferred tax assers ] 3035 § 2804

The provision for income taxes differs from amounis computed by applying the
statutory Federal income tax rates 1o operating income before income taxes, The
significant items comprising these differences for the years ended December 31,
2007, 2006 and 2005 consisted of the following:

2007 2006 2005
Federal incame tax, at SEARLLOrY Fate 340 % 34.0 % 540 %
State franchise tax, net of Federal
tax benefit 1% 7.2% 7.1%
Tax exempt investment securiny
ingome, ne {2.91% (3.2)% (4.2)%
Bank owned life insurance, net (0.8)% (3.5 (0%
Orcher 0.1% (2.2)% ()%
Effeetive tax rate 335% 323% 35.60%

The Company and its subsidiary file income wax reurns in che US. federal and
California jurisdictions, The Company conduces all of its busines acivities in the S@ie
of California, There are currently no pending ULS, federal, sate, and local income
tax o non-LLS. income tax caminations by tax authorities. With Ftwmxptlnm the
Company is no longer subject to tax examinazion by ULS. Federal ting authorirics for
years ended before December 31, 2004 and by stare and bocal rxing awthorities for years
ended before December 31, 2002,

A reconciliation of the beginning and ending amount ufunm.'nsnimd fax
Ibenefits is as follows {in thousands):

Balance at January 1, 2007 3 107
Additions based on tax positions related o the current year 49
Additions for rax positions of prior years an
Reductions for rax positions of prior years {16)
Balance at Decermber 31, 2007 5 179

During the year ended December 31, 2007, dhe Bank recognized and accrued
approximatcly $22,000 in interest and penaltics.

18
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8 COMMITMENTS AND CONTINGENCIES

Leases - The Bank leases certain of its branch facilities and administrative offices
under noncancelable operating leses. Rental expense included in OCCUpAncy and
cquipment and other expenses totaled 51,047,000, 3724,000 and 518,000 for the
years ended December 31, 2007, 2006 and 2003, respectively.

Future minimum kease payments on noncancelable operating leases are as follows
(in thowsands):

Vears Endine [ 41

2008 % 990
2009 1,067
2010 949
201 895
012 837
Thereafter 7608

H 12,346

FEederal Reserve Requiremnents - Banks are required to maintain reserves with the
Federal Reserve Bank equal to a percentage of their reservable deposits. The amount
of such seserve balances required ar December 31, 2007 and 2006 was $1,327.000
and 32,699,000, respectively,
Correspondeny Banking Agrecments - The Bank maintains funds on deposit
with other federally insured financial institurions under correspondent banking
agreements, Uninsuned deposits tocaled $600,000 ar December 31, 2007,

-5 isk - The Bank is a parey 1o
financial instruments with off-balance-sheet risk in the normal course of business in
order to mect the financing needs of its customers and 1o reduce its own cxposure to
HAuctuations in interest rates, These Anancial instruments consist of commitments
o extend credit and standby letters of eredit. These instruments involve, 1o varying
degrees, elements of eredit and interest rate risk in excess of the amount recognized
on the balance sheer,

The Bank's exposure to credic loss in the event of nonperformance by the other
party for commitments to extend credic and standby lesters of credit is represenved
by the contractual amount of thase instruments. The Bank uses the same credit
policics in making commivments and scandby levsers of credit as it does for loans
incleded on the balance sheet,

The f(l]lsm‘ing fnancial instruments represent off-balance-sheet credit risk:

December 31
2007 2045
{1 vhousandds)
Commitments 1o extend credin 313669 5 133,937
Ssandby letcers of credic 3 o § 612

Commitments to extend credin consist primarily of unfunded commercial loan
commimmenss and revolving lines of credit, single-family residential equity lines
of credic and commercial real estare construcion loans. Construction loans are
established under standard wnderwriting guidelines and policies and are secured
by deads af trust, with dishuriements made over the course of construction.
Commercial revolving lines of credic have a high degree of industry diversification.
Commirments generally have fixed expiration dares or other termination clawses
:Ilﬁl. m.'|.}' mllli o Jli}'mmr |FF:|. rcf- Sinﬂ' :lll.'ln]' nFl'I-C ﬂ!mmiimtlllx are f’:!m:c‘l
o expire without being drawn upon, the total commitment amounts do not
necessarily represent funure cash requirements. Standby levers of credin are generally
secured and are issued by the Bank we guarantee the performance of a customer wa
third party. The credit risk involved in issuing standby lesters of credit is essentially
the same as that involved in extending loans to customers. The fair value of the
liabiliry relared 1o these standby letrers of credin, which represents the fees received
for issuing the guarantees, was not significant at December 31, 2007 and 2006,
The Company recognizes these fees as revenue over the term of the commimment or
when the commitment is wsed,

At December 31, 2007, commercial boan commitments represent approxinately
57% of toral commitments and are generally secured by collareral ather than real
estate or unsecured. Real estare loan commitments represent 30% of toral
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B COMMITMENTS AND CONTINGENCIES (Continued)

-value rato not

commitments and are generally secused by property with a loan-
to exceed B0%. Consumer loan commitments represent the remaining | 5% af total
commitments and are generally unsecured. In addition, the majority of the Bank's
loan commitmenis have variable interest rares.

. _rexlit Risk - Ae December 31, 2007, in management’s judgment.
a concentration of loans existed in commercial loans and real-estave-relaved loans. Ac
that date, approximately 98.4% of the Bank's loans were commercial and real-estare-
relaced, representing 36.6% and 61,8% of toral loans, respectively.

Ar Diecember 31, 2006, in management’s judgment, a concentration of loans
existed in commercial loans and real-cstare-relaed boans, A thar dave, approximarely
98.6% of the Bank's loans were commercial and real-estare-relared, representing
A40.2% and 58.4% of ol loans, respectively,

Although management believes the loans within these concentrations have no mone
than the normal risk of collectibility, a substancial decline in the performance of the
ccanomy in general or a decline in real estare values in the Company’s primary market
arca, in particular, could have an adverse impact on collectibility, increase the level of
real-estate-related nonperforming loans, or have other adverse effeces which alone or
im the aggregate could have a maeerial adverse effect on the financial condition of the
Company.

Contingengies - The Company is subject 1o legal procesdings and claims which arise in
the ordinary course of business. In the opinien of management, the amount of ulimane
liabiliey with respect 1o such acions will nor materially affecr dhe consolidased finandial
pasition or consolidated resulis of operasions of the Company.

9. SHAREHOLDERS' EQUITY

Begularory Capiral - The Company and the Bank are subjoct to cerin regulatory
requirements administered by the Board of Governars of the Federal Reserve System
and the Federal Deposit Insurance Corporation (FDIC). Failure w meet these
minimum capital requirements can initiate cerain mandatory, and possibly additional
discretionary, actions by regulaters thar, if undertaken, could have a direct material effect
on the Company’s consolidated financial starements, Under capital adequacy guidelines
and the regubitory framework for prompe corrective action, the Bank muse meer specific
capital guidelines that involve quantinative measures of the Bank's assers, liabilities and
cerain off-balance-sheer items as caloulared under regulaory accounting practices,

The Company’s and the Bank’s capital amounts and cassification are also subject 10
qualitative judgments by the regulators aboat components, risk weightings and other
factors.

Quantitative measures established by regulation to ensure capital adequacy require
the Company and the Bank to maintain minimum amounts and ratios of wotal and Tier
I capital to risk-weighted assets and of Tier 1 capital to average assets. Each of these
COMPONENALS is defined in the ni.',uhl:ium.. Management believes ehat the Company and
the Bank meet all dheir capiral adequacy requirements as of December 31, 2007,

In addition, the moss recent notification from the FDIC caregorized the Bank as
well capitalized under the regulatory framework for prompt corrective action, To be
cagegorized as well capitalized, the Bank must maineain minimuam ol risk-based,

Tier 1 risk-based and Tier 1 leverage rasios as sex forth below. There are no conditions
or events since that nocification thar management believes have changed the Bank's
"Jl%‘]r}'.
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2007 2006
Amount Raio Amount Ratio
[Dallars in chousandsh

e 1L « Rasi
Cenrral Valley Community Bancorp

and Subsidiary £ 44238 9430 % 39864 B41%
Minimum regulatory requirement § 18758 4.00% 5 18967  4.00%
Central Valley Community Bank $ 42,202 9.00% 5 30045 B.24%
Minimum requirement for

“Well-Capitalized” insticution § 23438 S00% 5 23,703 5.0
Minimum regulatory requirement § 18,751 400% 5 18963  4.00%

Ticx 1 Risk-Based Cagical Rati

Central Valley Community Bancorp

and Subsidiary § 44238 11.65% § 39864 1097%
Minimum regulatory requirement § 15188 4.00% 5 14536 4.00%
Central Valley Communiry Bank § 42202 1L12% 5 30045 1072%
Minimum requirement for

“Well-Capiralized” institurion § 2773 600% 5 21,851 G6.00%
Minimum regulatory requirement £ 15,182 400% % 14568 40085

Toral Risk Based Capira Rai

Central Valley Community Bancorp

and .‘i:ubsidi:u'?' 5 48,125 1267 5 43.673 12.02%
Minimum regulatory requirement 5 30,376 2.00% 5 29073 R0
Central Valley Community Bank § 46,089 12.14% 3§ 4285 11.77%

Minimum requirement for
‘Wr"-CupiHliird" institution 5 37954 1000% 5 36419 10000
Minimum regulatory requinement $ 30,363 B.00% 5 29035 BN

Dividends - On July 19, 2007, the Beard of Direcrors declared a $0.10 per share cash
dividend for sharcholders of record as of August &, 2007, pavable on August 24, 2007,
The Company did not pay any cash dividends in 2006 or 2005,

The Company’s primary source of income with which to pay cash dividends is
dividends from the Bank. The California Financial Code restricts the ol amount of
dividends payable by a bank ar any time without obtaining the prior approval of the
California Diepartment of Financial Instioutions to the lesser of (1) the bank's revained
carnings or (2) the bank’s net income for its last three fiscal years, less distriburtions
made to sharchelders during the same three-year period. At December 31, 2007,
retained carnings of $15,722,000 were free of such restrictions,

Share Bepurchase Plan - During 2006, the Board of Directors approved a stock
repurchase plan authorizing the purchase of shares of the Company’s comman stock
up e 3 wontal cost of approximacely $1,000,000 or approximarely 1% of is outstanding
shares of common steck during the period from Ocrober 23, 2006 1o June 30, 2007,

On April 18, 2007, the Board of Directors approved a siock repurchase plan
authorizing the purchase of shares of the Company’s commeon stock, The plan called
for repurchases nd.up eor approximately 52,000,000 af the Cam pany’s oaestanding
shares of common swock during the period from April 18, 2007 w Ocwber 18, 2007,

On November 20, 2007, the Board of Directors approved a stock repurchase plan
authorizing the purchase of shares of the Company’s common stock up to a total eost
of approximately 51,000,000 during the period from November 21, 2007 to
May 21, 2008,

During 2006 and 2007, under all three plans, the Company repurchased 213,000
shares at an average price of $14,57 for 2 woral cost of $3,102,000,

i9
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9. SHAREHOLDERS' EQUITY (Continued)

= A reconciliation of the numerators and denominators of the
basic and dilured eamings per share compurations is as follows:

Years Ended Decembrer 31,
2007 2006 2005
{In thousands, except share

and per share amounts)

Basic Earnings Per Share:

Net ingome ] 6280 3§ 6911 3 6,044

Weighted average

shares outstanding 5.990.812 5.978.314 5,844,110

Net income per share 5 1.05 § 1.6 § 1.03
Dilured Earnings Per Share:

Met ingome ] G280 3 6911 3 6,044

Weighted average

shares ourstanding 5,990,812 5,978,314 5,844,110

Effect of dilutive stock aptions 376,438 500,595 571,298
Weighred average shares

of common stock and commaon

stock equivalents 6.367.250 6,47 8.904 G4 15,408
Ner income per diluted share 3 099 3 1.07 § 094

1 SHARE-BASED COMPENSATION

On December 31, 2007, the Company had three share-based compensation plans,
which are described below,

Druring 1992, the Bank established a Siock Option Plan for which shares are
reserved for isuance o employess and direcrors under incentive and nonstarurory
agreements. The Company assumed all obligations under this plan as of
MNovemnber 15, 2000, and options to purchase shares of the Company’s commaon
stock were substituied for options to purchase shares of common stock of the Bank,
Ouestanding oprions under this plan are exercisable until their expiration, however, no
new options will be granted under dhis plan,

On November 15, 2000, the Company adopted. and subsequendy amended on
Drocember 20, 2000, the Central Valley Community Bancorp 2000 Stock Orption Plan
(2000 Pan) for which 846,834 shares remain reserved for ssuanee fufup{bmb .'l]n:ldy
granted ro emploves and directors under incentive and nonstanutory agreements and
1,986 remain reserved for furure grans as of December 31, 2007, The plan requires
thar the option price may not be less than che fair markes value of the stock ar the
date the option :'n.snnll.'d, and char the option price must be paid in full at the time
it is exercised. The options under the plan expire on daces decermined by dve Board
of Direcrors, but nox laer than 10 years from the dace of grant, The vesting period is
desermined by the Board of Directors and is generally over five years.

In May 2005, the Company adopted the Central Valley Community Bancorp 2005
Ormnibus Incentive Plan (2005 Man). The plan provides for awards in the form of
incentive stock options, non-statutory stock oprions, stock appreciation rights, and
restricued stock. The plan abso allows for performance awards that may be in the form
of cash or shares of the Company, inchading restricted stock. The masimum number
wof shares that can be issued with respect to all awands wnder the plan is 476,000,
Currently under the 200% Plan, there are 15,000 shares reserved for issuance for options
already granted 1o employes and 461,000 remain reserved for furure granes as of
Drecermnber 31, 2007, The 2005 plan requires chat the exercise price may not be less
than the Bir markee value of the sock at the date the option is granted, and thar the
option price must be paid in full ar the ime it is exercised. The oprions and awards
under the plan expire on dares desermined by the Board of Dirccrors, bur not laer than
10 years From the date of grant. The vesting period for the options and optson relaced
stock appreciation rights is determined by the Baard of Directors and is generally over
five years.
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From the 2000 Man 78 500 optiens were granted in 2007, ar an exercise price of
S14.69, and 15,000 were granved in 2006, at an exercise price of $15.50. From the
2005 Plan, 15,000 opsions were granted in 2007, at an exercise price of $12.20, For
the years ended Diecernber 31, 2007 and 20006, the compensation cost recognined for
stock option compensation was $221,000 and S163,000, respectively. No stock-
s compensation cost i reflecred in net income for the year ended Diecerber 31, 2005.
The recognized tax benefit for stock option compensation expense was $4.2,(00
and $21,0000 for 2007 and 2006, respectively. As of December 31, 2007, there was
S823.000 of 1oal unrecognized compensation cost related o non-vested share-based
compensation arrangements granted under all plans. The cost is expected 1o be
recognized over a weighted average period of four years,

A summary of the combined activity of the Plans for the vears ended
Drecember 31, 20006 and 2007 follows:

Weighted
Weighted Average
Number of Average Remaining Aggregate
Seock Ohpeions Exerciie Contrzctual Intrinsic
Ohstsanding Price Term {Years) Viliee

{Dallars in thousands, except per shane amounis)
Options outstanding
at January |, 2006 1085290 % 597

Oiptions granted 15000 5 15.50

Options exercised (172.035) 417

Opticns cancelled (28,420) 5 615
Options oustanding

at December 31, 2006 299,834 S G.45 500 5 7,563
Options vested or

expected 1o vest ar

at December 31,2006 867,767 S 6.37 633 8 7368
Options exercasable

at Decerber 31,2006 72474 3 5.13 601 5 7054
Options outstanding

at January I, 2007 80983 % 6,45

Options granted 187,800 % 13.15

Options exercised (124.400) 5 4.55

Options cancelled (101,340) & 14.6%

Options outstanding

at December 31,2007 HG1E3 5 7.22 477 3 3712
Options vested o

expectad 1o vest at

at December 31,2007 Bll.138 5 6.92 6.71 3 3541
Options exerciable

at December 31,2007 662,324 & 5.04 368 5 3689

The weighted-average gran[-d-jl.c fair 1'J|||.cuf(|i'|liunsgl‘mlbrd during 2007, 2006,
and 2005 was $5.49, $4.34 and 5328 respectivey.

The tatal intrinsic value of options excrcised in the years ended December 31, 2007,

2006 and 2005 was $96.2,000, $1,900,000 and $942,004, respecrively,

Cash received from opticns exercised for the years eaded December 31, 2007, 2006
and 2005 was $565,000, $735.000 and $458.000, respectively. The actual tax benefie
realized for the wx deductions from options exercised totaled $395.000, $451,000 and
S173,000 for the years ended December 31, 2007, 2006 and 20035, respectively.

As of December 31, 2007, there was $823,000 of total unrecognized compensation
cost related vo non-vested share-based compensation arangements granted under the
1992, 2000 and 2005 Plans. The cost is expeored o be recognized over a weighted
average period of 4.0 years. The toral fair value of options vested was § 168,000 and
L9700 far the years ended December 31, 2007 and 20006, respectively.
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11 OTHER EXPENSES

Ohther expenses consisted of the following:

Years Ended December 31,
20007 20046 2005
(s chousands)

Dara processing b 847 3 6 & 11
Advertising 481 452 412
Audic and accounting fees 382 nz 33
Amortization of core

deposit intangible 214 214 214
Legal fees 112 300 192
Regulatory asessments 109 112 (L]
Ohiher expenses 3,507 3,038 20604

3 5652 § 5.249 § 4,731

12. EMPLOYEE BENEFITS

401{k} and Profit Sharing Plan - The Bank has established 2 401{k) and profic
sharing plan, The 401(k) plan covers subssantially all employees who have
completed a six-month period in which they are credived with ar lease 1,000 hours
of service, Participants in the profic sharing plan are eligible o receive emplover
contributions after completion of two years of service. Bank contribugions 1o the
profit sharing plan are determined at the discretion of the Board of Directors,
Paricipants are automatically vested 100% in all employer contributions. The Bank
contribueed 5260000, $300,000 and $275.000 to the profit sharing plan in 2007,
2006 and 2005, respectively,

Additionally, the Bank may elect to make a marching contribution to the
participants’ 4010k} plan accounts. The amount to be contributed is announced by
the Bank ar the beginning of the plan year. For the years ended
December 31, 2007, 2006 and 2005, the Bank made a 100% marching contribution
on all deferred amounss up to 3% of eligible compensation and a 509 marching
contribution on all deferred amounes above 3% 1o 2 maximum of 5% For the vears
ended Decernber 31, 2007, 2006 and 2005, the Bank made marching contributions
votaling $241,000, $232,000, $210,000, respecrively,

= The Bank has a nunquahfu:d Deferred C ompensation
Plan which pitn.(ﬂn. directors and a former !tl_-v executive with an unfunded, deferred
compensation program, Under the plan, dlp,lhlc panticipants may clect to defer
some or all of their current compensation or direcror fees. Deferred amounts carn
interest at an annual rate determined by the Board of Directors (9.25% at
December 31, 2007). At December 31, 2007 and 2006, the total net deferrals
included in accrued interest payable and other liabilities were 51,598,000 and
31,416,000, respectively,

In conmection with the implementation of the abave plan, single premium
universal life insurance policies on the life of each participant were purchased by the
Bank, which is beneficiary and owner of the policies. During 2006, the Company
recognized a gain of 5625,000 from the proceeds of one of the life insurance policics,
The cash surrender value of the policies totaled 32,813,000 and $2.7 20,000 a
Diecember 31, 2007 and 2006, respectively. The current annual gax- free interest rates
on these policies is 5.6%. Income recognized on these policies, excluding the gain
noted above and net of related expenses, for the years ended December 31, 2007,
2006 and 2005 was $93,000, $131,000 and $120,000, respectively,
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Salary Continuation [lans - The Board of Directors approved salary continuation
plans for cermain key excourives during 2002 and subsequentdy amended the plans
in 2006, Under these plang, the Bank is obligated to provide the executives with
annual benefies for fiftcen }'EIDE&EI retirement. These benefits are substantially
cquivalent to those available under split-dollar life insurance policies purchased
by the Bank on the life of the excoutives. In addirion, the estimared present value
of these future benefits are acerued from the effective date of the plans until the
executives’ expected retirement date based on a discount rate of 6.00%. The
expense recognized under these plans for the years ended December 31, 2007,
2006 and 2005 totaled $367,000, 31,000,000 and 3332,000, respectively. Accrued
compensation payable under the calary continuation plan otaled 32,623,000 and
$2,285,000 at December 31, 2007 and 2006, respectively,

In connecrion with these plans, the Bank purchased single premium life
insurance policies with cash surrender values voraling 53,910,000 and $3,426,000
at December 31, 2007 and 2006, respectively. Income recognized on these policies,
net af related expense, for the vears ended December 31, 2007, 2006 and 2005
rotabed $133,000, $117,000 and $90,000, respectively:

13 LOANS TO RELATED PARTIES

Dwiring the normal course of business, the Bank enters inte loans with relared
parties, including executive officers and directors. These loans are made with
substantially the same terms, including raves and collareral, as loans o unrelated
parties, The ﬁ:llnwing is a summary of the aggregate activity invelving related parey
borrowers (in thousands):

Balance, January 1, 2007 5 502
[Dsbursements 477
Armounts repaid (135)

Balance, December 31, 2007 3 844

Undisbursed commitments to related parties,

December 31, 2007 3 1,497
21
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14 COMPREHENSIVE INCOME

Comprehensive income is a more inclusdve financial reporting methodelogy that
includes disclosure of ather comprehensive income {lewss) ehat |)'nii|liu:i||:,' heas not
Ibeen recognized in the calculation of ne income. The Company’s only source of
wther comprehensive income (lossh is unrealized gains and losses an the Company’s
available-for-sale investment securities. Total comprehensive income and the
components of accumulated other comprehensive income (loss) are presented in the
consolidated starement of changes in sharchalders” equicy.

At December 31, 2007, 2006 and 2003, the Company held securities classified as
available-for-sale which had net unrealized gains or losses as folbowes:

Tax
Before {Expense) After
Tax Benehit Tax
{In thousands)

For the Year Ended December 31, 2007

Oeher comprehensive income:
Unrealized holding gains s 493 3 (198) s 295
Less reclassification
adjussmens for ner gains

included in net income i [26) 33
Total other
comprehensive income 5 429 5 {172) % 257

Oiher comprehensive income:
Unrealized holding gains 5 7738 (309) % 464
Less reclassification
adjustment for nex gains

included in net income 123 [49) 7d
Total other
comprehensive income 5 650 5 (2600 $ 30

Orher comprehensive loss:
Unrealized holding losses L] (1.515) % 533 § (T82)
Less reclassification
adjustment for ner gains
included in net income 92 [37) 35

Total other

comprehensive loss 5 {1,407)

L]
i
|
=
Ll

(837}

15. DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL
INSTRUMENTS

Drisclosures include estimared fair values for financial inseruments for which it
i practicable to estimate fair value. These estimates are made at 2 spcriﬁi: point in
time based on relevant marker data and informarion abour the financial instruments,
These estimares do mot reflect any premium or discount thar could result from
offering the Company's entire holdings afa particular financial instrument far
sale at ong time, nor do they atempt o estimate the value 1:f:n1i:ip&:¢d futre
business related go the instruments, [n addition, the tax ramifications related 1o the
realizarion of unrealized gains and losses can have a significant effect on fair value
estimates and have not been considerced in any of these estimates,

Because no market exists for 1.5igniﬁt.—_ml portion af the Company’s financial
instruments, fair value estimares are based on judgments regarding current coonomic
conditions, risk characteristics of various financial instruments and other facuors,
These estimares are subjective in nature and involve uncermintics and mateers of
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significant judgment and dherefore cannor be derermined with precision, Changes
in assumprions could significancly affect the fair values presented,
The rn||sm1'ng methods and asumptions were used by the Company to astimate

the Fair value of it financial instroments a8 December 31, 2007 and 20046:

i - For cash and cash equivalents, the carrying amounn is
estimated to be fir value.

¥ " ]
in other banks - For available-for-sale investment securities and interest-bearing
deposits in other banks, fair values are based on quoted marker prices, where
available. If quored marker prices are not available, fair values are estimated using
quosed marker prices for similar securivies and deposies and indications of value
provided by brokers,

Lo - For variable-rate loans that reprice frequently with no significant change
in credir risk, Ffair values are based on carrying values. Fair values for other loans
arc estimared using discounted cash Row analyses, using inwerest rares being offered
at cach reporting date for leans with similar terms 1o borrowers of comparable
creditworthiness adjusted for the allowance for credit losses, The carrying amount
of accrued interest peceivable approximares its fair value.

Bank owned life insurance - The fair value of hank owned life insurance policies is

hased on cash surrender values ar each reporting date as provided by the insurers,

ck - The carrying amount of Federal Home Loan Bank
(FHLEB) stock approximares fair value, This investment is carried at cost and is
redeemable 2t par with certain restrictions,

Deposies - The fair values for demand deposits are, by definition, equal o the
amount payable on demand at the reporting date represented by their carrying
amount. Fair values for fixed-rate certificates of deposic are estimared using a
discounted cash flow analysis using interest rates being offered ar sach reporting date
by the Bank for certificates with similar remaining maturities. The carrying amount
of accrued interess payable approximares its fair value,

-] i bt - The Fair values of fixed-rate borrowings are
estimared by discounting their fusure cash fows using rates ar cach reporting date
for similar instrumenss,
¥ - Oif-balance-sheet
commitments i extend credie ane pum.u’:l, for .u!.uslablc rate loans and leteers
of credir. The fair values of commitments are estimaned using the fees currentdy
charged to enter into similar agreements, taking into account the remaining terms
of the agreements and the present ereditworthines of the counterparties. The
differences between the carrying value of commitments 1o fund loans or standby
letters of credit and their fair value are not significant and, therefore, not included in
the following rable,
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15 DISCLOSURES ABOL

I' FAIR VALUE OF FINANCIAL

INSTRUMENTS {Continued)

Degember 31, 20407

December 31, 2006

Carrying Fair Carrying Fair
Amoant Value Amount WVislue
{In vhousands)
Financial assers:
Cash and due
from hanks 3 17,108 & 17.108 8 23898 % 23,898
Federal funds sold 14,536 14,536 24,218 24218
Interest-bearing
deposits in
other banks - - 323 313
Available-for-sale
invesIment
securities 24,373 84,373 103,922 103,922
Loans 337.241 342,638 318,853 319,248
Bank owned life
insurance 6,723 6,723 G146 6,146
FHLB stock 2,022 2,022 1,891 1.891
Acorued interest
receivable 2324 2,324 2,508 2,508
Financial liabilivies:
Deposits 3 402,562 5 404,147 5 440627 5 438348
Shortsterm
l‘mr[(millw 200,060 20, 00 3,250 3,250
Accrued interest
payable 680 6RO 591 591
16. PARENT ONLY CONDENSED FINANCIAL STATEMENTS
ENSED BALANCE SHEETS
December 31, 2007 and 20046
{In thousands)
ASSETS 2007 JiM3
Cash and csh equivalents . 1455 3§ 1477
Investrment in n.utn.idi;lr}' 52,158 48,959
Onher assets 675 794
Total assets g 54288 § 51.230
TIES AND
Liabilities:
Short-term debc 13 - 5 1,250
Ovcher liabiliries 94 202
Tatal liabalities 94 1,452
Sharcholders” equiry:
Commaon stock 13,571 14,007
Retained carnings 40,483 35888
Accumulared other comprehensive income (loss),
met of taxes 140 (117
Total sharcholders” equity 54,194 49,778
Total liabilities and sharcholders’ equity ] 54,288 § 51,230
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CONDENSED STATEMENT

For the Years Ended Decembe

{In thousands)
[ncome:

Dividends declaned by
subsicliary - eliminated
in consolidation

Orher income

Total income
Expensecs:
Professional fees
Criher expenses

Tonal expenses

Income (loss) before

5 OF INCOME

equity in undistributed

income of subsidiary

Exquity in undistributed mer
income of subsidiary

Income before income
tax bencht

Income tax benefit

Mer income

2007, 200Ma and 2005
2007 20MA 20405
i3 3600 0§ 1000 -
1 1 1
3601 1,001 1
104 7 106
281 516 SO0
385 SEE (M
3216 413 (605)
2942 6,342 438
h.158 6,755 5833
122 156 211
5 G280 % 6911 G (M0
23
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6. PARENT ONLY CONDENSED FINANCIAL 5TA

EMTS (Continued)

CONDENSED STATEMENTS OF CASH FLONS
For the Years Ended December 31, 2007, 2006 and 2005
{In thousands)
2007 2006 20045
Cash flows from operating activities:
Met income ] 6,280 5 G911 ] i, (Hi
Adjustments to reconcile net income to ner cash provided by operating activities:
Undistribured et inceme of subsidiary (2,942} {6,342) (6,438)
Stock-based compensation k| 163 -
Tax bencht from exercise of stock options {395) {451) (173}
Diecrease in other assets 492 430 792
{Drecrease) increase in other liabilities {108) 132 {51
Provision for deferred inoome taxes 22 {134) -
MNew cash provided by operating acrivities 3.570 709 174
Cash Hows provided by (used in) investing activities:
Investment in subsidiary 22 (309
Cash fows from financing activities:
Repayments of borrowings from other financial institution (1,250) {1,250)
Share repurchase and retirement {2,707) {395) -
Proceeds from exercise of stock options 05 735 458
Tax benefin from exercise of stock oprions 395 451 173
Cash dividends paid (595) = L
MNer cash (used in) provided by financing activities {3,592) (459) 63l
(Drecrease) increase in cash and cash equivalents {22) 272 49
Cash and exsh equivalents at beginning of year 1.477 1.20% T04
Cash and cash equivalents ar end of year 3 1455 ] 1477 3 1,205
Cash paid during the year for interest expense 3 7 L] 161 3 153
MNon-cash investing activitics:
Net pre-tax change in unrealized gains (lesses) on available-for-sale investment securitics L] 429 5 650 L (1,407)
Fair market value of common stock Bsued in acquisition s;|.suhhi(li;|r.r L ] - 5 - 5 6,079
MNon-cash financing activities:
Tax benefit from stock options exercised ] 395 5 451 L] 173

SUBSEQUEN VENT

On February 20, 2008, the Board of Directors declared 3 30,10 per share cash
dividend to sharcholders of record ar the close of business on March 11, 2008 which
will be paid on March 31, 2008,

24
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Report of
Independent Registered Public Accounting Firm

The Sharcholders and Board of Direcrors
Cenrral Valley Community Bancorp and Subsidiary

We have audited the accompanying consolidated balance sheets of Central Valley Community Bancorp and subsidiary as of
Drecember 31, 2007 and 2006 and the related consolidated statements of income, changes in sharcholders’ equity and cash Aows for each
of the years in the rhn:r.'-}'r.".ir Ix.'l]nd ended December 31, 2007, These consolidated financial statements are the n.'slmn:iihﬂity of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). These

standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated financial statements

are [ree of material misstatement. An audit includes Ltamininb. on a test basis, evidence sup-pminb the amounts and disclosures in the
consolidated financial stacements. An audit also includes assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement presentation. We believe that our audits provided a reasonable basis for
our I:]FII'II[!!'[

In our opinion, the consolidated financial statements referred to above present fairly, in all marerial respects, the consolidared financial
P:wit]nn of Central Vﬁ”[,'}" Cummun'tt}r Bnm;t}rp and _l:uhsidi.'lr_v as of December 31, 2007 and 2006 and the consolidated results of their

operations and their cash Hows for each of the years in the three-year period ended December 31, 2007, in conformity with accounting
principles generally accepred in the United States of America.

W“;Er - M LAs?
Sacramento, California

Fr.'llnl.;lr}' 20, 2008
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Selected
Financial Data

housands, excep

Statements of Income 200 20 2005 W04 (i}
Total interest income $ 32566 5 30932 % 26070 § 16,799 % 14,970
Tevtal imterest expense 8.058 6,559 4,139 1,978 2,290
Met interest income before provision for credit losses 24,508 24,373 21,931 14,821 12,680
Provision for credit losses 480 B00 510 - -
Mert interest income after provision for credit losses 24,028 23,573 21,421 14,821 12,680
Mon-imerest income 4518 5177 4,000 4,084 4,559

28,546 28,750 25,430 18,905 17,239
MNon-inerest expenses 19,09 18,541 16,042 15,2006 12,368
Income before provision for income taxes 9447 10,209 9,388 5039 4,871
Provision for income taxes 3.167 3,298 3,344 1,944 1,499
Met income g 6,280 3 6911 § G044 5 3695 3% 3372
Basic carnings per share L] 105 3 1.16 § 103 5 071 5 065
Diluted earnings per share 5 059 3 107 & 094 3 0id 3§ 0,60
Cash dividends declared per common share L] 010 3 = $ = 5 oS 5 005

balances at end of vear: 200 *{RO G 2005

Investment securities, Federal funds

sold and deposits in other banks 5 98909 § 128463 § 136,340 § 127895 § 107,300
Mer loans 337,241 318,853 208463 2,582 183,849
Total deposits 402,562 440,627 430,989 326,186 290,565
Total asses 483,685 S0e0,059 483,677 368147 327,930
Sharcholders” equity 54,194 49,778 41,523 29,606 26,720
Earning assets 441,825 453,211 440,646 338,052 292,494

Investrment securitics, Federal funds

sold and deposits in other banks 5 103,253 5 125702 § 13567 3§ 115069 3 101,222
Mer loans 317665 300,591 274,348 192658 172310
Total deposits 417.6M 414,310 407,188 307453 270,159
Total asseis 477,321 470,221 455,680 FHoe N7 3006, 384
Sharcholders’ equiry 51,754 45,504 38,691 18.203 25,484
Earning asscts 436,504 431,368 414,257 311456 275,846
26
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Management’s Discussion and Analysis
of Financial Condition and Results of Operations

Unaundited Quartedy Starements of Operations Dara

(Dollars in thousands, excepr per share dara)

04 Q3 Q2 Q1 Lol 03 Q2 o1
2007 2007 2007 2HIT 2006 20H 200G 20H06
Met interest income 5 6224 % 6,186 § 6,130 % 5968 8 56259 § 6,104 § 6,045 5,965
Provision for credic losses 120 1230 120 120 200 100 100 400
Net interest income after provision for credit bsses 6,104 6,006 G0 5848 6,059 6,004 5.945 5,565
Tavtal non-interest income 1.168 1,075 1116 1.159 1,679 1,295 1,146 1,057
Total non-interest expenses 4,774 4,804 4,756 4,705 5,067 4,631 4,440 4,397
Provision for income tases BGE J01 250 528 s ) 975 795
Met income 5 1,633 3 1,576 & 1619 5% 1,452 § 2,143 3 1,660 5 1,668 & 1,430
Basic carnings per share -3 027 % 0.2 % 0.27 $ 02§ & 0.3 § 0.28 § 028 % 0,24
Dilured earnings per share 5 0.26 3 025 § 5 0.23 § 033 § 026 8 026 8 0.22

MANAGEMENT"S DISCUSSION AMD ANALYSIS

Managements discussion and analysis should be read in conjuncion with the
Company’s audited Consolidated Financial Stanements, including the Metes thereto,

Certain matters discussed in this report constitute fnm:n’l-hmki:ls statements
within the meaning of the Privare Securities Lirigation Reform Act of 1995.
All starements contained hercin thar are noe historical faces, such as starements
regarding the Company's current business strategy and the Company's plans for
Fullu:vdn‘clupmmt and operations, are based upon current expectations. These
statements are forward-looking in narure and involve a number of risks and
uncertaintics. Such risks and uncertainties include, bur are no limited w (1)
significant increases in competitive pressure in the banking industry; (2) the impace
of changes in interest rates, a decling in economic conditions ar the international,
national or local level on the Company'’s results of operations, the Company’s abiliny
1o continue its internal growth ar histerical raes, the Company’s abilicy to maingain
its met interest margin, and the quality of the Company’s eaming assets; (3) changes
in the regulatory environment; (4) fleciuations in che real estate market; (5) changes
in business conditions and inflation; (6) changes in securitics markers; and (7) risks
associared with acquisitions, relating ro difficulty in inegrating combined operations
and mlated negative impact on camings, and incurrence of substantial expenses,
Thercfore, the information sct forth in such forward-looking statements should be
carefully considered when evaluating the business prospeces of the Company.

When the Company uses in this Annual Repoert che words “anricipare,”
“estimate,” “expect,” “project,” “intend,” “commit,” “believe” and similar expressions,
the Company intends w idencify forward-looking statements. Such statements
are not guarantees of performance and are subject wo cermain risks, uncervainties
and assumprions, including those described in this Annual Report. Should one or
more of these risks or uncermines marerialize, or should underlying asumptions
prowe incorrect, acowal sesules may vary materially from those anticipated, estimated,
expected, projected, intended, committed or believed. The future resules and
sharcholder values of the Company may differ marerially from those expressed
in these forward-looking statements. Many of the factors that will determine
these results and values are |:c:.'m||] the C.'l:ml',hulf.'. 1|.Ii|il:|.' 1o contral or p.l\odil.‘l.

For those statements, the Company claims the protection of the safe harbor for
forward-looking statements conained in the Private Securities Livigation Reform
Act of 1995,

INTRODUCTTON
Cenrral Valley Community Bancorp (MASDACY: CVCY) {the Company)

was incorporated on February 7, 2000, The formation of the holding company

affered the Company more ﬂl.‘l“:li.lllt?' in meeting the |l'|l|.5-tl:lﬂl needs of austomers,

sharcholders, and the communities it serves, The Company currently has one bank

subsidiary, Central Valley Communicty Bank (the Bank), The Bank of Madera

County (BMC) was merged with and into the Bank on January 1, 2005, BMC had
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twor branches in Madera County which continue to be operated by the Bank, The
Company’s miarket area incluedes the central valley area from Secramento, California
w0 Bakersfield, California.

During 2007, the Company focused on assuring thar comperitive products and
services were made available to our clients while adjusting to the many new laiws
and regulations that affect the banking industry. During 2007, the Bank opened 2
loan production office in Modesto, California, and relocaed our Kerman branch
o a new larger facility. During February and November of 2006, the Bank opened
full service retail offices in the Fresno downtown area and in the Sunnyside area
aof Fresno, respectively. During October 2006, the Company consolidated its
administrative offices into a single location on Financial Diive in Fresno and opened
a limived service branch there, bringing the toral number of branches o 12.

ECONOMIC CONDITIONS

Fresno County’s economy has been relarively stable for the past three o four
years, but has been affected by the residential construction sow down during
2007, Mest industries in the County are either stable or contracting very modestly,
Agriculture and agricultural relared businesses remain a critical pare of the County’s
cconomy. The County’s agriculural production is widely diversified, producing
cotton, nuts, vegetables, fruit, cartle, and dairy produces,

Fresno County also offers lower living costs compared with metropolitan areas
o the North and South of the County. While affordability has declined in recent
years, the area is still considered more affordable than other places in California.

STOCK SPLIT

O Seprember 21, 2005 the Company's Board of Direcrors approved a two-for-
one stock split for sharcholders of recond ar the clase of business on Ocrober 5, 2005
and effective on Ocrober 31, 2005, All share and per share data in the consolidared
financial statements and the following management’s discussion and analysis have
been retroactively restated 1o give effect 1o the stock splie.

OVERVIEW

Diiluted earnings per share (EPS) for the year ended December 31, 2007 was
£0,99 compared vo 31,07 and $0.94 for the years ended December 31, 2006 and
2005 respectively. Met inceme for 2007 was 36,280,000 compared wo 36,911,000
and 56,044,000 for the years ended December 31, 2006 and 20035, respectively.
Toeal assees ar December 31, 2007 were $483 685,000 compared vo $500,059,000
at December 31, 2006,

Renurn on average equity for 2007 was 12.13% compared 1o 15,17% and
15.63% for 2006 and 2005, respectively. Return on average assets forr 2007 was
1.32% compared to 1.47% and 1.33% for 20046 and 2005, respectively. Total
cquiry was $54,194,000 ar December 31, 2007 compared wo $49, 778,000 ar
December 31, 2006,

Toral loans continued to grow during 2007, Average total loans increased
$27 385000 or 9.0% to $331,459,000 in 2007 compared to S304.074,000in 2006,
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OVERVIEW (Continued)

Aget quality continues to be strong, In 2007, we recorded a provision for eredit
asses af S480,000 umlpuu:d v SEON, 00 ine 2006 and S510,000 in 2005, The
Company had non-accrual leans wraling 3179000 ar December 31, 2007 and
none ar December 31, 2006, Ner charge-offs for 2007 were $402,000 compared
1o $330,000 for 2006 and $619.000 for 2005, Refer to “Asset Quality” below for
further information, We had no other real estate owned at either

Decernber 31, 2007 or 2006,

Key Factors in Evaluating Fin 1l Condition

and Oper:

As a publicly sraded community bank holding company, we focus on several key
factors incheding:

*  Rerurn o our stockholders:

*  Return on average asscts;

*  Develapment of core revenue streams, including net interest
income and non-interest income;

*  Asset qualiny:

*  Asser growth: and

*  Operating efficiency,

. Cour Stogk}

Owr return 1o our stockholders is measured in the form of return on average
equity (ROE), Our ROE was 12.13% for the year ended 2007 compared 1o
15.17% and 15.63% for the years ended 2006 and 2005, respectively. The decrease
in ROE for 2007 is primarily due 1o the decrease in net income and the overall
increase in the level of capiral. Our net income for the year ended
December 31, 2007 decreased $63 1,000 compared to increases of 3867000 and
$2,349,000 for 2006 and 2005, respectively. During 2007 net interest income
inereased due primarily to our ofganic loan growth. This increase was offsee by the
increase in interest bearing deposit expenses fram a shift wo vime deposits and the
overall rates paid, Non-interest expenses also increased due to higher ocoupancy
expenses from our expansion in 2007 and 2006 and higher other general expenses.
In addition non-interest income decreased primarily due w the tax exempe life
insurance proceeds of $625,000 received by the Bank in 2006, Basic EPS was
$1.05 for 2007 compared to $1.16 and 31,03 for the years ended 2006 and 2005,
respectively, Dilured EPS was 50.99 for the year ended 2007 compared to $1.07
and 50094 for the years ended 2006 and 2005, respectively. The decrease in EPS in
2007 was due primarily wo the decrease in net income.

Beturn on Average Aseets

Our return on average assers (ROA) is a measure we use 1o compare our
performance with other banks and bank holding companies. Our ROA for the
vear ended 2007 decreased ta 1,32% compared to 1.47% and 1.33% for the
vears ended December 31, 2006 and 2005, mpcuivdy. “The 2007 decrease in
ROA is due w the decrease in ner income compounded by our increase in average
assers, ROA for our peer group was 1.18% ar Seprember 30, 2007, Peer group
information from SNL Financial data includes bank holding companies in central
California with assets from 53008 to $9500 and not subchapaer 5,

L ¢ Core Eami

Ower the past several years, we have focused an not only our net inceme, bt
improving the consistency of our core earnings in order 1o create more predicrable
furure earnings and reduce the effect of changes in our operating environment on
our net income, Specifically, we have focused on net interest income through a
\':riu:y-nF processes, including changes in the mix and increases in average interest
carning assets through loan generation and retention and mainwining our net
interest margin by managing the cost of funds. As a resule, owr net ingerest income
before provision for credic losses increased $135,000 or 0,6% 1o $24,508.000 for
the year ended 2007 compared to $24,375,0000 and $21,931,000 for the vears
ended 2006 and 2005, respectively. Our net interest margin convracted slightly by
5 basis points w 5.74% for the year ended 2007 compared 1o 5.79% for the year
ended 2006 and up from the 5.46% for 2005,
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Cuar non-interest income is generally made up of service charges and fees on
deposit acoounts, fee income from loan placements, appreciation in cash surrender
value of hank owned life insurance and other income. Non-interest income in 2007
decreased $659.000 or 12.7% to 54,518,000 compared o 55,177,000 in 2006
and up from 54,009,000 in 2005, Customer service charges inoreased $327,000 or
12.9% o $2,859,000 in 2007 comparod 1o $2,532,000 and 52,414,000 in 2006
and 2005, respectively, mainly due to an increase in fee rates and an increase in the
number of transsction accounts. Loan placement fiees in 2007 decreased $ 165,000
or 47.1% 1o $185,000 compared o $350,000 in 2006. Mon-interest income in
2006 also included tax-exempr proceeds from a life insurance policy of $625,000,
and net pre-tax gains from the le of real estate and equipment of $192,000,
During 2005, non-interest income included service charges af $2,414,000 and boan
placement fees of 390,000, Further devail on non-interest income is provided below.

Asset Qualicy

For all banks and bank holding companics, asser qualicy has a significant
impact on the overall financial condition and results of operations. Asser quality is
measured in terms of percentage of total loans and total assces, and is a key element
in estimating the future eamings of a company. We had non-performing loans
otaling $179,000 or 0.05% of gross loans a5 of December 31, 2007 and none x5 of
December 31, 2006, Management maintains certain loans that have been brought
current by the borrower (less than 30 days delinguent) on non-acerual status wnil
such time as managemens has devermined that the loans are likely to remain current
in fuwwre periods. The Company did not have any other real cstare owned ar
[ecember 31, 2007 ar 20406,

Asset Growth

As revenues from both net interest income and non-interest income are a funcion
of asset size, the continued growth in assers has a dircct impact in increasing net income
and therefore ROE and ROA. The majoricy of our assets are loans and imvestment
securitics. and the majority of our labilities are deposits, and therefore the abiliy o
generate deposits as a funding source for loans and investments i fundamental to our
asser growth, Toral assets decreased 3,3% during 2007 o $483,685,000 as of
December 31, 2007 from S500,059.000 as of December 31, 2006, Toral gross loans
increased 5,79 1o $341,128,000 as of December 31, 2007, compared w0 $322,662,000
at December 31, 2006, Total invessment securities and Federal funds sold decreased
23,0% o $98.909,000 a5 of December 31, 2007 compared o $128,463,000 as of
December 31, 20006 as our organic boan growth was partially funded dhrough the
maturitics and sales of our investment pordolio. Total deposits decreased 8.6% 1o
402,562,000 as of December 31, 2007 compared 1o $440,627 000 a5 of
December 31, 2006, As a resule we hawe increased our boan 1o deposin ratio, however,
our peer groap continues © have a higher ratio. Our boan w deposic ratio at
December 31, 2007 was 84.7% compared 00 73.2% at December 31, 2006, The loan
u:d:pcnil ratio of our peers was 91.1% at Seprember 30, 2007,

Operaiing Effici

Operating efficiency is the measure of how efficiently carnings before taxes are
generated as a percentage of revenue. The Company’s efficiency ratio (non-ingeresy
expenses, excluding amortization of intangibles divided by net interest income plus
noneinterest income, excluding net gains from sale of wcurities) was 65.21% for
2007 compared to 62, 28% for 2006 and 61.20% for 2005, The deterioration in
the efficiency ratio in 2007 is due to the increase in operaring expenses coupled with
a slight decrease in revenues. The Company’s net interest income before provision
for credit basses plus non-interest income decreased 1.8% to 329,026,000 in 2007
compared to 329,550,000 in 2006 and 325,940,000 in 2005, while operating
expenses increased 3.0% in 2007, 15.9% in 2006, and 19.3% in 2005,
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RESULTS OF OPERATIONS
NET INCOMI

Net income was 56,280,000 in 2007 compared to $6,91 1,000 and $6,044.000
i 2006 and 2005, respectively. Basic carnings per share were 51,05, $1.16, and
£1.03 for 2007, 2006 and 2005, respectively. Diluted carnings per share were
£0.99, $1.07, and $0.94 for 2007, 2006 and 2005, respectively. ROE was 12.13%
for 2007 compared to 15.17% for 2006 and 15.63% for 2005, ROA for 2007 was
1.32% compared o 1.47% for 2006 and 1.33% for 2005,

The decrease in net income and profitability for 2007 compared to 2006 was
mainly due 1o the decrease in non-interest income primarily due to the tax-exemps
life insurance proceeds of $625,000 and the net gain from the sale of real estare
and equipment of $192,000 received in 2006, the decrease in lean placement fees
and increases in non-interest expenses. These changes were partially offt by the
increases in services charges and the decrease in the provision for credit losses. Net
interest income before provision for credin losses remained relatively consistent when
comparing 2007 wo 2006 as increases in interest on average earning assers were offsey
by increases in our cost of interest-bearing liabilities. The increase in net income for
2006 compared to 2005 was primarily due to the increases in net interest income
and non-interest income and was partially offser by increases in the provision for
credit losses and non-interess expenses,

INTEREST INCOME AND EXPENSE

Met interest income is the most significant component of our income from
operations, Met interest income {the interest rate spread) is the difference between
the gross interest and fees carned on the loan and investment portfolios and the
interest paid on deposits and other borrowings. Net interest income depends on the
volume of and interest rate carned on interest carning assews and the volume of and
interest rate paid on interest bearing liabilitics,

The table an the following page scts forch a summary of average balances with
corresponding interest income and interest expense as well as average vield and
cost information for the periods presented.  Average balances are derived from
daily balances, and non-accrual loans are nor inchaded as interest carning assets for
purposes of this table.

Interest and fee income from leans increased 52,221,000 or 8.7% in 2007
compared o 2006. Interest and fee income increased 54,412,000 or 20.9% in 2006
compared o 2005, The increase in 2007 is anributable o a 9.0% increase in the
level of average loans in 2007 compared w 2006 partially offset by a slight decrease
in the yield af 3 hasis points. Average total loans for 2007 increased $27.385,000
10 331,459,000 compared 1o 304,074,000 for 2006 and $277,855,000 for 2005.
The yicld on loans for 2007 was 8.37% comparcd 1o 8.40% and 7.63% for 2006
and 2005, respectively.

Interest income from total investments, (total investments include investment
securities, Federal funds sold, interest bearing dqm:i!: with ather banks, and other
securities) not on a fully vax equivalent basis, decreased $587,000 in 2007 compared
to 2006 mainly due 1o a 17.9% decrease in the average balances of these investments
partially affset by a 39 basis point increase in the yields carned. Tn 2006, toral
investment income increased 5450,000 fram 2005 as the cffect of the increase in
yickds carned ourpaced the decrease in the average balance of investments. Average
total investments for 2007 were $103,253,000 compared vo $125,702,000 and
5135679000 for 2006 and 2005, respectively, The decrease in the investment
|:lurtfn[in is due primarily to the growth in our loans as maturities and sles of
invesements were used 1o fund loans in the absence of a corresponding growth in
deposits.

In an effort to increase yields, without accepting unreasonable risk, a significant
portion of the investment purchases have been in high quality mortgage-backed
securities (MBS) and collateralized mosgage obligations (CMOs). Ar
Drecember 31, 2007, we held $46, 124,000 or 54.67% of the toral marker value of
the investment portfolio in MBS and CMOs with an average vield of 5.56%. We
understand the interest rate risks and prepaymene risks associated with MBS and
CMOs. In a declining interest rare envirenment, prepayments from MBS and
CMOs could be expecred o increase and the expecred life of the investment could
be expected to shorten, Conversely, if interest rates increase, prepayments could be
expected 1o decline and the average life of the MBS and CMOs could be expected
1o extend. Additionally, changes in interest rares are reflected in the marker value of
the investment portfolio. Dharing declining interest rares, the investment portfolio

could be expecred o have marker value gains and in increasing rare environments,
the marker value could be expected to decline. The net of tax effect value of

the change in market value of the available-for-gale investment port folio is alse
reflected in the (hlhpdl:l‘vi oquiry. A December 31, 2007, the average life af the
investment portfolio was 4.4 years and the marker value reflected a pre-tax gain of
£234,000,

A component of the Company’s strategic plan has been o use its investment
]HJI.'I"I“IJ to offset, in [part, its interest rate risk relating to variable rate loans,

Ar December 31, 2007, an immediate rate increase of 200 basis points would
result in an estimared decrease in the markes value of the investment portfolio

by approximately $6,006,000, Conversely, with an immediate rate decrease of
200 basis points, the estimated increase in the market value of the investment
portfolio is $5,827,000. The modeling environment assumes management would
rake no action during an immediace shock of 200 basis poinws. The likelihood of
immediate changes of 200 basis poings is contrary to expectation, as evidenced by
the changes in interest rates in the past year, which were in 25 and 50 basis point
increments. However, the Company uses those increments to measure its internest
rave risk i accordance with regularory requirements and o measure the possible
future risk in the investment portfolio. For further discussion of the Company'’s
market risk, refer to - Quantitative and Qualitative Dischosures About Market Risk,

Management’s review of all investments before purchase includes an analysis
of how the security will perform under several interest rare scenarios to moniter
whether invesements are consistent with our investment policy. The policy
addresses imues of average life, duration, and concentration guidelines, prohibited
investments, impaiement, and prohibited pracrices.

Toral incerese income in 2007 increxsed $1,634,000, o $32,566,000 compared
o 530,932,000 in 2006 and $26,070,000 in 2005, The 5.3% increase in
2007 was due to the 1,2% increase in the average balance of interest earning
assers, combined with the 28 basis point increase in the vield on those assers,
Average interest-carning assers increased o $436,564,000 for 2007 compared
o 543 1,368,000 for 2006, and $414,257,000 for 2005, The yicld on interest
carning assets increased o 7.59% for 2007 compared to 7.31% and 6.46% for
2006 and 2005, respectively. The increases in average caming assets of $35,196,000
in 2007 and $17,111,000 in 2006 were the result of our own ofganic growth.

Innerest expense on deposits in 2007 incressed 31,684,000 or 27.1% 10
£7,894,000 compared to 6,210,000 and 33,886,000 in 2006 and 2005,
respectively. The increase in 2007 compared o 2006 was due to the change in
mix of interest-bearing deposics with higher average balances in tme certificates
and the repricing of interest bearing deposits, which increased 59 basis poinis o
2.79% in 2007 from 2.20% in 2006, as 2 result of the increases in the Federal
funds interest rate. The increase in interest expense in 2000 compared to 2005
was also due to the change in mix and repricing of interest bearing deposits, which
increased 83 basis poines wo 2,20% in 20086 from 1.37% in 2005, as a result of the
increases in the Federal funds interest rase. Average interest-hearing deposits were
$282,539,000 for 2007 compared to 3282,160.000 and $283,01 3,000 for 2006
and 2005, respectively.

Average other borrowings decreased w0 52,759,000 with an effective rate of
5.9:4% for 2007 compared o 36,774,000 with an effective rate of 5.15% for
2006, In 2005, che average other borrwings were 36,725,000 with an effective
rate of 3.70%. Included in other berronwings are advances from the Federal Home
Loan Bank (FHLB) and a loan from a majer bank, which we paid in full during
2007, We borrowed funds from the Federal Home Loan Bank during a period of
relatively bow interest rates, The effective rate of the FHLB advances was 4.87%
far 2007 compared to 3.97% for 2006 and 2,36 9% for 2005

In partial offser 1o the increase in the cost of interest bearing deposits and
other bormowings, the increase in non-interest bearing demand deposits has made
a positive contribution to the overall cost of funds, Average demand depaosits
increased 2.3% to $135,152,000 in 2007 compared to $132,150,000 for 2006
and $124,175,000 for 2005. The increases were due primarily 1o organic growth.
The cost of all of our interest bearing liabilivies increased 55 basis poines o 2.82%
for 2007 compared to 2,27% for 2006 and 1,43% for 2005, while the cost of total
deposits increased o 1.89% for the yvear ended Diecember 31, 2007 compared
w0 1.50% for the vear ended December 31, 2006, Average mransaction accounts
(including inverest bearing checking, money marker accounts and non-interest
bearing demand deposits) decreased by 2,086 to 3287, 1 10,000 for 2007 compared
10 $292 840,000 for 2006 and $293,609.000 for 2005,
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INTEREST INCOME AND EXPENSE (Continued)
Year Ended December 31, 2007 Year Ended December 31, 2006
SCHEDULE OF AVERAGE BALANCES Average Average
ANMD AVERAGE YIELDS AND RATES Average Interest Interest Average Interest Interest
{Dollars in thowsands) Balance Income/Expense Rare Balance Income/Expense Rare
ASSETS
[nterest-carning deposits in other banks L3 68 5 5 208% | & 634 0§ 22 3.47%
Securitics:
Taxable sceurities 67,516 3,350 4.96% 74915 3an 4.26%
Non-taxable securities (1) 23848 1,333 5.59% 26749 1556 5,820
Total investment securities 91,364 4,683 5.15% 1016064 4747 4.67%
Federal funds sold 11,721 583 4.97% 25404 1165 4,980
Tonal 103,253 5271 511% 125,702 50934 4.71%
Loans (2) (3) 331,347 27748 8.37% 303,867 25,527 B4l
Federal Home Loan Bank suxck 1964 102 5.19% 1.799 b 4.95%
Toral interest-carning assets 436,504 3 33,121 7.59% 431368 S 31,550 T.31%
Allowance for credit bosses (3.794) (3.483)
Non-accrual loans 112 207
Cash and due from banks 16,0675 17,404
Bank premises and equipment 5,747 3.3069
Orher non-caming assets 22.017 21.356
Total average asscts H 477.321 ] 470,221
LIABILITIES AND SHAREHOLDERS' EQUITY
Interesi-bearing liabilities:
Savings and NOW accounts 5 73072 3 445 061% | 5 7E410  § 162 214
Muoney market accounts 09,448 2621 264% 105632 2467 2.34%
Time certificates of deposit, under $100,000 49,552 2,112 4.26% 53.208 1,499 2.82%
Time cenificares of deposin, $100,000 and over GO,467 2716 4.49% 44,910 2,082 4.64%
Total interest-bearing deposits 282,539 780 2.79% 282,160 6,210 2.20%
Oither barrowed funds 2,759 1 5.94% h774 349 5.15%
Total inl:rul-bc:ring liabilities 2B5.298 5 8,058 2.82% JBBO34 S8 0559 2.27%
MNon-inrerest bearing demand deposies 135,152 132,150
Onhier liabiliries 5117 3.573
Sharcholders” equity 51,754 45564
Total average liabilities and shaseholders' equity 5 477,321 5 470231
Imterest income and rae
earned on average carning assets 3 3310 7594 £ 31,550 7319
Interest expense and interest cost
rebared wo average inverest-bearing liabilivies 8,058 2.82% 6,559 2.27%
Met interest income and net interest margin (4) 5 25,063 5.74% | £ 24,991 5,797

1 Cakoularedl o a Gy eun oquivalens basis, whhich inshades Frodeal tan beacfits slarirg i1 imcame carmod o mmmsmicipl borsds setaling $453 ared $320 in 2007 indl JUM, respoctivy:

an ioerd ingmrne i hados Wun fon el BETY in J0T sl 5T i D000
3 Mrecage B o s i ek ro-sconeal loans.

A e bemgresr nangin bs comganed by dividing e inirens income by torl srape e carming awm

MET INTEREST INCOME BEFORE PROVISION FOR CREDMT LOSSES

As a resule of the activity discussed above, net interest income before provision
for credit losses for 2007 increased $135,000 or 0.6% to 524,508,000 compared
1o 524,373,000 for 2004 and 521,931,000 for 2005, The increase in 2007 was
primarily duc to an increase in average interest carning assets and the yields carned
on those assets, offset by the change in mix of the interest bearing liabilities and
the increase in rates paid on those liabilities. While net interest income increased
slightly the net interest margin decreased slightly. The incecase in 2006 compared
1o 2005 was primarily due to increases in the net interest margin, combined with
ImCTeases in average anterest c:ming ARSETS, ﬁw;mg{' interest {':rr!ingmu andd net
ineerest margin, lrspn.‘[i\':l_v. were 5436,564,000 and 5.74% in 2007, 431,368,000
and 5.79% in 2000, and $414,257,000 and 5.46% in 2005, For a discussion of the
repricing of our assets and liabilities, see the Quancitagive and Qualiative Disclosure
about Market Bisk section.
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FROVISION FOR CREDT LOSSES

W provide for probable credit losses by a charge to operating income based upon
the compasition of the loan portfolio, past delinquency levels, losses and non-
performing assets, economic and environmental conditions and other factoes which,
in management’s judgment, deserve recognition in estimating credit losses, Loans
are charged off when they are considered uncollectible or of such little value thae
continuance as an active earning bank asset i not warranted.

‘The establishment of an adequare credit allowance is based on both an accurare
risk raring system and loan portfolio management wols, The Board has established
initial responsibility for the :::nmqr-nf:rpdil risk grades with the individual credis
officer. The grading is then submited to the Chiel Credic Administracor (CCA),
who reviews the grades for acouracy and makes recommendarions o Credin Review
whao gives final approval. The risk grading and reserve allocation is analyred
annually by a chind party credit reviewer and by various regulatory agencies,

Quarterly, the CCA sets the specific reserve for all adversely risk-graded credins.
This process includes the urilization of loan delinguency repors, classified asser
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PROVISION FOR CREDIT LOSSES (Continued)

reports, and pnrtFu| i0 concentration reports (o assise in accurately asesing credit risk
and nluhl'lﬂlins appropriate reserves. Reserves are also allocated to credies thar ane
not adversely graded. Hisworical loss experience within the porcfolio along with peer
bank loss experiences ane used in devermining the level of the reserves held.

The allowance for eredit bosses is reviewed at beast quarterly by the Board's Audia/
Compliance Committee and by the Board of Directors. Reserves are allocated
1o loan portfolio carepories using percentages which are based on both historical
risk elements such as delinquencies and bosses and prediciive risk elements such as
econamic, competitive and environmensal factors, We have adopred the :pﬂ:iﬁ:
reserve approach o allocate reserves wo each adversely graded asoet, as well as 1o each
impaired asset for the purpose of estimaring potential Joss exposure. Although the
allowance for credic losses is allocared 1o various pertfolio categories, it is general in
nature and available for the loan port falio in it entirety. Additions may be required
based on the resulis nf'mdcpclulcnr loan purﬂllﬂin examinations, regulatory agency
examinations, or our own internal review process. Additions are also required when,
in managements judgment, the allowance does not properdy reflect the pontfolios
potential loss exposure,

The allocation of the allowance for credit losses is set forth below:

NON-INTEREST INCOMLE

Mon-interest income isumq:ri}zﬂul‘mﬁm service charges, boan placement fers,
appreciagion in cash surrender value of bank owned life insurance and other income.
Non-inerest income was 54,518,000 in 2007 compared 1o 53,177,000 and 34,009,000
in 2006 and 2005, respectively. The $659,000 decrease in non-interest income
comparing 2007 to 2006 was prmarily due to the decreases in loan placement Fees, the
ta-exempt procecds from a life insurance pcﬂic.}'nFSﬁZS.mﬂmu! et gins from the
sale of real estare and equipment of 192,000 received in 2006, These decresases were
partially offset by the increase in service charges, The increase of 31,168,000 comparing
2006 £ 2005 also induded an increase in service charges in addition to the insurance
proceeds and real estace and equipment gains discusced above,

Customer service charges increased $327,000 wo $2,859,000 in 2007 compared 1o
£2,532,000) in 2006 and $2.4 14,000 in 2005, The increase in both years is mainly due
0 an increase in the activity level as the avenage nuember of tramsaction accounts has
incresed and the increve in fess generated by the overdraft protection program. In
addirion, during 2007 the Company increased the foe simscrure on transscrion accounts.

Wie carn loan placement fees from the brokerage of single-family residential
martgage loans provided for the convenience of our customers,  Loan placement
fees decreased $165,000 in 2007 o 185,000 compared to $350,000 in 2006 and
£390,000 in 2005, The decreases in 2007 and 2006 are primarily due 1o a slowdown
in the housing marker in California and the vightening of the credit marker resulting

% of Loans % of Loans in fewer refinancing opportunities,
Loan Type December 31, InExch Cisegory  December 31, In Each Category The Bank halds stock from the Federal Home Loan Bank in relationship with the
{ Dwollars in chowsands) 2007 T Toeal Loass 2006 T Toral Loas borrowing capacity and generally receives quarterly dividends. As of
December 31, 2007, we held $2,022,000 in FHLB stock compared 1o $1,891,000
Commercial at Degember 31, 2006, Dividends in 2007 increased to $102,000 compared o
and industrial -3 1,254 71% S 1,650 3.1% SR,000 in 2000 and $68,004 in 2005,
Agriculoaral land Other income increased o $1,080,000 in 2007 compared to $1,003.000 and
and production a01 0,49 237 a9.0% SE29.000 in 2006 and 2005, respectively. The $67 000 increase in 2007 compared
Real estare 1.353 40,3% 1,210 35.8% o 2006 and the 3184000 increase comparing 2006 to 2005 are primarily duc to
Real estate increases in merchant fees from hankeards, debit cand interchange fees and fees from
- construction and investment services provided by a thied pary:
ather land loans 312 14.2% 94 15.0%
Equity loans and NON-INTEREST EXPENSES
lines of credic 157 Tl 171 7.5%
Consumer Sabires and rl:qﬂu'\'n: Iml.cﬁu,qxrup:lm:}' and equipment, |mﬂ'miun:|l services, and
and installment 236 1.7% 193 1.5% data processing ane the major categories of non-interest expenses. Non-inerest expenses
Oiher 23 0,1% 1 0.1% inereased 558,000 o $19,099, 000 in 2007 compared to $18,541,000 in 2006, which
Mon-specific reserve 51 57 was an increase of $2A90,000 in 2006 compared to $ 16,042,000 in 2005,
—"l:(:umlnn:,"scfﬁfink:}' ratin, mesured as the percentage af non-interest EXpenses,
5 3,887 5 3,800 excluding amortization of intangibles, 1o net interest incame before provision for crediy

Managing credits identified through the risk evaluaion methodology indudes
developing a business strategy with the customer to mitigate our potential losses.
Managernent continues to monitor these eredits with a view to identifying as carly as
possible when, and o whar extenr, additional provisions may be necessary.

The provisions for credit losses in 2007, 2006 and 2005 were $430,000,
S800,000, and $510,000, respectively. These provisions are primarily the result aof
our assessment of the overall adequacy of the allewance for credit losses considering
a numbser of facrors as disoussed in the "Allowance for Credit Losses™ section below.
MNon-performing loans were $179,000 ar December 31, 2007, We do nor anticipare
any further lomes on these loans, We did not have any mmrpcrﬁlrming loans as
of Decermber 31, 2006, Nun-]:lcrﬁnm'luglunm s of December 31, 2005 totaled
5616.000. The Company did not have any other real estate owned ar
Decembeer 31, 2007 or 2006,

For 2007, 2006, and 2005, we had a net charge off ratio to average loans of 0.12%,
0.1 1% and 0,22%, respectively. The potential for a future net recovery position af
loans previously charged off is nor very likely.

Based on information currently available. management believes thar the allowance
for credit losses should be adequate 1o absorb estimated probable losses in the
purrﬁ:liu. However, no assurance can be given that we may not sustain :Iurgc-ﬂﬂ's
which are in excess of the allowance in any given period. Refer vo “Allowance for
Credin Losses™ below for further information,

NET INTEREST INCOME AFTER PROVISION FOR CREDIT LOSSES
Net interess income, after the provision for credit losses of $480,000 in 2007,

SR00000 in 2006, and 3510,000 in 2005, was $24,028,000 for 2007 compared 1o
$23.,573,000 and S21.421.000 for 2006 and 2005, respectively:

losses plus non-interest income, exchuding realized gains on sale of investments was
6%.21% for 2007 compared 1o 62, 28% for 2006 and 61.20% for 2005, Our efficiency
ratior decreased in 2007 due to the increase in operating oxpenses coupled with a slight
dhecreie in mevenus.

Sakuries and employee benefits decreased $42,000 or 0.4% ro $10,829,000 in 2007
compared to $10,87 1,000 in 2006 and $9,178,000 in 2005, In 2006 we made changss
o certain executive salary continuation agreements and recorded an expense relaed
o the r.||r.u|gr0r55|.3.000. ‘The decrease in salaries and employes benefies in 2007
compared to 2006 is primarily due o the above charge in 2006 offser by normal cost
inereases for salaries and bencfits and incentive based compensation due o loan and
deposit production in 2007, The increxse in silaries and employes benchits in 2006
compared to 2005 indudes the above expense of 55 18,000 in addition to nomal cose
increases for salaries and benefits and incentive based compensation due w loan and
depaosit production. Commissions paid for kean placements in 2007 decreased 576,000
compared to 2006. Commisdons paid were $86,000 for 2007 compared o $162,000
in 2006 and $199,000 in 2005,

The Company has three share based compensation plins. I 2006, the Company
adopred Smrement of Financial Accounting Smndards Mo, 123(R), Share-Based
Payment (SFAS 123{R)}, using the meodified prospective application wansition method,
Prioe to Jamuary 1, 2006, the Company sccounted for these plans under the recognision
and measurernent principles of APBE Opinien Mo, 25, Accounting for Stock ssued w
Emgloyees, and relased Inrerprevations (APB 25). No stock-based compensation cost is
reHlected in net income prior o January 1, 2006, as all options granted under these plans
had an exercise price equal to the market value of the underlying common stock on the
date of the grant.

31

http://www.shareholder.com/visitors/dynamicdoc/document.cfm?DocumentlD=2284&CompanylD=CVCY&PIN=&Page=1&Zoom= 1x&PrintWidth=682&print...

33/47



10/26/2016

2007 Annual Report - Printing All Pages

Management’'s Discussion and Analysis
of Financial Condition and Results of Operations

WNOM-INTEREST EXPENSES (Continued)

In February 2005 the Boand af Directorns uf!hc(}:nl]nnfappmv:ﬂ ithe acceleration
af [hr\t\lhg of 186,000 l"llll]ﬂ.l]ﬂlt\'llll.\l?' y.llm:ﬂ 1o certain directors and coecutive
officers. Mo stock-based compensarion is reflocted in ner income for the year ended
Docember 31, 2005, as a result of the acceleration of vhe vesting as it is expected thar
gemerally all of the directors and cxecutive management whose options were acoderated
will remain with the Company through the original vesting period.

In Oxcrober 2007, the Board of Direcors of the Company approved the cancellaion
af 15,000 stock opriens granted on May 1, 2006 and 78,900 siock oprions granted on
April 23, 2007, The Board granted new options to the directors, senior managers and
wther emplovees in the same numbers and o the ame employess who were habders of
the cancelled oprions, The grant dare of the new oprions was Ocrober 17, 2007 and the
options were granted with an exercise price equal vo the fair marker value on the grant
date of 1200 per share, The Board considered the general decline in stocks of financial
instifutions as a whole in reaching their decision. The cncellstion af previously msued
wptions reflecs the Boards desire 1o ensure thar opions continue w provide proper
incentive to key personnel. As a result of this madification the Company recognized an
additional 329,000 in incremental stack based compensition expense.

The Company bases the fair value of the options previousdy granted on the date of
grant using a Black-Scholes option pricing model that uses assumprions based on expeoted
option life, the level of estimared forfeinares, expected stock volarility and the risk-free
interest rare, Seock volariliny is hased on the historical volility of the Company’s stock,
The visk-free rave is based on the 1S, Treasury vield curve and the expected term of the
options. The “simplified” method deseribed in SEC Staff Accouning Bulletin MNo. 107
was used 1o derenmine che expected term of the Banks options in 2007, 2000 and 2005,

There were no significant changes in evaheation methods for types of awards or
terms made by the Company subsequent to the adoption on FAS No. 123(R) and no
cumubitive effect adjustments were made to the financial staements.

As of Decernber 31, 2007, dhere was $823,000 of total unrecognized compensation cost
related o non-vested share-basod compensation arrangements granted under the 1992,
2000 and 2005 Plans. The cost is expected o be reoognized over 2 weighted average period
of 4.0 vears. See Notes | and 10w the audited Consolidated Financial Stements.

Occupancy and equipment expense incresed $197,000 to 2,618,000 in 2007
compared w 52,420,000 in 2006 and 33,133,000 in 2005, The 8.1% increase in
oooupancy expense in 2007 compared to 2006 was due mainly to a full year’s worth of
expense in 2007 for the three new branches and the Company’s new adminisirive office
added during 2006, in addidon w the new loan production office added during 2007,
The 13.5% increase in occupancy expense in M compared 1o 2005 was primarily due
1o the new branches and adminiscrative offices added during 2006,

Other non-interest expenses incressed 3403000 0r 7.7% o 35,652,000 in 2007
cormpared 1o 55,249,000 in 2000 and $4,731,000 in 2005, The increxse in 2007
was anwributable primarily o increases in advertising, consulting, data processing and
telephane expenses, partially offsct by a reduction in legal expenses. Contribuiing to the
2006 increase in other non-interest expense wene increases in personnel recruitmient fees,
leaschold ermination expenses in connection with the rebecation of vur administrative
affices into a singhe facility, and consulting expenses.
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‘The following rable describes significant components of other non-inrerest expense
a5 3 percentage of average assers,

Years Eni miber 31
200 2006
Ocher % Avg Other % Avg
Expense  Asets Expense _Assets
(Dallars in thousands)
Advertising $ 481 0§ 452 010%
Audit.’aﬁuumrhlg 382 D.08% 37 D0T%
Darafitem processing 847 0.18% Ble  DL17%
ATMidebit card expenses 312 0.07% 96 0L0G%
Dhirectar fees and related expenses 173 0.04% 154 0L03%
Danarions 107 002% e 00E%
Education/training 87 0.02% 68 D.001%
General Insurance 131 0.03% 124 0.03%
Legal fices 12 0.02% 300 0.06%
P, 178 0.04% 164 0.03%
Regulatory assessments 109 (L02% 12 (02%
Sl;ktimlrry.f.-\u“'ﬂ'ld. 222 0.05% 247 0.05%
Telephone 189 0.04% 144 0.03%
Operating bosses HoO0.01% 49 0.01%
Oiher 2288 0.48% 1.887  0.40%
Togal ether non-interest
expense 5§ 5652 3 5.249

PROVISION FOR INCOME TAXES

Chur effective income tax rate was 33.5% for 2007 compared to 32.3% for 2006
and 35.6% for 2005, The provision for income raxes rotaled 53,167,000, $3,298,000,
and 33,344,000 in 2007, 2006, and 2005, respecrively, The effecrive tax rate in 2007
was f111:mh|y impacted by the increase in our state tax deduction far enterprise zone
loans. In 2006 we received tax exempr life insurance proceeds of $625,000 which
favorably impacred our effective tx rare in dhar year,

FINANCIAL COMNDITIOMN

SUMMARY OF CHANGES IN CONSOLIDATED BALANCE SHEETS
December 31, 2007 compared to December 31, 2006

For 2007 we continued to see demand for and growth in our loans, while
rotal assers and deposits decreased.  As of December 31, 2007, toml assers were
S4E3,685,000, 2 decrease of 3,3%, or $16,374,000, compared w0 $500,059,000 a5 of
December 31, 2006, Toral gross loans increased 5.7%, or $18,466,000, to
$341,128,000 as of December 31, 2007 compared vo $322,662, 000 as of
December 31, 2006, Togal deposics decreased 8.6%, or $38,065,000, 10
£402,562,000 as of Degember 31, 20007 compared o $440,627 000 as of
December 31, 2004, fillull:hu{:tcn'oqu'll}r increased 8.9%, or 54,416,000, 1o
$54,194,000 as of Diecember 31, 2007 compared o $49,778,000 a5 of
December 31, 20046,

INVESTMENTS

Our investment portfolio consiss primarily of agency securities, mo backed
securities, municipal securities, and overnight investments in the Federal funds marker
and are all classified as available-for-ale. Ax of December 31, 2007, investment
securities with a fair value of 39,326,000 were held as collateral for puhli: funds,
wreasury, tax, and for ether purposes. Our investment policics are established by the
Board of Direciors and implemented by our Investment/Asser Liability Commitree.
They are designed primarily o provide and maingain liquidity, to enable us to meet
our pledging requirements for public money and borrowing arrangements, to generate
a favorable renurn on investmenis withour incurring undue interest rane and credir risk,
and to complement our lending activirics,

The level of our investment portfolio is generally considered higher than our peers
due primarily to an increasing but comparatively bow loan to deposit ratio, Owur loan
o deposin ratio ar December 31, 2007 was $4.7% compared 1o 73.2% ar
Decerriber 31, 2006, The loan 1o deposit ratio of our peers was 91, 1% 2 Seprember 30, 2007,
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The el investment ]mrtﬁﬂin decrsed 230% ta S98.909,000 at Decernber 31, 2007
from 51 28,463,000 at December 31, 2006 a5 procecds from the mulurilyznll sibes
of scourities were used o fund loan growth during 2007, The marker value of the
portfolio reflected an unealized gain of $234,000 ar December 31, 2007 compared 1o
an unrealized loss of $195,000 at December 31, 2006.

Management periodically evaluares each investment security for other than
tempearary impairment, relying primarily on industry analyst reports, observartion
of marker conditions and inrerest rare flucruarions, Management believes i will be
able o collect all amounts due according o the contractual terms of the underlying
imvestment securitiess therefore, management does not consider these investments wo
Ibe orher-than-temporarily impaired.

See Mote 2 o the Company’s audived Consolidated Financial Starements in
this Annual Report for carrying values and estimated fair values of our invetment
securitics pﬂrﬂuiﬂ.

LOANS
Total gross loans have increased to $341,128,000 as of December 31, 2007

compared 1o $322,662,000 a5 of December 31, 2006.
The following table sets forth informarion concerning the composition of our loan

portfolio as of:
Loan Type December 31, % of Towl December 31, % of Total
{Dollars in chowsands) 2007 Loans 006G Loans
Commercial:
Commercial 5 92613 7. 1% 5 104,675 3.1%
Agriculoural land
and production 32,167 92.4% 2807 9.0%
Total
commercial 124,780 36.5% 129,582 40.1%
Real estare:
Onenier Dccupitd 76,808 22.4% T1667 22.1%
Real estate
- construction and
other land loans 48,593 14.2% 48424 15.0%
Commercial
real estare 43,34 11.8% 34,766 10,7%
Oither 17,406 5.1% 9,550 3.0%
Toal
real sstate 186,041 #.5% _ led4407 50.8%
Consumer:
Equity loans and
lines of credic 24,595 7% 24,178 7.5%
Consumer
and installment 5,742 1.7% 4,872 1.5%
Oither 458 0.1% 375 0.1%
Total consumer 30,795 0.0% 2194215 o.1%
Dreferred loan
fees, nex (588) [752)
Tonal gross loans LIS 100.0% 2662 10D0%
Allowance for
eredit losses (3.887) (3.809)
Total loans 5 337,241 5 318853

As of December 31, 2007, a concentration of boans existed in loans colkireralized
by real estate (real estate, real estate construceion, land developrent and other land
loans, and equity loans and lines of eredit) comprising 61.8% of total loans. This level
af concentration is slightly higher than the 58.4% ar December 31, 2006, Although
management belicves the loans within this concenrration have no more than the
normal risk :fu:llec:ihii'lr_v, a substangial decline in the erﬁrm:nn:uﬁll.c ECTHMITIY N
general ar a decling in real estate values in the our primary market areas, in particular,
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could have an adverse impact on collecribility, increase the level of real estane-relared
non-performing loans, or have ocher adverse effects which alone or in the aggregare
could have a material adverse dffect on our business, Ainancial condition, resulis of
operations and cash flows.

We believe that our commercial real estare boan underwriting policies and practices
result in prudent exensions of credir, bur recognize thar our kending activities result in
relatively high reported commercial real state kending levels, Commercial real estate
loans include certain loans which represent low g moderate rsk and certain loans
with higher risks.

The Board of Directors reviews and approves concentration limirs and exceptions o
limitations of concentration are reported to the Board of Directors ar least quarterdy,

- Mon-performing assers consist of non-performing loans,
mhn:r real estare owned (OREO), and repossessed assers, Non-performing loans
are thase loans which have (i) been placed on non-accrual status, (i) been subject
w0 eroubled debt restructuring, (i) been classified as doubeful under our asset
classification system, or (iv) become contsacrually past due 90 days or mare with
respect to principal or interest and have not been restructsred or otherwise pluced
am non-zocrual status, A loan is classihed as non-accrual when 1) it is maintained
an a cash basis because of deteriaration in the Anancial condition of the bommower,
2) payment in full of principal of interest under the original contractual verms is not
expected, or 3) principal or interest has been in default for a period of 90 days or more
unbess the asset is both well secured and in the process of collection,

At December 31, 2007 and 2006, we had no QOREO, repossessed assets or
resuructured loans, We had non-accrual loans wealing $179,000 ar
December 31, 2007 and none at December 31, 2006,

A summary of non-accrual, restruciured, and past due loans ar December 31, 2007
and 2006 is st forth below, The Company had no loans past due more than 90 days
and still accruing interest at December 31, 2007 and 2006, Managernent is not aware
of any potential problem loans, which were current and accruing at
December 31, 2007, where serious doubs exists as to the ability of the borrower o
comply with the present repayment terms, Management can give no assurance that
non-sccrual and ather non-performing beans will not increse in the future.

position of Non-acorual, Past Dae and Restructured Loans

Ca

(Dallars in thowsanads)
Non-acerual boans
Commergial and indusorial
loans L 100 3
Real Essate 79
Total non-accrual 179
Accruing loans past due
M) days or more -
Restructured loans -
Tomal non-performing loans 3 179 §
Nen-perferming loans o
total loans
Ratie of non-performing
lerans ter allowance for
credin losses
Loans considered to be
impaired 5 179 ] =
Relared allowance for credic
losses on impaired loans 5 - ] -

December 31, 2007 December 31, 2006

0.05% LR

4.61% 0,04

We measure our impaired loans by using the fair value of the collateral if the
loan is collateral-dependent and the present value of the expected future cash Aows
discounted at the loan's effective interest rate if the loan & not collateral-dependent.
As of December 31, 2007, there were four impaired loans woraling $179,000. We
place loans an nen-acorual stanus that are delinquent 90 days or more or when a
reascnable doube exists as o the collectibilicy of interest and principal under the
original contractual rerms. Management maintains cerrain loans thar have been
brought current by the borrower {less than 30 days delinguent) on non-accrual
stagus until such time 25 management has determined that the loans are likely to
remain current in future periods,

Classified Assers - From ime to time, management has reason 1o believe thar certain
besrrowers may not be able to repay their loans within the parameters of the present
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Classified Assets - (oontinued)

repayment terms, even though, in some cases, the loans are current ar the time.
These loans are graded in the classified loan grades of “substandard,” “doubaful,” or
“lows” and include m:mrpcrﬁrmllng loans, Fach clasified loan is monitored manthly.

Allovwance for Credin Losses - We have established a methodology for the
determination of the allewance for credit losses, The methodology is ser forth in
a formal policy and takes into consideration the need for an overall allowance for
creddit Josses as well as specific allowances thar are tied w individual loans. Our
methodology for assessing the appropristeness of the allowance consisss of several
key clements, which indude the formula allowance and a specific allowance for
identified problem loans.

In originating loans, we recognize that losses will be experienced and that the
risk of loss will vary with, among other things, the type of loan being made, the
credivwonthiness of the borrower over the term of the loan, general coonomic
conditions and. in the case of a secured loan, the quality of the collateral securing
the loan. The allowance is increased by provisions charged against carnings and
reduced by net loan charge offs. Loans are charged off when they are deemed 1o
e uncollectible, or partially charged off when portions of a loan are deemed 10 be
uncollectible, Recoveries are penerally recordad only when cash paymenss are received.

The allowance for credit losses is maintined o cover kosses inherent in the boan
porefolio. The responsibiliny for the review of our assees and the determinasion of the
adequacy lies with management and our Audit Commitee. They delegace the authosity
1o the Chief Credis Offhicer (COOY) 1o determine the boss reserve ratio for cach gvpe of
asser and reviews, at beast quarterly, the adequacy of the allowance based on an evaluation
of the portfolio, past experience, prevailing market conditions, amount of government
guarantees, concentrtion in loan types and other relevane factors,

The allowance for credit bosses is an estimarte of the losses that may be sustained
in our boan and lease portfolio. The allowance is based on two principles of
aceounting: (1) Statement of Financial Accounting Standards (SFAS) Ne. 5,
“Accounting for Contingencies,” which requires that losses be accrued when they
are probable of eccurring and estimables and (2) SFAS No. 114, "Accounting by
Creditors for Impairment of a Loan™ and SFAS No, 118, "Accounting by Credirors
for Ienpaiement of a Loan—Income Recognition and Dhsclasures,” which requires
that losses be acerued based on the differences berween the value of collageral,
present value of furure cash flows or values thar are obserable in the secondary
market and the loan balance,

Credit Administration adheres toan internal aser review system and loss
allowance methodology designed 1o provide for timely recognition of problem assers
and adequate valuation allowances wo cover cxpecred asser losses. The Bank’s assex
monitoring process includes the use of asser classifications o segregate the assers,
largely loans and real estate, into various risk categorics. The Bank uses the various
asset clasifications as a means of measuring risk and determining the adequacy
af valuarion allowances by using a nine-grade system 1o classify assers, All credin
facilities exceeding 90 days of delinquency require classification.

The allowance for credit losses has seven components: the general valuation
allowance, eriticized and classified allowance, 1J:r.\|m.'i|5|.' valuation allowance, large
borrower risk allowance, pool loan allowance, qualitarive (£3) facror allowance and
the medel risk allowance, Ezch of these components is determined based upon
estimates that can and do change when the actual events occur,

*  General valuation allowaneces (GVA): This elemene relates wo assers with
no well-defined deficiency or weakness (e, assers classified pass) and takes
into consideration losses that are imbedded within the portfolio but have not
yet been recognized. Generally, borrowers are impacted by evenes well in
advance of a lender’s knowledge thar may ultimarely result in lean default and
eventual loss. An example of such a loss-causing event would be the Joss
of a major tenant in the case of commercial real estate boan, General

+  GVA is calculared by applying loss faceors to oustanding loans, in each
case based on the intermal risk grade of pass of such loans and commercial
leases. Changes in risk grades affect dhe amount of the allowance, Loss factors
are based on our historical loss experience and may be adjusted for significant
facrors thar, in management’s judgment, affect the collectibility of the
portfolio as of the evaluation dare. The calculared reserve has a minimum
seventy basis points of total GVA loan types, or expected net charge offs based
on historical data, which ever is higher,
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*  Loss factors are developed in the following ways:

* pass graded los factars for commercial, financial, and industrial bans
jl(nns with real state construction [participated, commercial or
consumer) derived from a migration model thar iracks historical
losses over a period (usually the last thiry-six calendar months)
which we belicve captures the inherent bosses in the loan portfolio;

*  pass raded loss facrors for commercial real estare boans are based
on the average annual ner charge-off rate over a period reflective of a
full econmmic cycle (usually the past c'lghq.ul"uur muanths).

Wie believe thar an economic cycle is a period in which both uprumns and
downmums in the coonomy have been reflecred.

s Criticized and classified allowance (CCA): Ae the time of eredit analysis
and risk devermination. credits, which have been determined wo contain a
weakness higher than management’s overall risk appetive, are graded as
criticized or classified. Once validated that the credit is not impaired, a
risk of loss is caleulated and applied. In addition, determination of
commitments outstanding on classified loans is determined.

= The CCA identifics credits char have a risk level of special mention or
warse, however not inclusive of Impaired Assers, The alculation uses
the credic's expecred default frequency (EDF) as estimated by Moody's
risk for privare companies, In each case use of the loan marurity defines
if the one or five year default component is employed. Defaule is
defined by Moody's as a statistical probability that the credin will either
miss or delay interest andfor principal payment, bankrupicy or
receivership will ocour, or exchange security where the exchange has the
apparent purpose of helping the borrower avoid defaule, 1F the EDF has
not boen caloulared, the Bank maintains an allocation equal o the sum of:

100% of those loans dlassified boss

50% of those loans classified doubdful

15% of thase loans classified substandard
59 af those loans classified s|a|:\|:i1| MEntien

*  Pool loan allowance (PLA): Our residential and consumer loans and leases
are relatively homogencous with no single boan individually significans in
terms af its sioe or potential risk of loss. Therefore, we review our residential
and consumer portfolios by analyzing their performance as a pool of loans.
Generally, borrowers become impacred by evens well in advance of a lender's
knowledge that may ultimarely result in loan default and evenmal loss,
Examples of such loss-causing events would be borrower jobs boss, divoree
or medical erisis in the case |:|I"a:'||5k Ihn:il}- residential and consumer loans,
The caleulared reserve has a minimum one hundred basis poincs of ol PLA
loan rypes, or expected ner charge offs based on historical dara, which everis
higher. Risk grade is not a component of this computation,

*=  Loss factors are developed in the following ways:

*  TPooled loan loss fctors (not individually graded loans) are based on
expected net I’.‘lli"!.l:"llﬂ'll for one year, based on historical loss
dara. Pooled loans are loans thar are homogencous in narune, such
as consumer installment, home equity, residential morigage loans,
crodic cards, and consumer leases,

*  Large borrower risk allowance (LBA): We have 2 number of borrowers
with large loan balinces which may creare an additional risk if one or rwo of
these borrowers were 1o unexpectedly default. Therefore an additional
allewance for chis risk is analyzed and applied.

= LBA idenifies these credits wivh ourstanding balances exceeding the
unsecured house lending limic. The caloulated reserve has a minimum
of, the gm:lmrnr, |i|"t:( basis points of total LBA, or the expected net
charge offs based on historical dara.
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LOANS (Contineed)
Allgweance for Credit Losses - (continued)

+ () factor allowances (QFA): The methodology applicd in all other
allowance sections docs not account for both quanritarive and qualitaive
factors and documentation. Any methodology falls subject to some
uncertainties. All loans and commercial leases contain, in managements
judgment, factars where loss recognition exists due 1o effects of the national
and local economies, mends in nature and volume, changes in mix, consumer
credit score migration, loan sdministration, concentrations, changes in
internal kending policies, and collection practices to mention just a few,

= QFA is subjecrive by definition. The factors reflecr management’s overall
estimate of the additional rate of lass over the next four quarters that
differ from either the histarical loss experience or other valuations, The
factors ever evolve and expecration of change from quarter o quarter
is expected, both in inclusion and in value. As muliple factors exist
which may be evaluated in connection with this allowance, topics noted
below are examples only:

* general economic and business conditions affecting our key
lending areas;

credit quality mends (including trends in mmp-crﬁ:vrming lans
expected to result from existing conditions);

collareral values;

loan volumes and concenerations;

seasoning of the loan portfolio;

specific industry conditions within portfalio segments;

recent loss experience in particular segments of the portfolio;

duration of the current economic cycle:

gevernment regulation;

bank regulatory examination results: and

* findings of our internal and external credin reviewers.

= Each factor is caloulared on a scale of negative four to positive four, with
the lateer |l:1'i|:g the greatest risk level, Fero, results in no increase or
decrease vo the required reserve level as computed in this section.

Model risk allowance (MBA): The allowance methodelogies noted above are by
definition imprecise. Any md]mrll:ll(rs;r is subject to some uncertaintics, Estimating
future losses inberent in a loan portfolio will vary with each method. Therefore,
management applies a mode risk component o determine a loss provision. This
allowance is also used o reserve for patential losses which might occur through
customer everdrafis, and to establish 2 minimum Aoor by which the provision for
eredit loss would not decline below one percent of total gross loans,

The following table sers forch informarion regarding our allowance for credir losses
at the dates and for the periods indicared:

YWears Ended Decernber 31,

{Dollars in thousands) 2007 20W00
Balance, beginning of the year L1 3809 8 3.339
Provision charged to operations 480 i
Laosses charged ro the allowance (481) 721
Recoverics 79 391
Balance, end of year 5 3887 & 3809

Ratio of non-performing loans w
allowance for credit boses
Allowance for credit losses 1o total boans

4.61%
1. 14%:

0,00%
1.18%

As of December 31, 2007 the balance in the allowance for credin bosses was
$3,887,000 compared to $3,809,000 as of December 31, 2006, The increase
resulted from MANAZEMENEs Asmessment of the probable bosses within the pnr(fn\!in
resulting in the 2007 provision of $480,000 as offset by the ner charge-offs
totaling $402,000. The balance of commitments o extend credic on undishursed
construction and other loans and letters of credic was $135,638,000 as of
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December 31, 2007 compared vo $134,549,000 as of December 31, 2006, Risks and
uncermainties exist in all lending wransactions, and even though there have histwrically
been no dur!'cuiﬁun comstruction and other loans that have not been fu“}r
dishursed, aur Management and Directors Loan Committee have established reserve
levels on disbursed loans based on historical losses as well as economic uncertaintics
and other risks thar exist as of each reporting period.

As of December 31, 2007 the allowance was 1,14% of toeal gross boans compared
o 1.18% as of December 31, 2006. Assumptions regarding the collateral value of
various under performing loans may affect the level and allocarion of the allowance
for credin losses in furure periods. The allowance may also be affected by vrends
in the amount of charge offs experienced or expected rends within different loan
]'nmﬁ:-lil:lx. O the losses charged o the allowance in 2007 and 2006 of $481,000
and $721,000, the portion related o overdraft bosses on ransaction deposic accounts
votabed $127,000 and $141,000, respecrively. The allowance for credit losses as a
perceniage urnm-mrfnrnling loans was 2,171.5% as af December 31, 2007, There
WErE Mo ntm-[w:rl'nrm'mg loans as of December 31, 2006, Manzgement believes the
allowance ar December 31, 2007 s adequare based upon its ongoing analysis of the
Ioan porfolio, historical loss rends and other factors, However, no assurance can
be given that the Company may not sustain charge-offs which are in excess of the
allowance in any given period.

DEPOSITS AND BORROWINGS

Total deposits decreased $38,065,000 or 8,6% o 3402,562,000 as af
December 31, 2007 compared wo $440,627,000 as of December 31, 2006,
Interest bearing deposits decreased $16,003,000 or 5.5% w $274,442,000 as of
December 31, 2007 compared to 290,445,000 as of December 31, 2006, Non-
interest bearing deposits decreased $22,062, 000 o 14.7% vo $128,1 20,000 as of
December 31, 2007 compared 1o 5150,182,000 as of December 31, 2006, During
2007 we expericnced a decrease in deposits in spire of increasing our marker share as there
was an overall decrease in deposits in our market arcas. Our tosal markes share of doposics
in Frasno and Mader countics increased to 4. 16% in 2007 compared to 3.94% in 2006
Iased on FDIC deposit market share information published as of June 30, 2007.

The compasition of the deposits and average interest rates paid ar
Diecember 31, 2007 and 2006 is summarized in the mble below.

December 31, 2007 Diccerber 31, 2006
% %
of Toral  Effecrive of Toral  Effective
Dollars Deposis Rage Diollars  Deposis Rare
(Dollars in thousands)
NOW accounts £53,114 13.2%  066% 3§ 56,077 128% 1%
MMA sccounts 90,402 215%  264% 100,069  24.7%  L3%
Time depasits 111,628 e 43 104,170 23.6% 3.65%
.‘;h'inpqlq‘unih 19,298 48% 480% 21,029 448%  0.45%
Total intevess-
bearing 274442 682% 270 290,445 659% e, (0
Non-interest
bearing 128,120 31.8% 150,182  34.1%
Total deposies $402.562 10004 S440,627 100G

Short-rerm borrowings woraled 20,000,000 as of December 31, 2007 compared
o 53,250,000 as of December 31, 2006, Short-term borrowings consist of
S 20,000,004 in FHLB advances maturing within one month, We maintain a line of
credit with the FHLE collareralized by government securivies. Refer o the Liquidity
section below for fusther discussion of FHLE advances. The Company had a nowe
payable to a financial institution with a balance of 31,250,000 at December 31,
2006, The note mamwred and was paid in full as of December 31, 2007,

There was no long-term debr as of December 31, 2007 or 2006,
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CAPITAL RESOURCES

Capital serves as 3 source af funds and helps protect depositors and shareholders
apaing |:u:||5|:nli=| losses. The primary source of E;l]J'lul for the Company has been
internally generared capital chrough retained carnings.

The Company has historically maintained substancial levels of capital. The
asessment of capital adequacy is dependent on several factors including asset quality.
carnings trends, liquidity and coonomic conditions. Maintenance :f:drqu:u
capinal levels is integral to providing stabiliry 1o the Company. The Company needs
to maineain substanial levels of regulatory capital ro give it maximum fexibility in
the changing regulatory environment and to respond to changes in the markee and
economic conditions.

Our stockholders” equity increased vo 554, 194,000 as of December 31, 2007
compared o $49,778,000 as of December 31, 2006, The increase in stockholders”
equity is primarily a sesult of net income of S, 280,000 for 2007 and procecds from
the exercise of sock aptions of S960.000 offct by the repurchases af the Company’s
common stock of $2,707,000 and the payment of cash dividends of $595,000.

On July 19, 2007, the Board of Direcvors declared a $0.10 per share cash dividend
for sharcholders of record as of Auguss 8, 2007, payable on August 24, 2007, The
Company did not pay any cash dividends in 2006 or 2005,

During 2007 and 2006, the Bank declared and paid cash dividends to the
Company of 33,000,000 and $1.000,000, respectively, in connection with stock
repurchase agreements approved by the Company’s Board of Diirectors, The Bank
would not pay any dividend that would cause it 1o be deemed nor “well capitalized”
under applicable banking laws and regulations.

Management considers capiral requirements as pare of s stravegic planning
process, The strategic plan calls for contineing increases in assers and liabilities, and
the capital required may therefore be in excess of retained earnings. The ability 1o
wheain capital is dependent upon the capical markets as well as our pecformance.
Management regularly evaluates sources of capiral and the timing required 1o meet
its strategic objectives. The following rable presents the Company's and the Bank's
capital ratios as of Diecember 31, 2007 and 2006,

2007 2006
Amount  Ratio Amount i
(Dallags in thousandsh

Tier 1 Leverage Ratio
Centeal Valley Communicy Bancorp

and Subsidiary $ 44,238 243% 5 39804 K41%
Minimum regulatory requirement £ 18758 4.00% £ 18,97 4.00%
Centeal Valley Community Bank $ 42202 9009 5 39045  B.24%
Minimum requirement for

“Well-Capitalized™ institution § 23438 5.00% S 23703 S.00%
Minimum regulatory requirement § 18751 4.00% 8 18963  4.00%
Tier 1 Risk-B ~apical Rari
Centeal Valley Community Bancarp

and Subsidiary $ 44,238 11.65% 8§ 39864 10097%
Minimum regulatory requirement $ 15188  4.00% 5 14,536 4.00%
Cenreal Valley Communiry Bank $ 42202 1112% 5§ 39,045 10.72%
Minimum requirement ferr

“Well-Capitalized” institugion £ 22773 6008 S 21,852 GO00M
Minimum regulatory requircment $ 15082 4.00% $ 14568  4.00%
Tootal Risk-Based Capital Rati
Cenrral Valley Communiry Bancorp

and Subsidiary $ 48,125 12.67%  § 43,673 1L02%

8,00
§ 46,089 12.014%
§ 37954

£ 19073 BO0%
£ 42854 11.77%

Minimum regulatory requirement
Central Valley Community Bank
Minimum requirement for
“Well-Capiralized” instinurion
Minimum regulatory requircment

: 10.00%
8.00%

5 36,419 10.00%
5 29035 800
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LICHUIREMTY

Liguidity management involves our ability to meet cash flow requirements
arising from fluctuations in rlq!-uu'l levels and demands llrduify operations, which
include funding of sccurities purchases, providing for customers” credin needs and
ongoing repayment of borrowings, Our liquidity is actively managed on a daily
basis and reviewed periodically by our management and Director’s Asset/Liabilicy
Committees. This process is intended to ensure the maintenance of sufficient funds
o meet our needs, including adequare cash flow for ofi-balance sheer commitments,

Chur primary sources of liquidity are derived from financing activities which
include the acceprance of customer and, to a lesser extent, broker deposits, Federal
funds Facilities and advances from the Federal Home Loan Bank of San Francisco.
These funding sources are augmented by payments of principal and inerest
on loans, the routine marurities and paydowns of securities from the securivics
]'mql‘u“u, the stability of our core deposits and the abiliny to sell investment
securities. Primary uses of funds inchede withdrwal of and interest payments
on deposits, origination and purdhases of loans, puschases of invesment securitics, and
payment of Gperating expenscs.

As 3 means of augmenting our liquidity, we have esmblished Federal funds lines
with correspondent banks, At December 31, 2007 our available borrowing capacity
includes approximarely 518,000,000 in Federal funds lines with our correspondent
banks and 33,498,000 in unused FHLE advances. We believe our liquidiry
sources w0 be stable and adequare, Ar December 31, 2007, we were not aware of any
informagion that was reasonably likely w have 2 maserial effecs on our liquidity position,

The following table reflects the Company’s credit lines, balances outstanding, and
pledged collareral ar December 31, 2007 and 2006:

Credir Lines Diecember 31,
(In thousands) 2007 200
Unsecured Credit Lines
(ingerest rate varies with market):
Credie limit 5 18.000 5 18,000
Balance oustanding 5 - & -
Federal Home Loan Bank
(inerest rate ar prevailing interest raee):
Credir limic 5 23498 5 16,334
Balance oustanding 5 oo s 2,000
Collateral pledged 5 24,23 3% 16,848
Fair value of collageral s 24,203 5 16,758
Federal Reserve Bank
(imterest rate at prevailing discounr interest rarck:
Credie limie s 1986 § 2112
Balamee uulnlamﬂing i3 - 5 -
Callareral pledged 3 2052 3 2,271
Fair value of collageral 3 2057 % 2,000

The liquidicy of the parent company, Central \":|||.j- Community Bancorp is
primarily dependent on the payment of cash dividends by its subsidiary, Central
Walley Communiry Bank. subject vo limiations imposed by regulations.

OFF-BALANCE SHEET ITEMS

In the ordinary course of business, the Company is a party to financial
instruments with off-balance sheet risk. These Ainandial instruments include
commitments o extend credit and standby letters of credit. Such financial
instruments are recorded in the financial starements when they are funded or relared
fees are incurred or received. The balance of commimments 1o extend credit on
undisbursed construction and other loans and letrers of credit was $135,638,000 25
aof December 31, 2007 compared o $134,549,000 as of December 31, 2006, For
a more detailed disoussion of these financial instruments, see Note 8 w0 the audied
Consolidated Financial Saatements in this Annual Repore,

In the ordinary course of business, the Company is pany to various operating
leases. For 3 more detailed discussion of these inancial instruments, see Note 8 to
the audited Consolidared Financial Saarements in this Annual Reporr.
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CONTRACTUAL OBLIGATIONS

The following summarizes the Company’s long-term contracoual obligations at

December 31, 2007

Less than

(In thowasands) | vear Livars  3Svan  Thoaha  Towl
Time deposits Sl0z624 § BATE 3 626§ S1104628
FHLE advances 0,000 - - 20,000
Dcﬁ'rrwlnm:ljwmninn

Labsilizy (1) 1,398 . - . 1,598
Salary cominuagion lishiliy (1) 75T 30 30 1.245 2623
Obligarions reflecned

on Consolidared

Bakunce Sheet SI1M979 5 8698 5 9T S 1245 S 135849
Opr:mingkistohbguions $ %0 5 206 § 1732 S7608 § 126
Ohbligations not reflecred

on Consolidated

Balace Sheet 90 5 2006 § 1732 8 TH0R 5 1ZMG

11 Thior osinais o s i bl i [y s P ot b 1 iy s st il sty it it et
ot Mt 1.2ty el € ntendad stind Pt sacd Mk

[}_}1‘\ LITATIVEAND ill_' ALITATIVE DISCLOSURES ABOLT
MARKET RIS

Interest rate risk (IRR) and credie risk constitute the owo greatest sources of
financial exposwre for insured financial instwtions. 1RR represents the impace tha
changes in absolute and relative levels of marker interest rates may have upon our net
interest income (M), Changes in the NI are the resule of changes in the net interest
spread between interest-carning assets and interest-bearing liabilities (iming risk), the
relationship between various rates (basis risk), and changes in the hape of the vield
curve,

We realize income principally from the differential or spread berween the inrerest
carned on loans, investments, other interest-carning assets and the interest incurred on
deposits and borrowings. The volumes and yields on loans, deposits and borrowings
are affecred by markes interest rages, As of December 31, 2007, 78.3% of our lean
portfolio was tied 1o adjustable-rate indices. The majority of these adjustable-rate
loans are tied to prime and reprice within M0 days. The mapority of our timte deposins
have a fixed rare of interest. As of December 31, 2007, 91.4% of our time deposits
manure within one year or less. As of December 31, 2007, $20,000,000 of our short
rerm debe was fixed rave. S10,000,000 mamres on January 9, 2008, and 510,000,000
maures on January 10, 2008,

Changes in the market level of interest rates directly and immediately affeet our
interest spread, and therefore profitabilicy. Sharp and significant changes to market
rates can cause the interest spread vo shrink or expand significandy in the near verm,
principally because of the timing differences between the adjustable rate loans and the
mamritics (and therefome repricing) of the deposits and bormowings,

Our management and Board of Direcrors” Assed/Liabiliny Commireee (ALCO)
are responsible for managing our assers and liabilivies in a manner thar balances
pcnﬁ!:ﬂ]i]':t:.', IRR and various other risks including liquidity. The ALCO operates
under policies and within risk limies prescribed, reviewed, and approved by the Board
of Direcrors.

The ALCO secks 1o stabilize our NI by marching rate-sensitive assers and
liabilities through maintaining the maturity and repricing of these assets and liabilities
at appropriate levels given the interest rate environment. When the amoune aof
rate-sensitive liabilities exceeds rare-sensitive assets within specified time periods, N11
generally will be negatively impacred by an increasing interest rate environment and
positively impacted by a decreasing interest rate environment, Conversely, when the
amount of mte-sensitive assets exceads the amount of rate-sensitive labilities within
specified time periods, met interest income will generally be positively impacred by an
increasing interest rare environment and negarively impacred by a decreasing inrerest
rate environment. The speed and velocity of the repricing of assets and liabilities will
also contribute to the effects on our NI as will the presence or absence nrr.:'rindil;
and liferime interest pare caps and Aoors.,

http://www.shareholder.com/visitors/dynamicdoc/document.cfm?DocumentlD=2284&CompanylD=CVCY&PIN=&Page=1&Zoom= 1x&PrintWidth=682&print...

Simulation of carnings is the primary tool used vo measure the sensivivity of
carnings to interest rate changes, Earnings simularions are produced using a
safeware model that s based on actual cash flows and repricing characteristics for all
of our fAinancial instruments and incorposate market-based asumptions reganding
the impact of changing interest rates on current volumes of applicable financial
insEruments,

Interest rate simulations provide us with an estimate of both the dollar amount
and percentage change in NI under various rate scenarios. All assets and liabilities
are normally subjected 1o up 1o 300 basis point increases and decreases in interest
rates in 100 basis point increments, Under each interest rate scenario, we project
our net interest income, From these results, we can then develop aliernatives in
dealing with the wlerance thresholds,

Approximarely 78.3% of our loan portfolio is ded 1o adjussable race indices and
50.0% of our loan pordelio reprices within 90 days, As of December 31, 2007, we
had 82 commercial and real estate loans tocaling 331,543,000 wich floors mnging
from 5% ta 9.25% and ceilings ranging fram 13% to 25%. In the current rate
environment, the number of loans affecred by floors and ceilings is minimal,

The following table shows the effecrs of changes in projecred net inrerest income
for the twelve months ending December 31, 2008 under the interest rate shock
scenarios stated. The table was prepared as of December 31, 2007, using prime
imterest rate of 6.50%%.

Sensitivity Analysis of Impact on Interest Income of Rave Changes
Progecred § Change From % Charsge From
Hypothetical Nex Incerest Rares Rars At
Change In Rates Incoeme Dec. 31, 2007 Dec. 31, 3007
(Dallars in thowsands)
LIP 300 hp 526,278 s2.108 8.72%
UP 200 hp 25,503 1.393 5.76%
UP 100 bp 24,867 697 2.88%
UNCHAMNGED 24,170 - -
DO 100 bp 23,303 (867) =350
DO 200 bp 22,361 {1,809) T4
CONWN 300 bp 21,259 (2.901) - 1.2.00r%

Assumprions are inherently uncertain, and, consequently, the model cannot
precisely measure net interest income or precisely predice the impace of changes in
interest rates on net interest income, Actual results will differ from simulared resulis
due to timing, magnitade and frequency of interest rve changes, as well as changes
in market conditions and management strategies which might moderare the negative
consequences of interest rate deviations. In the model above, the simulation shows
that the Company is newtral over the one-year horizon. 1F interest rares increase or
decline, there will be similar positive and negative impact to net interest income.

There is no material change in our current market sk exposure From the market
risk exposure we experienced in 2006, The sutcome of the sensitivity analysis
conducted for 2006 was essentially the same as 2007,

CRITICAL ACCOUNTIMNG POLICIES

‘The Securities and Exchange Commission (SEC) issued disclosure guidance for
“eritical accounting policies”, The SEC defines "critical accounting policies” as
those that require application nFm:tl:agcmcut's it difficult, subjective or complex
judgments, often as a result of the need o make estimates about the effect of matters
thar are inherently uncerrain and may change in furare periods.

Our accounting policies are integral w underssanding the resulis reporred. Our
significant accounting policies are described in detail in Mote | in the audited
Consolidated Financial Statements in this Annual Report. Mot all of the :isn:iﬁs:mi
sccounting policies presented in Mote 1 of the audited consolidated financial
starements require management o make difficult, subjective or complex judgments
ar estimates,
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CRITICAL ACCOUNTING POLICIES (Continued)

Use of Esi

The preparation of these financial starements requines management o make
estimares and judgments thar affect the repored amount of assers, liabilivies,
revenes and expenses. On an ongoing basis, management evaluates the estimates
used. Estimates are based upon historical expericnce, curent economic concitions
and other facrors thar management considers reasonable under the circumstances,

These estimares result in judgments regarding the canrying values of assers
and liabilities when these values are not readily available from other sources, as
well as assessing and ident ifyi ng the accounting treatments nrtnm'mgcn:iux and
commitments, Acual resulis may differ from these estimanes under differenc
ASSUMPLIGNS,

ing Pricioles Geaeal L i the United Scates of Ames

Our financial statements are prepared in acoordance with accounting principles
generally acceped in the United States of America (GAAP).

Wie follow accounting policies typical to the commercial banking industry and
im compliance with various regulation and guidelines as established by the Public
Company Accounting Oversight Board (FCAOB), Financial Accounting Standards
Board (FASE), the American Instioute of Certified Public Accountants (AICPA),
and the Bank’s primary federal regulator, the FDIC, The following i a brief
description of our current accounting policies involving significant management
judgments.

Howance for Credit 1

Our most significant masagement accounting estimate is the appropriate level
for the allowance for credic losses, The allowance for credin bosses is established
to absarb known and inherent losses attributable to loans outstanding, The
adequacy of the allowance is monitored on an an-going basis and is based on our
management’s evaluation of numerous factors. These factors include the quality
of the current loan portfolio, the wend in the boan portfolic’s risk ratings. current
economic conditions, loan concentrations, loan growth rates, past-due and non-
performing trends, evaluation of specific loss estimates for all significant problem

loans, historical charge-off and recovery experience and other perinent information.

The caloulation of the allowance for credic losses is by namre inexacr, as the
allowance represents owr management’s best estimate of the losses inherent in our
credit port folios at the reporting date. These credit basses will oecur in the future,
and as such cannoe be determined with absolute certainty at the reporting date.

ization of Premi i

We invest in Collateralized Mortgage Obligations (CMO) and Mortgage
Backed Securities, (MBS) as part of the overall strategy 1o increase our nex interest
margin. CMOs and MBS by their nanure react to changes in interest rates. In
a declining rate environment, prepayments from MBS and CMOs would be
expected to increase and the expected life of the investment would be expected o
shormen. Conversely, if interest raves increase, prepayments would be expected o
decline and the average life of the MBS and CMOs would be expecied o extend.
Premium amortization of these investments affects our net interest income. Our
management monitors the prepayment speed of these investments and adjusts
premium amortization based on several factors, These factors include the rype of
investment, the investment structure, inerest Fates, iNEErest res on NEW MOMEIEe
loans, expectation of interest rate changes, current economic conditions, level of
principal remaining on the bond, the bond coupon rate. the bond origination date,
and volume of available bonds in marker. The calculation of premium amortization
is by nature inexact, and represents management’s best estimare of principal pay
downs inherent in the toml investment pordalio,

;5 il

Business combinations invelving the Company’s acquisitien of the equiny
interests or net assees of another enterprise or the assumption of net liabilities in an
acquisition of branches constinuting a business may give rise 1o goodwill. Goodwill
represents the excess of the cost of an acquined entity over the ner of the amounts
assigned to asscts acquired and liabilitics asumed in transctions sccounted for
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under the purchase method of accounting. The value of goodwill is uldmarcly
derived from the Company’s ability o generate nev carnings after the acquisition, A
decline in net earnings could be indicative aof a decline in the Fair value nd“sux]w“l
and result in impairmene. For that reason, SlJI.IjWill is assessed for impairment at a
reporting univ kevel ar least annually. While the Company belicves all assumprions
utilized in its asscssment of goodwill for impairment are reasonable and appropriate,
changes could cause the Company to record impairment in the future,

PR N e

Under SFAS No. 123(R), “Share Based Payment” compensation expense is
recognized for eptions granted prior to the adoption date in an amoune equal to the
fair value of the unwvested amounts over their remaining vesting period, based on the
grant date Fair value esdimared in accordance with SFAS No. 123, "Accounting for
Stock Based Compensation” and compensation expense feor all share based payments
granted after adoption based on the grant date fair values estimated in accordance
with SFAS No. 123(R) . The estimates of the grane dare fair values are based on an
option pricing model thar uses assumprions based on the expecred oprion life, the
level of estimated forfeitures, expected stock volatility and the risk-free interest rate,
The caleulation of the fair value of share based payments is by nature inexact, and
represents management’s best estimate of the grane dave fair value of the share based
payments. See Note | to the audired Consolidared Financial Starements in this

Annual Report,
Ace ting for Income T;

The Company files its income taxes on a consolidated basis with its subsidiary,
The allocation of income tax expense (benefit) represents each entity’s proportionate
share of the consalidated provision for income taxes.

Dieferred rax assens and liabilities are recognized for the ax consequences of
remporary differences betwoen the reported amounts of assets and liabilivics and
their tax bases. Deferred tax assets and liabilitics are adjusted for the effects of
changes in tax laws and rares on the date of enactment. On the balance sheet, net
deferred rax assets are included in accrued interest receivable and other assets,

The provisions of Financial Accounting Standards Board (FASB) [nrerpresation
Mo, 48, Accounting for Uncertainty in Income Taxes (FIMN 48) have been applied
o all tax positions of the Company as of January 1, 2007, FIN 48 prescribes
a recognition threshold and mexsurement standard for the financial starement
recognition and measurement of an income tax position taken or expected w
be wken in a tax reswrn. Only tax positions thar met the more-likely-than-
not recognition threshald an January 1, 2007 were recognized or continue o
e recognized upon adoption. The benefit of 2 tax position is recognized in the
financial starerents in the period during which, based on all available evidence,
management believes it is more likely than noc thar the pasition will be sustained
upon examination, ilu.'lud:'n; the resalution Llf:ppcals or litigation processes, if
any. Tax positions taken are not offset or aggregated with other positions. Tax
positions thar meet the more-likely-than-nor recognition threshold are measured as
the largest amount of tax benefiv thar is more than 50 percent likely of being realized
upon setelement with the applicable taxing authority, The portion af the benehts
associated with tex positions rken thar exceeds the amount measured as described
above is refleceed as a liabilicy for unrecognized rax benefirs in the accompanying
balance sheer along with any associated interest and penalties thar would be
payable to the taxing authorities upon eamination. Interest expense and penalties
associzted with unrecognized fax benefits are classified a5 income tax expense in the
consolidated statement of income.

INFLATION

The impact of inflation on a financial instirution differs significandy from thay
exerted on other industries primarily because the assers and liabilities of financial
institutions consisg |;rgrlyufmunﬂ,ar_v items, However, financial institutions are
affected by infation in part through non-interest expenses, such as slaries and
occupancy expenses, and to some exeent by changes in interest rares,

At December 31, 2007, we do not believe thar inflation will have a marerial
impact on our consalidated financial position or results of operations, However, if
inflation concerns cause short term rates 1o rise in the near future, we may beneht
by immediate repricing of a majority of our loan portfolio. Refer to Marker Risk for
further discussion.
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Exceptional
Employees

EXCEPTIONAL EMPLOYEES

The Company’s commeon sieck is listed for trading on the NASDAQ Capiral
Market under the ticker symbol CVCY, As af February 20, 2008 the Company had
approximately 371 shareholders af record.

The following rable shaws the high and low sales prices for the commaon stock for
cach quarter as reported by NASDAQ.

Sales Prices for

the Company’s Commeon Stock

Ouarter Ended Lo H

March 31, 2006 ] 14.11 5 19.25
June 30, 2006 14.75 16,65
Seprember 30, 2006 14,50 16.74
Diecember 31, 2006 14.50 1564
March 31, 2007 13.81 15.50
June 30, 2007 13.80 15.22
Seprember 30, 2007 10,70 14.95
Diecember 31, 2007 10,25 13.05

“The Company paid 2 $0.10 per share cash dividend in 2007, The Company did moe pay any
cash dividends in 2006,

Markeg M

Inquiries on Ceneral Valley Community Bancorp stock can be made by calling
any of the contacts listed below, or any licensed stockbroker,

Drave Bonaccorsa Jeffrey Mayer
Kecfe Bruyeree & Woods Crowell, Weedon & Ca.
(415) 591-5063 {5590 375-7510

Lisa Gallo Troy MNoslander
Wedbush Morgan Securities Srone & Youngherg
(R66) 491-7228 (00} 288-2811

Michael Hedren
Howe Barnes Hocfer & Amen
(415) 338-5749

Joey Warmenhoven
MeAdams Wright Ragen. [nc,
(BO6) 662-0351

Richard Levenson
Western Financial Corporation
(800) 45859

I nguirkes

Inquiries regarding Central Valley Community Bancorp's accounting,
internal accounting controls or awditing concerns should be direcred 1o
Steven D, McDonald, chairman of the Board of Direcrors” Audit Commitee, ar
steve. medonald@ovch.com, anomymensly ar www.ethicspoint.com or call Ethics
Point, Inc. ar (866) 294-9588.

General inquiries about the Company or the Bank should be disecred 1o
Carhy Ponte, Assistant Corporare Secrerary ar (8000 298-1775,

Central Valley Community Bank could not continue 1o achicve unprecedented
growth and financial success without an outstandi ng team of employess, We pride
ourselves on the serength of our team and are proasd of its continued commitment
and dedication o providing superior customer service and community suppaort.,

Each yvear Central Valley Community Bank's top-performing employees are
recognized in the Circle of Excellence, and from that group, the best are designated
1o the Circle of Elite.

The 2007 Cirdle of Flite included;

Cyndi Carmichael
Vice Presiclens, Complanee Officer

Cathy Chatoian
Vice Presidens, Cah Mana geraent Manager

Ryan Cayle
Aerociate Netwark Adwriristrater

Barbara English
Laqn Servicing Team Leader

Erin Farinelli
Prersonad Barker

Rod Geist
Vice Presidens, Branch Manager

Bemnic Kraus
Vice Presiclent, Compmercial Loan Officer

Eddie Porillo
Brancl Suppore Representative

Elaine Wiens

Harnurn Recovrces Awdirane
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Board of Directors

Unwavering Values. Unchanging Vision.

Central Valley Community Bank is guided by the vision of its board of directors,
four of whom are founding members with a record of leadership thar predates the
Bank's opening in 1980. Through the years, our board has seen the Bank grow

in size, strengrh and success, leading by example through their deep invalvement
in the communities we serve and their dedication to making the Central Valley

a betrer place to live. All while daily demonstrating the Bank’s core values of
leadership, integrity, loyalty, caring, teamwork and rrustworthiness, We are
grateful to our board of direcrors, whose steadfast service enables Central Valley
Community Bank to continue our long tradition of growth and prosperity.
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Gary Quisenberry
Lydia Shaw

Shelle Abbott
Jacquic Ashjian
J-'U'l !!lm'"'l:ll'l
Cyndi Carmichael
Vicki Casares
L'arhjl.' Charoian
Terry Crawford

Stan Davis

U:mi.cl Demmers
Ken Dodderer
Bob Elledge
Steve Freeland
Rod Geist
Biil'l}.'Lrii‘(;:i“lTl[Jﬂ.‘
Diane Hamp

Tim Harris

Charles Jones

Deby Jordan
Bernie Kraus
Mari Kroigaard
Jack Mahon
Rona Melkus
Don Mendenhall
Sheryl Michael
Frank Oliver

Jean Ornelas

jeﬂ' Pace

John Royal

Elizabeth S:.llzu
Gerald Sullivan
Theodore 'Ihorm-
Doug Van den Enden
Robert Walker
Jeannine Welton
jcnncltc Williams

Carol Worstein
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Providing a full range of Ainancial services desired by our
customers, while providing superior customer service
delivered ina |1ig|'|l_\' pr(:li::isinn:sl and lesun;ﬂ manner

Maintaining a positive work environment and investing in
each individual to “be the best r’H.‘}' can be”

Contributing to the quality of life in the communities

WE SerVe

Continuing to maximize sharcholder value

™
{

Aare \Val
'\..l-\..l L9

Vvalles
Leadership
]ntr,'gri[_v

]..(]}':l.h_\"

Caring

Teamwork
']lrllh[\\'ﬂlflt]i]'lrl}ﬁ

Perry-Smith LLP, Sacramento, CA

Cotin

Downey Brand LLI, Sacramenrto, CA

Daniel J. Doyle

David A. Kinross

Thomas L. Sommer
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