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PART 1: FINANCIAL INFORMATION

ITEM 1: FINANCIAL STATEMENTS

CENTRAL VALLEY COMMUNITY BANCORP

CONDENSED CONSOLIDATED BALANCE SHEET

(In thousands, except share amounts)
ASSETS

Cash and due from banks

Federal funds sold

Total cash and cash equivalents
Interest bearing deposits in other banks

Available-for-sale investment securities (Amortized cost of $103,352 at June 30, 2006 and

$106,437 at December 31, 2005)

Loans, less allowance for credit losses of $3,425 at June 30, 2006 and $3,339 at December

31, 2005

Bank premises and equipment, net

Bank owned life insurance

Federal Home Loan Bank stock

Goodwill and intangible assets

Accrued interest receivable and other assets
Total assets

LIABILITIES AND SHAREHOLDERS EQUITY
Deposits:

Non-interest bearing

Interest bearing

Total deposits

Short-term borrowings

Long-term debt

Accrued interest payable and other liabilities
Total liabilities

Commitments and contingencies
Shareholders equity:

Preferred stock, no par value: 10,000,000 shares authorized, no shares issued or outstanding
Common stock, no par value; 80,000,000 shares authorized; outstanding 5,975,880 at June

30, 2006 and 5,891,820 at December 31,2005
Retained earnings

Accumulated other comprehensive loss, net of tax
Total shareholders equity

Total liabilities and shareholders equity

See notes to unaudited condensed consolidated financial statements.

June 30, 2006

$ 19,798
13,081

32,879

823

101,067

301,598

2,981

6,843

1,841

10,112

5,736

$ 463,880

$ 132,243
268,484
400,727

13,038

625

4,992

419,382

13,793
32,076
(1371
44,498
$ 463,880

December 31, 2005

$ 22,165
29,830

51,995

918

105,592

298,463

2,912

6,725

1,659

10,241

5,172

$ 483,677

$ 153,004
277,985
430,989

3,250

3,250

4,665

442,154

13,053

28,977

(507

41,523

$ 483,677

ITEM 1: FINANCIAL STATEMENTS
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CENTRAL VALLEY COMMUNITY BANCORP

CONDENSED CONSOLIDATED STATEMENT OF INCOME

(Unaudited)

(In thousands, except per share amounts)

INTEREST INCOME:

Interest and fees on loans

Interest on Federal funds sold

Interest and dividends on investment securities:
Taxable

Exempt from Federal income taxes

Total interest income

INTEREST EXPENSE:

Interest on deposits

Other

Total interest expense

Net interest income before provision for credit losses
PROVISION FOR CREDIT LOSSES

Net interest income after provision for credit losses
NON-INTEREST INCOME:

Service charges

Loan placement fees

Net realized (losses) gains on sales of investment securities

Appreciation in cash surrender value of bank owned life insurance
Federal Home Loan Bank stock dividends
Other income

Total non-interest income
NON-INTEREST EXPENSES:

Salaries and employee benefits
Occupancy and equipment

Other expense

Total non-interest expenses

Income before provision for income taxes
PROVISION FOR INCOME TAXES
Net income

Basic earnings per share
Diluted earnings per share

See notes to unaudited condensed consolidated financial statements.

4

For the Three Months
Ended June 30

2006 2005

$ 6,320 $ 5,114
165 140

838 798

260 259
7,583 6,311
1,406 893

132 61

1,538 954
6,045 5,357
100

5,945 5,357
650 622

145 101

(16 72

64 57

21 16

198 144
1,062 1,012
2,608 2,355
582 549
1,172 1,074
4,362 3,978
2,645 2,391
976 858

$ 1,669 $ 1,533
$ 028 $ 026
$ 026 $ 024

For the Six Months

Ended June 30

2006 2005

$ 12,315 $ 9,659
435 282
1,558 1,641
566 587
14,874 12,169
2,668 1,654
196 121
2,864 1,775
12,010 10,394
500

11,510 10,394
1,205 1,200
196 192

109 72

121 103

40 32

371 268
2,042 1,867
5,116 4,745
1,137 1,059
2,429 2,225
8,682 8,029
4,870 4,232
1,771 1,505

$ 3,099 $ 2,727
$ 052 $ 047
$ 048 $ 043

CENTRAL VALLEY COMMUNITY BANCORP
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CENTRAL VALLEY COMMUNITY BANCORP
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2005

AND THE SIX MONTH PERIOD ENDED JUNE 30, 2006

(Unaudited)

Accumulated

Other

Comprehensive Total Total
(In thousands, except share and per = Common Stock Retained Income (Loss) Shareholders Comprehensive
share amounts) Shares Amount Earnings (Net of Taxes) Equity Income
Balance, January 1, 2005 5,257,734 $ 6,343 $ 22933 $ 330 $ 29,606
Comprehensive income
Net income 6,044 6,044 $ 6,044
Other comprehensive loss, net of
tax:
Net change in unrealized gains on
available-for-sale investment
securities (837 ) (837 ) (837
Total comprehensive income $ 5207
Stock issued for acquisition 522,106 6,079 6,079
Stock options exercised and related
tax benefit 111,980 631 631
Balance, December 31, 2005 5,891,820 13,053 28,977 (507 ) 41,523
Comprehensive income
Net income 3,099 3,099 $ 3,09
Other comprehensive loss, net of
tax:
Net change in unrealized loss on
available-for-sale investment
securities (864 ) (864 ) (864
Total comprehensive income $ 2235
Stock options exercised and related
tax benefit 84,060 656 656
Stock-based compensation expense 84 84
Balance, June 30, 2006 5,975,880 $ 13,793 $ 32,076 $ (1,371 )$ 44,498

See notes to unaudited condensed consolidated financial statements.
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CENTRAL VALLEY COMMUNITY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2006 and 2005

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Net increase in deferred loan fees

Depreciation, amortization and accretion, net

Stock-based compensation

Tax benefit from exercise of stock options

Provision for loan losses

Net realized gains on sales of available-for-sale investment securities
Increase in bank owned life insurance, net of expenses

FHLB stock dividends

Net decrease in accrued interest receivable and other assets

Net increase (decrease) in accrued interest payable and other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Cash and cash equivalents acquired in acquisitions

Purchases of available for sale investment securities

Proceeds from sales or calls of available-for-sale investment securities
Proceeds from principal repayments of available for sale investment securities
Net increase in FHLB stock

Net decrease in interest bearing deposits in other banks

Net increase in loans

Purchases of premises and equipment

Purchases of bank owned life insurance

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Net (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

Repayments to borrowings from other financial institutions
Proceeds from exercise of stock options

Tax benefit from exercise of stock options

Net cash (used in) provided by financing activities

Increase (decrease) in cash and cash equivalents

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF PERIOD

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the year for:

Interest expense

Income taxes

For the Six Months Ended June 30, 2006 and 2005

2006
(In thousands)

$ 3,09

162
928

84

(277 )
500

(109 )
(118 )
(40 )
25

592

4,846

21
(17,588 )
12,023
8,422

(142 )
95

(3,797 )
(553 )

(1,519 )

41,874 )
11,612
9,788
(2,000 )
(625 )
379
277
(22,443 )
(19,116 )
51,995
$ 32,879

$ 2,684
$ 1,340

2005

$ 2,727

123
1,245

(72
(191
(32
2,185
(84
5,901

13,844
(32,757
13,700
9,090
(172
190
(26,145
(398
(440
(23,088

2,549
8,709
(2,000
270
9,528
(7,659

43,814
$ 36,155

$ 1,663
$ 1,353

~— — — —
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Non-Cash Investing Activities:

Net change in unrealized gain on available-for-sale investment securities (1,440) $ (105 )
Non-Cash Financing Activities:

Tax Benefit from stock options exercised 277 $ 93
Supplemental schedules related to acquisition:

Acquisition of Bank of Madera County:

Deposits $ 63,769
Other liabilities 439

Loans, net (45,028 )
Intangibles 21 (10,455 )
Premises and equipment (390 )
Federal Home Loan Bank stock (172 )
Other assets (398 )
Stock Issued 6,079

Cash acquired, net of cash paid to Bank of Madera County shareholders 21 $ 13,844
See notes to unaudited condensed consolidated financial statements

6
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CENTRAL VALLEY COMMUNITY BANCORP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1. Basis of Presentation

The interim unaudited condensed consolidated financial statements of Central Valley Community Bancorp and subsidiary have been prepared
pursuant to the rules and regulations of the Securities and Exchange Commission (the SEC ). These interim condensed consolidated financial
statements include the accounts of Central Valley Community Bancorp and its wholly owned subsidiary Central Valley Community Bank (the

Bank ) (collectively, the Company ). All significant intercompany accounts and transactions have been eliminated in consolidation. Certain
information and footnote disclosures normally included in the annual consolidated financial statements prepared in accordance with accounting
principles generally accepted in the United States of America have been omitted. The Company believes that the disclosures are adequate to
make the information presented not misleading. These interim condensed consolidated financial statements should be read in conjunction with
the audited financial statements and notes thereto included in the Company s 2005 Annual Report to Shareholders on Form 10-K. In the opinion
of management, all adjustments, consisting of only normal recurring adjustments, necessary to present fairly the Company s financial position
and shareholders equity at June 30, 2006 and December 31, 2005, and the results of its operations for the three and six month interim periods
ended June 30, 2006 and June 30, 2005 and its cash flows for the six month interim period ended June 30, 2006 and June 30, 2005 have been
included. Certain reclassifications have been made to prior year amounts to conform to the 2006 presentation. The results of operations for
interim periods are not necessarily indicative of results for the full year.

The preparation of these condensed consolidated financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Management has determined that since all of the banking products and services offered by the Company are available in each 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 activities, it is appropriate to aggregate the Bank branches and report them as a single operating segment. No
customer accounts for more than 10 percent of revenues for the Company or the Bank.

Note 2. Stock-Based Compensation

The Company has three stock-based compensation plans, which are described in Note 3. Effective January 1, 2006, the Company adopted
Statement of Financial Accounting Standards No. 123(R), Share Based Payment ( SFAS 123(R) ), using the modified prospective application
transition method, which requires recognizing expense for options granted prior to the adoption date equal to the fair value of the unvested

amounts over their remaining vesting period, based on the grant date fair value estimated in accordance with the original provisions of SFAS No.
123 Accounting for Stock Based Compensation, and compensation cost for all share based payments granted subsequent to January 1, 2006,

based on the grant date fair values estimated in accordance with the provisions of SFAS 123(R). There were 15,000 options granted in the first

six months of 2006 and no grants were made in the same period of 2005. Results for prior periods have not been restated. Prior to January 1,
2006, The Company accounted for these plans under the recognition and measurement principles of APB Opinion No. 25, Accounting for Stock
Issued to Employees, and related Interpretations ( APB 25 ). No stock-based compensation cost is reflected in net income prior to January 1, 2006,
as all options granted under these plans had an exercise price equal to the market value of the underlying common stock on the date of grant.

7
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As a result of adopting SFAS 123(R), the Company s income before provision for income taxes and net income for the six months ended June 30,
2006 was $84,000 and $75,000, respectively, lower than if we had continued to account for share-based compensation under APB 25. Basic and
diluted earnings per share for the six month period ended June 30, 2006 would have been $0.53 and $0.50, respectively, without the adoption of
SFAS 123(R) compared to $0.52 and $0.48, respectively, as reported. Income before provision for income taxes and net income for the quarter
ended June 30, 2006 was lower by $16,000 than if we had continued under APB 25. There was no impact to basic and diluted EPS for the

quarter ended June 30, 2006.

SFAS 123(R) requires the cash flows resulting from the tax benefits resulting from tax deductions in excess of the compensation cost recognized
for those options (excess tax benefits) to be classified as a cash flow from financing in the statement of cash flows. Excess tax benefits for the
quarter ended June 30, 2006 were $242,000 and were $277,000 for the six months ended June 30, 2006.

In February 2005 the Company accelerated the vesting of 186,000 options previously granted to certain directors and executive officers as
reflected in the table below. No stock based compensation is reflected in net income for the six months ended June 30 2005, as a result of the
acceleration of the vesting as it is expected that generally all of the directors and executive management whose options were accelerated will
remain with the Company through the original vesting period.

The following table illustrates the pro forma effect on net income and earnings per share if the fair value recognition provisions of SFAS 123
had been applied to the Company s stock option plans for the quarter and six months ended June 30, 2005

For the Quarter Ended For the Six Months Ended
(In thousands, except per share amounts) June 30, 2005 June 30, 2005
Net earnings as reported $ 1,533 $ 2,727
Deduct: Total stock-based compensation expense determined
under the fair value based method for all awards, net of
related tax effects 25 392
Pro forma net income $ 1,508 $ 2,335
Basic earnings per share - as reported $ 0.26 $ 0.47
Basic earnings per share - pro forma $ 0.26 $ 0.40
Diluted earnings per share - as reported $ 0.24 $ 0.43
Diluted earnings per share - pro forma $ 0.24 $ 0.36

Note 3. Stock Option Plans

During 1992, the Bank established a Stock Option Plan for which shares are reserved for issuance to employees and directors under incentive

and nonstatutory agreements. The Company assumed all obligations under this plan as of November 15, 2000, and options to purchase shares of
the Company s common stock were substituted for options to purchase shares of common stock of the Bank. Outstanding options under this plan
are exercisable until their expiration, however, no new options will be granted under this plan.

On November 15, 2000, the Company adopted, and subsequently amended on December 20, 2000, the Central Valley Community Bancorp 2000
Stock Option Plan for which 990,170 shares remain reserved for issuance for options already granted to employees and directors under incentive
and nonstatutory agreements and 71,086 remain reserved for future grants. The plan requires that the option price may not be less than the fair
market value of the stock at the date the option is granted, and that the option price must be paid in full at the time it is exercised. The options
under the plan expire on dates determined by the Board of Directors, but not later than ten years from the date of grant. The vesting period is
determined by the Board of Directors and is generally over five years.

In March 2005, the Company adopted the Central Valley Community Bancorp 2005 Omnibus Incentive Plan. The plan provides for awards in
the form of incentive stock options, non-statutory stock options, stock appreciation rights, and restricted stock. The plan also allows for
performance awards that may be in the form of cash or shares of the Company, including restricted stock. The maximum number of shares that
can be issued with respect to all awards under the plan is 476,000. The plan requires that the exercise price may not be less than 100% of the
fair market value of the stock at the date the option is granted, and that the option price must be paid in full at the time it is exercised. The
options and awards under the plan expire on dates determined by the Board of Directors, but not later than 10 years from the date of grant. The

For the Six Months Ended June 30, 2006 and 2005 10



Edgar Filing: CENTRAL VALLEY COMMUNITY BANCORP - Form 10-Q

vesting period for the options and option related stock appreciation rights is determined by the Board of Directors and is generally over five
years. There are no grants under this plan.

8
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A summary of the combined activity of the plans follows:

Options outstanding, beginning of
period

Options granted

Options exercised

Options canceled

Options outstanding, end of period

Options vested or expected to vest at

June 30, 2006

Options exercisable, end of period

Six Months ended June 30, 2006

Shares
1,085,290
15,000
(84,060
(26,060
990,170
956,552

780,520

Weighted
Average
Exercise
Price

$ 5.97
$ 15.50
$ 4.51
$ 5.65
$ 6.25
$ 6.17
$ 4.68

Weighted

Average Remaining
Contractual

Term

5.34
6.68

5.28

Average
Intrinsic
Value

$ 9,246
$ 9,013

$ 8,515

There were 15,000 options granted in the quarter ended June 30, 2006 and no options were granted in the same quarter of 2005. The total
intrinsic value of options exercised during the quarter ended June 30, 2006 was $583,000. The total intrinsic value of options exercised in the

six month period ended June 30, 2006 was $928,000.

The Company bases the fair value of the options previously granted on the date of grant using a Black-Scholes option pricing model that uses
assumptions based on expected option life and the level of estimated forfeitures, expected stock volatility, risk free interest rate, and dividend
yield. The Company uses historical data to estimate expected option life. Stock volatility is based on the historical volatility of the Company s
stock. The risk-free rate is based on the U. S. Treasury yield curve for the periods within the contractual life of the options in effect at the time

of grant.

As of June 30, 2006, there was $470,000 of total unrecognized compensation cost related to non-vested share-based compensation arrangements
granted under the 1992 Plan and 2000 Plan. The cost is expected to be recognized over a weighted average period of five years. Total fair value
of options vested was $76,000 and $93,000 for the quarter and six month periods ended June 30, 2006.

Note 4. Earnings per share

Basic earnings per share (EPS), which excludes dilution, is computed by dividing income available to common shareholders by the
weighted-average number of common shares outstanding for the period. Diluted EPS reflects the potential dilution that could occur if securities
or other contracts to issue common stock, such as stock options, stock appreciation rights settled in stock or restricted stock awards, result in the
issuance of common stock which shares in the earnings of the Company. There was no difference in the net income used in the calculation of

basic earnings per share and diluted earnings per share.

A reconciliation of the numerators and denominators of the basic and diluted EPS computations is as follows:

Basic Earnings Per Share

In thousands (except share and per share amounts)

Net income

Weighted average shares outstanding

Net income per share

Three Months Ended

June 30,

2006 2005

$ 1,669 $ 1,533
5,957,940 5,835,780
$ 0.28 $ 0.26

For the Six Months Ended June 30, 2006 and 2005

Six Months Ended

June 30,
2006

$ 3,099

5,935,453
$ 0.52

2005

$ 2,727
5,808,554
$ 0.47

12
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For the Six Months Ended June 30, 2006 and 2005
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Diluted Earnings Per Share

Three Months Ended Six Months Ended

June 30, June 30,
In thousands (except share and per share amounts) 2006 2005 2006 2005
Net income $ 1,669 $ 1,533 $ 3,099 $ 2,727
Weighted average shares outstanding 5,957,940 5,835,780 5,935,453 5,808,554
Effect of dilutive stock options 511,997 551,396 521,005 573,356
Weighted average shares of common stock and common
stock equivalents 6,469,937 6,387,176 6,456,458 6,381,910
Net income per diluted share $ 0.26 $ 0.24 $ 0.48 $ 0.43

Note 5. Comprehensive Income

Total comprehensive income is comprised of net earnings and net unrealized gains and losses on available-for-sale securities, which is the
Company s only source of other comprehensive income. Total comprehensive income for the three-month periods ended June 30, 2006 and 2005
was $978,000 and $2,381,000 and was $2,235,000 and $2,671,000 for the six month periods ended June 30, 2006 and 2005, respectively.

Note 6. Commitments and Contingencies

In the normal course of business, the Company is a party to financial instruments with off-balance sheet risk. These financial instruments include
commitments to extend credit and standby letters of credit. These instruments involve, to varying degrees, elements of credit and interest rate
risk in excess of the amount recognized in the balance sheets. The contract or notional amounts of these instruments reflect the extent of
involvement the Company has in particular classes of financial instruments. The Company uses the same credit policies in making commitments
and conditional obligations as it does for loans.

Commitments to extend credit amounting to $145,958,000 and $133,956,000 were outstanding at June 30, 2006 and December 31, 2005,
respectively. Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in
the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.

Undisbursed lines of credit amounting to $63,153,000 and $64,374,000 were outstanding at June 30, 2006 and December 31, 2003, respectively.
Undisbursed lines of credit are revolving lines of credit whereby customers can repay principal and advance principal during the term of the loan
at their discretion and most expire between one and twelve months.

The Company has undisbursed portions of construction loans totaling $30,605,000 and $20,636,000 as of June 30, 2006 and December 31, 2005,
respectively. These commitments are agreements to lend to a customer, subject to meeting certain construction progress requirements. The
underlying construction loans have fixed expiration dates.

Standby letters of credit and financial guarantees amounting to $238,000 and $80,000 were outstanding at June 30, 2006 and December 31,
2005, respectively. Standby letters of credit and financial guarantees are conditional commitments issued by the Company to guarantee the
performance of a customer to a third party. Those guarantees are primarily issued to support private borrowing arrangements. Most guarantees
carry a one year term or less. The fair value of the liability related to these standby letters of credit, which represents the fees received for issuing
the guarantees, was not significant at June 30, 2006 and December 31, 2005. The Company recognizes these fees as revenue over the term of
the commitment or when the commitment is used.

The Company generally requires collateral or other security to support financial instruments with credit risk. Management does not anticipate
any material loss will result from the outstanding commitments to extend credit, standby letters of credit and financial guarantees.

The Company is subject to legal proceedings and claims which arise in the ordinary course of business. In the opinion of management, the
amount of ultimate liability with respect to such actions will not materially affect the consolidated financial position or consolidated results of
operations of the Company.
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Note 6. Commitments and Contingencies
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Note 7. Recent Accounting Developments
Accounting for Uncertainty in Income Taxes

In July 2006, the FASB issued Financial Accounting Standards Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income Taxes.
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise s financial statements in accordance with FASB
Statement No. 109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attributable for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosures and transitions. FIN 48 is effective for fiscal years
beginning after December 15, 2006. Management has not completed its evaluation of the impact that FIN 48 will have.

ITEM 2: MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain matters discussed in this report constitute forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. All statements contained herein that are not historical facts, such as statements regarding the Company s current
business strategy and the Company s plans for future development and operations, are based upon current expectations. These
statements are forward-looking in nature and involve a number of risks and uncertainties. Such risks and uncertainties include, but are
not limited to (1) significant increases in competitive pressure in the banking industry; (2) the impact of changes in interest rates, a
decline in economic conditions at the international, national or local level on the Company s results of operations, the Company s ability
to continue its internal growth at historical rates, the Company s ability to maintain its net interest margin, and the quality of the
Company s earning assets; (3) changes in the regulatory environment; (4) fluctuations in the real estate market; (5) changes in business
conditions and inflation; (6) changes in securities markets; and (7) risks associated with acquisitions, relating to difficulty in integrating
combined operations and related negative impact on earnings, and incurrence of substantial expenses. Therefore, the information set
forth in such forward-looking statements should be carefully considered when evaluating the business prospects of the Company.

When the Company uses in this Quarterly Report on Form 10-Q the words anticipate, estimate, expect, project, intend, commit,
and similar expressions, the Company intends to identify forward-looking statements. Such statements are not guarantees of

performance and are subject to certain risks, uncertainties and assumptions, including those described in this Quarterly Report on

Form 10-Q. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual

results may vary materially from those anticipated, estimated, expected, projected, intended, committed or believed. The future results

and shareholder values of the Company may differ materially from those expressed in these forward-looking statements. Many of the

factors that will determine these results and values are beyond the Company s ability to control or predict. For those statements, the

Company claims the protection of the safe harbor for forward-looking statements contained in the Private Securities Litigation Reform

Act of 1995.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

On January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 (R), Share Based Payment ( SFAS 123(R) )
using the modified prospective transition method. Prior to adoption of this statement, the Company accounted for its share-based employee
compensation plans under the recognition and measurement provisions of APB Opinion No. 25, Accounting for Stock-Based Compensation.
See Notes 2 and 3 to the Condensed Consolidated Financial Statements for additional information related to implementation of SFAS 123(R)
and for further information on the Company s stock-based compensation plans. In March 2005 the Company adopted the Central Valley
Community Bancorp Incentive Plan. Under this plan, the Company can award stock appreciation rights and restricted stock in addition to the
incentive and non-statutory stock options.

There have been no other changes to the Company s critical accounting policies from those discussed in the Company s 2005 Annual Report to
Shareholders on Form 10-K.

This discussion should be read in conjunction with our unaudited condensed consolidated financial statements, including the notes thereto,
appearing elsewhere in this report.
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OVERVIEW
Second Quarter 2006

In the second quarter of 2006, our operating results exceeded those for the same period of 2005 by 8.87%. Net income was $1,669,000 for the
second quarter of 2006 compared to net income of $1,533,000 for the same period in 2005. Diluted EPS for the second quarter of 2006 was
$0.26 compared to $0.24 for the same period in 2005.

Annualized return on average equity for the second quarter of 2006 was 15.41% compared to 16.15% for the same period of 2005. Total equity
was $44,498,000 at June 30, 2006 compared to $38,719,000 at June 30, 2005. Equity increased primarily as a result of the net income included
in retained earnings.

First Six Months of 2006

In the first six months of 2006, our operating results exceeded those for the same period of 2005 by 13.64%. Net income was $3,099,000 for the
first six months of 2006 compared to net income of $2,727,000 for the first six months of 2005. Results for the first six months of 2006
included a $500,000 ($300,000 after tax) addition to the allowance for credit losses, compared to no provision for credit losses in the first six
months of 2005. Diluted EPS for the first six months of 2006 was $0.48 compared to $0.43 for the first six months of 2005.

Annualized return on average equity for the first six months of 2006 was 14.30% compared to 14.72% for the same period of 2005. Total equity
was $44,498,000 at June 30, 2006 compared to $38,719,000 at June 30, 2005. Equity increased primarily as a result of the net income included
in retained earnings.

In comparing the first half of 2006 to the first half of 2005, total loans continued to grow at a double digit pace. Average total loans increased by
$34,799,000 or 13.16% in the first half of 2006 compared to the first half of 2005. Asset quality continues to be strong. The Bank had one
non-accrual loan at June 30, 2006 totaling $29,000 compared to one loan totaling $591,000 at June 30, 2005 and had no other real estate owned
at June 30, 2006 compared to $432,000 at June 30, 2005. In the first half of 2006, we recorded a charge-off which consisted of a $527,000
commercial relationship in the Sacramento area. The pre-tax addition of $500,000 to the allowance for credit losses was to restore the allowance
to the level of estimated reserves for probable losses in the portfolio. Refer to Provision for Credit Loss and Allowance for Credit Losses for
further discussion.

Central Valley Community Bancorp (Company)

We are a central California-based bank holding company for a one-bank subsidiary, Central Valley Community Bank (the Bank ). We provide
traditional commercial banking services to small and medium-sized businesses and individuals in the communities along the Highway 99
corridor in the Fresno and Madera Counties of central California. Additionally, we have a private banking office in Sacramento County. As a
holding company, the Company is subject to supervision, examination and regulations of the Federal Reserve Bank.

At June 30, 2006, we had total loans of $305,023,000, total assets of $463,880,000, total deposits of $400,727,000 and stockholders equity of
$44,498,000.

Central Valley Community Bank (Bank)

The Bank commenced operations in January 1980 as a state-chartered bank. As a state-chartered bank, the Bank is subject to primary
supervision, examination and regulation by the Department of Financial Institutions. The Bank s deposits are insured by the Federal Deposit
Insurance Corporation up to the applicable limits thereof, and the Bank is subject to supervision, examination and regulations of the FDIC.

In February 2006, we opened our newest branch in downtown Fresno bringing the total number of full service branches to 10 which serve the
communities of Fresno, Clovis, Kerman, Prather, Oakhurst, Madera, and Sacramento. Additionally the Bank operates Real Estate, Agribusiness
and SBA departments that originate loans in California. According to the June 30, 2005 FDIC data, the Bank s seven branches in Fresno County
(Clovis, Fresno, Kerman, and Prather) had a 5.0% combined deposit market share of all banks and 4.0% of all depositories including credit
unions, thrifts, and savings banks.
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The Bank anticipates additional branch openings to meet the growing service needs of its customers. We have been approved by FDIC and the
California Department of Financial Institutions (DFI) for a new branch site in the Sunnyside area of Fresno and anticipate the branch opening in
the third quarter of 2006. The branch expansions provide the Company with opportunities to expand its loan and deposit base; however, based
on past experience, management expects these new offices will initially have a negative impact on earnings until the volume of business grows
to cover fixed overhead expenses.
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First Six Months of 2006 19



Edgar Filing: CENTRAL VALLEY COMMUNITY BANCORP - Form 10-Q

Key Factors in Evaluating Financial Condition and Operating Performance

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

e Return to our stockholders;

e Return on average assets;

e Development of core revenue streams, including net interest income and non-interest income;
e Asset quality;

e Asset growth; and

e Operating efficiency.

Return to Our Stockholders.

Key Factors in Evaluating Financial Condition and Operating Performance
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Our return to our stockholders is measured in the form of return on average equity ( ROE ). Our net income for the six months ended June 30,
2006 increased by $372,000 or 13.64% to $3,099,000 compared to $2,727,000 for the six months ended June 30, 2005. Net income increased
mainly due to an increase in net interest income attributed to an increase in average earning assets, the continued positive effect of the increase
in interest rates and management of deposit interest expense. Non-interest income increased offset by an increase in non-interest expenses.
Basic EPS increased to $0.52 for the six months ended June 30, 2006 compared to $0.47 for the six months ended June 30, 2005. Diluted EPS
increased to $0.48 for the six months ended June 30, 2006 compared to $0.43 for the six months ended June 30, 2005. The increase in EPS was
due primarily to the increase in net income, partially offset by an increase in average shares outstanding as a result of the exercise of stock
options. Our annualized ROE was 14.30% for the six months ended June 30, 2006 compared to 15.63% for the year ended December 31, 2005
and 14.72% for the six months ended June 30, 2005. The decrease in ROE is reflective of an increase in capital primarily from net income
included in retained earnings.

Return on Average Assets

Our return on average assets ( ROA ) is a measure we use to compare our performance with other banks and bank holding companies. Our
annualized ROA for the six months ended June 30, 2006 was 1.33% compared to 1.33% for the year ended December 31, 2005 and 1.22% for
the six months ended June 30, 2005. Average assets for the six months ended June 30, 2005 were $464,666,000 compared $455,680,000 for the
year ended December 31, 2005. ROA for our peer group was 1.20% at March 31, 2006. Peer group information from SNL Financial data
includes all holding companies in California with assets from $300M to $500M and not subchapter S.

Development of Core Earnings

Over the past several years, we have focused on not only improving net income, but improving the consistency of our revenue streams in order
to create more predictable future 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 variety of processes, including increases in average interest earning assets as a result of loan
generation and retention and improved net interest margin by focusing on core deposits and managing the cost of funds. As a result, our net
interest income before provision for credit losses increased $1,616,000 or 15.55% to $12,010,000 for the six months ended June 30, 2006
compared to $10,394,000 for the six months ended June 30, 2005. Another measurement of those efforts is our net interest margin which
improved 49 basis points to 5.79% for the six months ended June 30, 2006 compared to 5.30% for the six months ended June 30, 2005.

Our non-interest income is generally made up of service charges and fees on deposit accounts, fee income from loan placements and gains on
sales from investment securities. Non-interest income for the first six months of 2006 increased $175,000 or 9.37% to $2,042,000 compared to
$1,867,000 for the first six months of 2005. The increase in non-interest income for the first six months can be mainly attributed to an increase
in net realized gains from the sale of investments securities, an increase in appreciation in cash surrender value of bank owned life insurance and
an increase in other non-interest income. Further detail of non-interest income is provided below.

Asset Quality

For all banks and bank holding companies, asset quality has a significant impact on the overall financial condition and results of operations.
Asset quality is measured in terms of percentage of total loans and total assets, and is a key element in estimating the future earnings of a
company. The Company had one non-performing loan for $29,000 as of June 30, 2006 compared to two non-performing loans totaling
$616,000 as of December 31, 2005 and total non-performing loans of $591,000 at June 30, 2005. The decrease in non-performing loans at June
30, 2006 is primarily due to the pay off of one non-performing loan after the sale of the property prior to completion of foreclosure.
Management maintains certain loans that have been brought current by the borrower (less than 30 days delinquent) on non-accrual status until
such time as management has determined that the loans are likely to remain current in future periods. Non-performing loans as a percentage of
total loans was 0.01% as of June 30, 2006 compared to 0.20% at December 31, 2005, and 0.36% at June 30, 2005. The Company did not have
any other real estate owned at June 30, 2006 or December 31, 2005, compared to $432,000 at June 30, 2005.
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Asset Growth

As revenues from both net interest income and non-interest income are a function of asset size, the continued growth in assets has a direct
impact in increasing net income and therefore ROE and ROA. The majority of our assets are loans and investment securities, and the majority
of our liabilities are deposits, and therefore the ability to generate deposits as a funding source for loans and investments is fundamental to our
asset growth. Total assets decreased 4.09% during the first six months of 2006 from $483,677,000 as of December 31, 2005 to $463,880,000 as
of June 30, 2006. Total investment securities including Federal funds sold decreased 15.71% to $114,148,000 at June 30, 2006 compared to
$135,422,000 as of December 31, 2005. Total gross loans increased 1.10% to $305,023,000 as of June 30, 2006 compared to $301,802,000 as
of December 31, 2005. Total deposits decreased 7.02% to $400,727,000 as of June 30, 2006 compared to $430,989,000 as of December 31,
2005. As aresult of an increased interest rate environment, a portion of our deposits appear to be moving to the higher yielding equity markets.
Management believes that core customer relationships are not adversely affected by this trend. We continue to under perform in our loan to
deposit ratio compared to our peers. Our loan to deposit ratio at June 30, 2006 was 76.12% compared to 70.03% at December 31, 2005. The
loan to deposit ratio of our peers was 94.7% at December 31, 2005. Further discussion of loans and deposits is below.

Operating Efficiency

Operating efficiency is the measure of how efficiently earnings before taxes are generated as a percentage of revenue. The Bank s efficiency ratio
(operating expenses, excluding amortization of intangibles, divided by net interest income plus non-interest income, excluding gains from sales

of securities) improved to 59.48% for the first six months of 2006 compared to 62.24% for the first six months of 2005. The improvement in the
efficiency ratio is due to the increase in revenues exceeding the increase in operating expenses. The Bank s net interest income before provision
for credit losses plus non-interest income increased 14.45% to $14,031,000 for the six months ended June 30, 2006 compared to $12,260,000 for
the same period in 2005, while operating expenses, excluding amortization of intangibles, increased 9.35% to $8,345,000 from $7,631,000 for

the same period in 2005.

RESULTS OF OPERATIONS

Net Income for the First Six Months of 2006 Compared to the First Six Months of 2005:
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Net income increased to $3,099,000 for the six months ended June 30, 2006 compared to $2,727,000 for the six months ended June 30, 2005.
Basic earnings per share were $0.52 and $0.47 for the six months ended June 30, 2006 and 2005, respectively. Diluted earnings per share were
$0.48 and $0.43 for the six months ended June 30, 2006 and 2005, respectively. Annualized ROE was 14.30% for the six months ended June
30, 2006 compared to 14.72% for the six months ended June 30, 2005. Annualized ROA for the six months ended June 30, 2006 was 1.33%
compared to 1.22% for the six months ended June 30, 2005.

The increase in net income and profitability for the six months ended June 30, 2006 compared to the same period in the prior year was mainly
due to the increases in net interest income and non-interest income and was partially offset by the increases in the provision for credit losses and
increases in non-interest expenses. Net interest income increased due to an increase in average interest earning assets provided by our organic
growth, and the positive effect of our asset sensitive position and our ability to attract non-interest bearing deposits. The nine increases in the
Federal funds interest rate from June 30, 2005 to June 30, 2006 also contributed to the increase in net interest income. Non-interest expenses
increased primarily due to salaries and benefits and occupancy and equipment expenses. Further discussion of salary and occupancy expenses is
below.

Interest Income and Expense

Net interest income is the most significant component of our income from operations. Net interest income (the interest rate spread ) is the
difference between the gross interest and fees earned 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 earned on interest earning assets and the volume of and interest rate
paid on interest bearing liabilities.

The following table sets forth a summary of average balances with corresponding interest income and interest expense as well as average yield
and cost information for the periods presented. Average balances are derived from daily balances, and non-accrual loans are not included as
interest earning assets for purposes of this table.
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CENTRAL VALLEY COMMUNITY BANCORP

SCHEDULE OF AVERAGE BALANCES AND AVERAGE YIELDS AND RATES

%

%
%
%
%
%
%
%
%

%
%
%
%
%
%
%

For the Six Months ended For the Six Months ended

June 30, 2006 June 30, 2005
(Dollars in thousands) Average Yield/ Average Yield/
(Unaudited) Balance Interest Rate Balance Interest Rate
ASSETS
Interest-earning deposits in other banks $ 880 $ 16 364 % $ 2574 $ 29 2.25
Securities
Taxable securities 76,937 1,542 401 % 94,174 1,612 342
Non-taxable securities (1) 28,831 858 595 % 22,171 889 8.02
Total investment securities 105,768 2,400 454 % 116,345 2,501 4.30
Federal funds sold 19,112 435 455 % 21,067 282 2.68
Total 125,760 2,851 4.53 % 139,986 2,812 4.02
Loans (2) (3) 298,887 12,315 824 % 263,382 9,659 7.33
Federal Home Loan Bank stock 1,726 40 463 % 1,601 32 4.00
Total interest-earning assets 426,373 15,206 7.13 % 404,969 12,503 6.17
Allowance for credit losses (3,363 ) (3,463 )
Non-accrual loans 405 1,111
Cash and due from banks 17,269 18,748
Bank premises and equipment 3,044 3,078
Other non-earning assets 20,938 21,882
Total average assets $ 464,666 15,206 $ 446,325 12,503
LIABILITIES AND SHAREHOLDERS
EQUITY
Interest-bearing liabilities:
Savings and NOW accounts $ 82,288 77 019 % $ 85530 75 0.18
Money market accounts 102,654 1,021 1.99 % 108,491 612 1.13
Time certificates of deposit, under $100,000 47,973 664 277 % 48927 461 1.88
Time certificates of deposit, $100,000 and over 46,555 906 389 % 37,124 506 2.73
Total interest-bearing deposits 279,470 2,668 191 % 280,072 1,654 1.18
Other borrowed funds 7,728 196 507 % 6,953 121 3.48
Total interest-bearing liabilities 287,198 2,864 1.99 % 287,025 1,775 1.24
Non-interest bearing demand deposits 130,872 119,138
Other liabilities 3,269 3,102
Shareholders equity 43,327 37,060
Total average liabilities and shareholders equity $ 464,666 $ 2,864 $ 446,325 1,775
Interest income and rate earned on average earning
assets 15,206 713 % 12,503 6.17
Interest expense and interest cost related to
average interest-bearing liabilities 2,864 1.9 % 1,775 1.24
Net interest income and net interest margin (4) $ 12342 579 % $ 10,728 5.30
(1) Calculated on a fully tax equivalent basis, which includes Federal tax benefits relating to income earned on
municipal bonds totaling $292 and $302 in 2006 and 2005, respectively.
) Loan interest income includes loan fees of $447 in 2006 and $536 in 2005.
3) Average loans do not include non-accrual loans.
4) Net interest margin is computed by dividing net interest income by total average interest-earning assets.
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Interest and fee income from loans increased 27.50% in the first six months of 2006 compared to the same period of 2005. Management
believes its focus on building relationships, which resulted in an increase in loan volume, and nine interest rate increases that have occurred
since June 30, 2005, were the major components of the $2,656,000 increase. Average total loans for the first six months of 2006 increased
13.16% to $299,292,000 compared to $264,493,000 for the same period in 2005. Competition for loans is strong in the Central Valley. We
have seen an increase in the number of regional and community banks opening branches and loan centers. This competition is often reflected in
aggressive loan pricing. We are committed to providing our customers with the best price, however we are also committed to increase our value
to shareholders. We believe we were able to meet the challenge and reported an increase in the yield on loans of 91 basis points for the first six
months of 2006 to 8.24% compared to 7.33% for the same period of 2005.

Interest income from total investments, (total investments include investment securities, Federal funds sold, interest bearing deposits with other
banks, and other securities) increased $49,000 in the first six months of 2006 compared to the same period of 2005, mainly due to the nine
interest rate increases that have occurred since June 30, 2005 partially offset by a 9.09% decrease in average balances of total investments.
Income from investments represents 21.31% of net interest income for the six months ended June 30, 2006 compared to 24.15% for the same
period in 2005.

In the first half of 2006, we repositioned our holdings in municipal securities and sold several municipal securities that were less than five years
from maturity or call. The result of the approximate $4,696,000 repositioning was a net realized gain on sale of these municipal securities of
$92,000. We believe this repositioning provided the best return for the short term municipals and will provide future reinvestment opportunities
to increase yields.

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 mortgage obligations ( CMOs ). At June 30, 2006, we held $43,689,000 or 43.23% of the
total market value of the investment portfolio in MBS and CMOs with an average yield of 4.64%. We understand the interest rate risks and
prepayment risks associated with MBS and CMOs. In a declining interest rate environment, prepayments from MBS and CMOs could be

expected to increase and the expected life of the investment could be expected to shorten. Conversely, if interest rates increase, prepayments

could be expected to decline and the average life of the MBS and CMOs could be expected to extend. Additionally, changes in interest rates are
reflected in the market value of the investment portfolio. During declining interest rates, the investment portfolio could be expected to have

market value gains and in increasing rate environments, the market value could be expected to be negative. The change in market value, net of
tax-effect, of the available-for-sale investment portfolio is also reflected in the Company s equity. At June 30, 2006, the average life of the
investment portfolio was 4.7 years and the market value reflected a pre-tax loss of $2,285,000.

A component of the Company s strategic plan has been to use its investment portfolio to offset, in part, its interest rate risk relating to variable
rate loans. At June 30, 2006, an immediate rate increase of 200 basis points would result in an estimated decrease in the market value of the
investment portfolio by approximately $10,592,000. Conversely, with an immediate rate decrease of 200 basis points, the estimated increase in
the market value of the investment portfolio is $10,863,000. The modeling environment assumes management would take no action during an
immediate shock of 200 basis points. The likelihood of immediate changes of 200 basis points is contrary to expectation, as evidenced by the
seventeen changes in interest rates since June 30, 2004 which were in 25 basis point increments. However, the Company uses those increments
to measure its interest rate risk in accordance with regulatory requirements and to measure the possible future risk in the investment portfolio.
For further discussion of the Company s market risk, refer to Item 3 - Quantitative and Qualitative Disclosures about Market Risk.

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

Total interest income for the first six months of 2006 increased $2,705,000, to $14,874,000 compared to $12,169,000 for the six months ended
June 30, 2005. The increase was due to the 5.29% increase in the average balance of interest earning assets, combined with the 96 basis point
increase in the yield on those assets. Average interest earning assets increased to $426,373,000 for the six months ended June 30, 2006
compared to $404,969,000 for the six months ended June 30, 2005. The yield on interest earning assets increased to 7.13% for the six months
ended June 30, 2006 compared to 6.17% for the six months ended June 30, 2005. The $21,404,000 increase in average earning assets can be
attributed to our own organic growth.
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Interest expense on deposits for the six months ended June 30, 2006 increased $1,014,000 or 61.31% to $2,668,000 compared to $1,654,000 for
the six months ended June 30, 2005. The cost of deposits, calculated by dividing interest expense on interest bearing deposits by total deposits,
increased 47 basis points to 1.30% for the six months ended June 30, 2006 compared to 0.83% for the same period in 2005. The cost of deposits
increased principally due to the repricing of interest bearing deposits as a result of the increasing rate environment somewhat offset by a
$602,000 decrease in the volume of average interest bearing deposits and an 8.41% or $10,009,000 increase in our average non-interest bearing
deposits. Average interest-bearing deposits were $279,470,000 for the six months ended June 30, 2006, with an effective rate of 1.91%,
compared to $280,072,000 for the same period ended June 30, 2005, with an effective rate of 1.18%.

Average other borrowings increased to $7,728,000 with an effective rate of 5.07% for the six months ended June 30, 2006 compared to
$6,953,000 with an effective rate of 3.48% for the six months ended June 30, 2005. Included in other borrowings are advances from the
Federal Home Loan Bank (FHLB) and a loan from a major bank, primarily to provide additional capital for the Bank in conjunction with the
merger of Bank of Madera County in 2005. This bank loan is indexed to prime rate or to the three-month LIBOR and reprices quarterly. The
FHLB advances are fixed rate borrowings.

Net Interest Income before Provision for Credit Losses

Net interest income before provision for credit losses for the six months ended June 30, 2006 increased $1,616,000 or 15.55% to $12,010,000

compared to $10,394,000 for the six months ended June 30, 2005. This increase was primarily due to the increase in the net interest margin of 49

basis points, combined with an increase in average interest earning assets while average interest bearing liabilities remained stable. Average

interest earning assets were $426,373,000 for the six months ended June 30, 2006 with a net interest margin of 5.79% compared to $404,969,000

with a net interest margin of 5.30% for the six months ended June 30, 2005. For a discussion of the repricing of our assets and liabilities, see
Item 3 - Quantitative and Qualitative Disclosure about Market Risk.

Provision for Credit Losses

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

The establishment of an adequate credit allowance is based on both an accurate risk rating system and loan portfolio management tools. The
Board has established initial responsibility for the accuracy of credit risk grades with the individual credit officer. The grading is then submitted
to the Chief Credit Administrator ( CCA ), who reviews the grades for accuracy and makes recommendations to Credit Review who gives final
approval. The risk grading and reserve allocation is analyzed annually by a third party credit reviewer and by various regulatory agencies.

Quarterly, the CCA sets the specific reserve for all adversely risk-graded credits. This process includes the utilization of loan delinquency
reports, classified asset reports, and portfolio concentration reports to assist in accurately assessing credit risk and establishing appropriate
reserves. Reserves are also allocated to credits that are not adversely graded. Historical loss experience within the portfolio along with peer
bank loss experiences are used in determining the level of the reserves held.

The allowance for credit losses is reviewed at least quarterly by the Board s Audit/Compliance Committee and by the Board of Directors.

Reserves are allocated to loan portfolio categories using percentages which are based on both historical risk elements such as delinquencies and
losses and predictive risk elements such as economic, competitive and environmental factors. We have adopted the specific reserve approach to
allocate reserves to each adversely graded asset, as well as to each impaired asset for the purpose of estimating potential loss exposure.

Although the allowance for credit losses is allocated to various portfolio categories, it is general in nature and available for the loan portfolio in

its entirety. Additions may be required based on the results of independent loan portfolio examinations, regulatory agency examinations, or our
own internal review process. Additions are also required when, in management s judgment, the allowance does not properly reflect the portfolio s
probable loss exposure.
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The allocation of the allowance for credit losses is set forth below:

Percent of Loans Percent of Loans

June 30, 2006 in Each Category December 31, 2005 in Each Category
Loan Types (Dollars in thousands) Amount to Total Loans Amount to Total Loans
Commercial & Industrial $ 1,428 27.0 % $ 1,325 27.5 %
Real Estate 1,126 434 % 1,138 41.0 Y%
Real Estate - construction, land
development and other land loans 273 14.4 % 378 15.4 %
Equity Lines of Credit 165 7.3 % 175 7.8 %
Agricultural 182 54 % 120 2.5 %
Consumer & Installment 185 2.5 % 198 5.8 %
Other 1 0.0 % 1 0.0 %
Non-specific reserve 65 4

$ 3,425 $ 3,339

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

Additions to the allowance for credit losses in the first six months of 2006 were $500,000. There was no addition to the allowance for the first
six months of 2005. The increase in 2006 is due in part to the increase in the volume of outstanding loans and our assessment of the overall
adequacy of the allowance for credit losses after the first quarter charge off of one commercial relationship. Recovery potential of approximately
$140,000 is anticipated on this $527,000 charge off. The amount and timing of any recovery is subject to many factors and may or may not be
realized.

Non-performing loans as a percentage of loans was 0.01% as of June 30, 2006 compared to 0.20% as of December 31, 2005 and 0.36% at June
30, 2005. Non-performing loans as of June 30, 2006 totaled $29,000 and were comprised of one small business loan. The Company did not
have any other real estate owned at June 30, 2006, or December 31, 2005 compared to $432,000 at June 30, 2005.

The net charge off ratio, which reflects net charge-offs to average loans for the six months ended June 30, 2006 was 0.138% compared to a net
recovery ratio of 0.037% for the same period in 2005. The historical ratios for the past three years were a net charge off ratio of 0.223% for
2005, a net recovery ratio of 0.139% for 2004, and a net charge-off ratio of 0.005% for 2003. Refer to the allowance for credit losses section for
further discussion of credit quality.

Non-Interest Income

Non-interest income is comprised primarily of customer service charges, loan placement fees, gain on sales of investments and other income.
Non-interest income was $2,042,000 for the six months ended June 30, 2006 compared to $1,867,000 for the same period ended June 30, 2005.
The $175,000 increase in non-interest income comparing the six months ended June 30, 2006 to the same period in 2005 was primarily due to
the gain on sales of investments and other income.

Customer service charges increased $5,000 to $1,205,000 for the first six months of 2006 compared to $1,200,000 for the same period in 2005,
mainly due to a $42,000 increase in NSF fees offset by a $37,000 decrease in transaction account service charges. The decrease in service charge
fees can be partially attributed to the success of our new Free Checking Account. This product has become the product of choice of our existing
customers as well as new customers and offers a basic account with no average balance requirements, no monthly service charge, and pays no
interest.

Net realized gains on sales of investment securities was $109,000 for the first six months of 2006 compared to $72,000 for the same period of
2005. In arecent review of our investment portfolio, we found an opportunity to reposition some of our municipal holdings. Approximately
$4,696,000 in municipal securities was scheduled to either mature or be called in the next five years. We recognized this as an opportunity to sell
these investments which resulted in a gain of $92,000 and begin seeking other investment alternatives to maximize our yield.
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We earn loan placement fees from the brokerage of single-family residential mortgage loans which is mainly for the convenience of our
customers. Loan placement fees increased $4,000 in the first six months of 2006 to $196,000 compared to $192,000 for the first six months of
2005. Activity in this area has centered on refinancing. In 2006 customers refinanced to pay off variable rate equity lines of credit into fixed
rate products while others refinanced adjustable rate loans and other unusual mortgage types. It is anticipated we will see this income decrease
for the remainder of 2006 as refinancing activity continues to slow down. Commissions paid for personnel involved in generating loan
placement fees are reflected as commissions in salary expense.

Appreciation in cash surrender value of bank owned life insurance (BOLI) increased $18,000 mainly due to $440,000 in new BOLI purchased in
the second quarter of 2005. The Bank purchased the additional insurance in connection with increases to the split-dollar life insurance policies
related to salary continuation benefits for four key executives. Offsetting the increase in volume was a decrease in the
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interest rate received. This interest rate is reviewed annually by the Board of Directors. Salary continuation and the related BOLI are used as a
retention tool for directors and key employees of the Bank.

The Bank holds stock from the Federal Home Loan Bank in relationship with the borrowing capacity and generally earns quarterly dividends.
We currently hold $1,841,000 in FHLB stock. Dividends in the first six months of 2006 increased $8,000 compared to the same period in 2005.

Other income increased $103,000 for the first six months of 2006 compared to the same period in 2005. The increase can be attributed to an
increase in merchant fees from bankcards, annual fees from a consumer credit line product, and fees from investment services provided by a
third party.

Non-Interest Expenses

Salaries and employee benefits, occupancy, professional services, and data processing are the major categories of non-interest expenses.
Non-interest expenses increased $653,000 or 8.13% to $8,682,000 for the six months ended June 30, 2006 compared to $8,029,000 for the six
months ended June 30, 2005.

The Bank s efficiency ratio, measured as the percentage of non-interest expenses (exclusive of amortization of core deposit intangible assets) to
net interest income before provision for credit losses plus non-interest income, improved to 59.48% for the first six months of 2006 compared to
62.24% for the first six months of 2005.

Salaries and employee benefits increased $371,000 or 7.82% to $5,116,000 for the first six months of 2006 compared to $4,745,000 for the first
six months of 2005. The increase in salaries and employee benefits for the six month period ended June 30, 2006 can be attributed to an increase
in the number of employees and normal cost increases for salaries and benefits, the new employees for our downtown Fresno branch, and
incentive based compensation due to increased loan production profitability.

Occupancy and equipment expense increased $78,000 to $1,137,000 for the first six months of 2006 compared to $1,059,000 for the first six
months of 2005. The 7.37% increase in occupancy expense for the six months ended June 30, 2006 was due mainly to normal increases in rent
on existing leaseholds, and other occupancy and equipment related expenses mainly associated with opening the new downtown Fresno branch.

Other non-interest expenses increased $204,000 or 9.17% in the period under review. The following table describes significant components of
other non-interest expense as a percentage of average assets.

Other Expense Annualized % Other Expense Annualized %
For the six month periods ended June 30, 2006 Average Assets 2005 Average Assets
(Dollars in thousands)
Advertising $ 226 0.10 % $ 220 0.10 %
Audit/accounting 187 0.08 % 120 0.05 %
Data/item processing 404 0.17 % 423 0.19 Y%
ATM/debit card expenses (1) (22 ) -0.01 % 22 0.01 Y%
Director fees 68 0.03 % 68 0.03 %
Donations 56 0.02 % 48 0.02 %
Education/training 33 0.01 % 32 0.01 %
General Insurance 55 0.02 % 53 0.02 %
Legal fees 123 0.05 % 71 0.03 %
Postage 84 0.04 % 15 0.03 %
Regulatory assessments 57 0.02 % 50 0.02 Y%
Stationery/supplies 120 0.05 % 109 0.05 Y%
Telephone 54 0.02 % 64 0.03 %
Travel expense 32 0.01 % 21 0.01 %
Operating losses 4 0.00 % 11 0.01 %
Fair value write down 100 0.02 %
Other 948 0.41 % 738 0.33 %
Total other non-interest expense $ 2,429 $ 2,225

(1) Net of fees earned
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Provision for Income Taxes

The effective income tax rate was 36.37% for the six months ended June 30, 2006 compared to 35.56% for the six months ended June 30, 2005.
Provision for income taxes totaled $1,771,000 and $1,505,000 for the six months ended June 30, 2006, and 2005, respectively.

Net Income for the Second Quarter of 2006 Compared to the Second Quarter of 2005:
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Net income increased to $1,669,000 for the second quarter ended June 30, 2006 compared to $1,533,000 for the second quarter ended June 30,
2005. Basic earnings per share were $0.28 and $0.26 for the second quarter ended June 30, 2006 and 2005, respectively. Diluted earnings per
share were $0.26 and $0.24 for the second quarter ended June 30, 2006 and 2005, respectively. Annualized ROE was 15.41% for the second
quarter ended June 30, 2006 compared to 16.15% for the second quarter ended June 30, 2005. Annualized ROA for the three months ended June
30, 2006 was 1.33% compared to 1.22% for the second quarter ended June 30, 2005.

The increase in net income and profitability for the quarter ended June 30, 2006 compared to the same period in the prior year was mainly due to
the increases in net interest income and non-interest income and was partially offset by the increases in the provision for credit losses and
increases in non-interest expenses. Net interest income increased due to an increase in average interest earning assets provided by our organic
growth, and the positive effect of our asset sensitive position. The nine increases in the Federal funds interest rate from the second quarter of
2005 to the second quarter of 2006 also contributed to the increase in net interest income. Non-interest expenses increased primarily due to
salaries and benefits and other expenses. Further discussion of non-interest expenses is below.

Interest Income and Expense

Net interest income is the most significant component of our income from operations. Net interest income (the interest rate spread ) is the
difference between the gross interest and fees earned 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 earned on interest earning assets and the volume of and interest rate
paid on interest bearing liabilities.

The following table sets forth a summary of average balances with