














































































































Notes to
Consolidated Financial Statements

17.  PARENT ONLY CONDENSED FINANCIAL STATEMENTS

CONDENSED BALANCE SHEETS
December 31, 2023 and 2022
(In thousands)

ASSETS

Cash and cash equivalents
Investment in Bank subsidiary
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS” EQUITY

Liabilities:

Senior debt and subordinated debentures
Other liabilities
Total liabilities
Shareholders” equity:
Common stock
Retained earnings
Accumulated other comprehensive loss, net of tax
Total shareholders” equity
Total liabilities and shareholders’ equity

CONDENSED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME (LOSS)

For the Years Ended December 31, 2023, 2022, and 2021
(In thousands)

Income:

Dividends declared by (Company) Subsidiary — eliminated in consolidation

Other income
Total income
Expenses:
Interest on subordinated debentures and borrowings
Professional fees
Other expenses
Total expenses
Income (loss) before equity in undistributed net income of Subsidiary
Equity in undistributed net income of Subsidiary, net of distributions
Income before income tax benefit
Benefit from income taxes

Net income

Total other comprehensive income (loss)

Comprehensive income (loss)
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2023 2022
$ 776 $ 3,202
274,596 240,879
1,704 989
$ 277,076 $ 245,070
$ 69,744 $ 69,599
268 811
70,012 70,410
62,550 61,487
210,548 194,400
(66,034) (81,227)
207,064 174,660
$ 277,076 $ 245,070

2023 2022 2021
6,963 (38,000) $ 7,679
11 6 3
6,974 (37,994) 7,682
3,652 1,971 266
1,305 239 296
283 601 560
5,240 2,811 1,122
1,734 (40,805) 6,560
22,256 66,583 21,496
23,990 25,778 28,056
1,546 867 345
25,536 26,645 $ 28,401
15,193 (88,859) (7,224)
40,729 (62,214) $ 21,177
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17. PARENT ONLY CONDENSED FINANCIAL STATEMENTS (Continued)

CONDENSED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2023, 2022, and 2021

(In thousands)
2023 2022 2021
Cash flows from operating activities:
Net income $ 25,536 $ 26,645 $ 28,401
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Undistributed net income of subsidiary, net of distributions (22,256) (66,583) (21,496)
Equity-based compensation 858 776 562
Amortization of unamortized issuance cost 145 145 -
Net (increase) decrease in other assets (715) (499) 1
Net increase (decrease) in other liabilities (542) 390 307
Benefit for deferred income taxes - 15 6
Net cash provided by (used in) operating activities 3,026 (39,111) 7,781
Cash flows used in investing activities:
Investment in subsidiary - - -
Cash flows from financing activities:
Proceeds from issuance of subordinated and senior debt - 30,000 34,299
Cash dividend payments on common stock (5,657) (5,638) (5,757)
Purchase and retirement of common stock (1) (6,814) (13,619)
Proceeds from exercise of stock options - 489 256
Proceeds from stock issued under employee stock purchase plan 206 216 204
Net cash (used in) provided by financing activities (5,452) 18,253 15,383
(Decrease) increase in cash and cash equivalents (2,426) (20,858) 23,164
Cash and cash equivalents at beginning of year 3,202 24,060 896
Cash and cash equivalents at end of year $ 776 $ 3,202 $ 24,060
Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for interest $ 4,180 $ 1,431 $ 119
18. SUBSEQUENT EVENT merger, the resulting company will assume the name Community West Bancshares,
and Central Valley Community Bank will assume the name Community West Bank
On February 8, 2024, the Company received shareholder approval of the merger of to reflect the expanded territory of the combined company.
Community West Bancshares with and into the Company, with Central Valley
Community Bancorp as the resulting company, and Community West Bank with .
and into Central Valley Community Bank. Dividend Declared
Additionally, all required regulatory approvals have been received for the merger On January 17, 2024, the Board of Directors declared a 0.12 per share cash
and the closing of the transaction is expected to be completed as of April 1, 2024, dividend payable on February 19, 2024 to shareholders of record as of February 2,
subject to certain other customary closing conditions. Following the closing of the 2024.
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Financial Statements and Supplementary Data.
Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of
Central Valley Community Bancorp

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheet of Central Valley Community Bancorp and subsidiary (the “Company”)
as of December 31, 2023, the related consolidated statements of income, comprehensive income (loss), changes in shareholders’ equity, and
cash flows for the year then ended, and the related notes (collectively referred to as the “consolidated financial statements”). In our
opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position of the Company as
of December 31, 2023, and the consolidated results of its operations and its cash flows for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

Change in Accounting Principle

As discussed in Notes 1, 2, and 3 to the consolidated financial statements, the Company changed its method of accounting for
allowance for credit losses as of January 1, 2023, due to the adoption of Accounting Standards Updated No. 2016-13, which established
Accounting Standards Codification Topic 326, Financial Instruments—Credit Losses.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on the Company’s consolidated financial statements based on our audit. We are a public accounting firm registered with the Public
Company Accounting Oversight Board (United States) (‘PCAOB”) and are required to be independent with respect to the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the

PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to error
or fraud. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting in
accordance with the standards of the PCAOB. As part of our audit we are required to obtain an understanding of internal control over
financial reporting but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting in accordance with the standards of the PCAOB. Accordingly, we express no such opinion.

Our audit included performing procedures to assess the risks of material misstatement of the consolidated financial statements,
whether due to error or fraud, and performing procedures to respond to those risks. Such procedures included examining, on a test basis,
evidence regarding the amounts and disclosures in the consolidated financial statements. Our audit also included evaluating the accounting
principles used and significant estimates made by management, as well as evaluating the overall presentation of the consolidated financial
statements. We believe that our audit provide a reasonable basis for our opinion.

Critical Audit Matter

The critical audit matter communicated below is a matter arising from the current period audit of the consolidated financial statements
that was communicated or required to be communicated to the audit committee and that (1) relates to accounts or disclosures that are material
to the consolidated financial statements and (2) involved our especially challenging, subjective, or complex judgments. The communication
of critical audit matters does not alter in any way our opinion on the consolidated financial statements, taken as a whole, and we are not,
by communicating the critical audit matter below, providing a separate opinion on the critical audit matter or on the accounts or disclosures
to which it relates.

Allowance for Credit Losses for Loans

As described in Notes 1 and 3 to the consolidated financial statements, the Company adopted ASU 2016-13, Financial Instruments—
Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, as of January 1, 2023, using the modified
retrospective method for all financial assets measured at amortized cost and off-balance sheet credit exposures. Upon adoption, the Company
recorded a decrease to retained earnings of $3.7 million, net of taxes, for the cumulative effect. As further discussed in Note 3 to the
consolidated financial statements, the Company’s allowance for credit losses for loans was $14.7 million as of December 31, 2023. The

39



allowance for credit losses is maintained to cover lifetime expected credit losses in the loan portfolio. The Company estimates its allowance
for credit losses based on modeled expectations of lifetime expected credit losses utilizing national and local peer group historical losses and
weighting of economic scenarios. The Company incorporates forward-looking information using macroeconomic scenarios, which

include variables that are considered key drivers of credit losses within the portfolio. These scenarios consist of a base forecast representing
the most likely outcome, combined with downside or upside scenarios reflecting possible worsening or improving economic conditions.

We identified the elections and key assumptions involved in the adoption of Topic 326, and the selection and weighting of economic
scenarios used by the Company’s management in the estimate of the allowance for credit losses for loans as a critical audit matter. The principal
consideration for our determination of the allowance for credit losses for loans as a critical audit matter is the subjectivity required by
management in the elections of national or local peer group historical losses and selection and weighting of the forecasted economic scenarios.
Auditing management’s judgments regarding modeled expectations applied to the allowance for credit losses for loans involved significant
audit effort, as well as especially challenging and subjective auditor judgment when performing audit procedures and evaluating the results of
those procedures.

The primary procedures we performed to address this critical audit matter included:

* Testing the process used by management and evaluating the appropriateness of the methodology used to estimate the allowance for
credit losses.

* Evaluating the appropriateness of the Company’s elections and key assumptions involved in the adoption of Topic 326.

¢ Evaluating the reasonableness of significant assumptions used by management, including the modeled economic scenarios selected and
weighting applied.

* Evaluating the relevance and reliability of the data used by management in the economic scenarios, such as the use of national or local
peer group historical losses by loan portfolio segment.

* Testing the completeness and accuracy of key model inputs including loan data.

We have served as the Company’s auditor since 2023.

M%#JN%W

Sacramento, California

March 15, 2024
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Report of Independent Registered Public Accounting Firm

Shareholders and the Board of Directors of
Central Valley Community Bancorp and Subsidiary
Fresno, California

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheet of Central Valley Community Bancorp and Subsidiary (the “Company”)
as of December 31, 2022, the related consolidated statements of income, comprehensive income (loss), changes in shareholders’ equity, and
cash flows for each of the two years in the period ended December 31, 2022, and the related notes (collectively referred to as the “financial
statements”). In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of
December 31, 2022, and the results of its operations and its cash flows for each of the two years in the period ended December 31, 2022,
in conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the
Company’s financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting
Opversight Board (United States) (‘PCAOB”) and are required to be independent with respect to the Company in accordance with the U.S.
federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud.
Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or
fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the
amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide
a reasonable basis for our opinion.

We served as the Company’s auditor from 2011 to 2023.

Cuowe LLP

Sacramento, California
March 15, 2024
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Management’s Discussion and Analysis

of Financial Condition and Results of Operations.

Management’s discussion and analysis should be read in conjunction with the
Company’s audited Consolidated Financial Statements, including the Notes thereto,
in Item 8 of this Annual Report.

INTRODUCTION

Central Valley Community Bancorp (NASDAQ: CVCY) (the Company) was
incorporated on February 7, 2000. The formation of the holding company offered
the Company more flexibility in meeting the long-term needs of customers,
shareholders, and the communities it serves. The Company currently has one bank
subsidiary, Central Valley Community Bank (the Bank) and one business trust
subsidiary, Service 1st Capital Trust 1. The Company’s market area includes the
Central Valley area from Sacramento, California to Bakersfield, California.

During 2023, we focused on asset quality, liquidity, and capital adequacy. We
also focused on assuring that competitive products and services were made available
to our clients while adjusting to the many new laws and regulations that affect the
banking industry.

As of December 31, 2023, the Bank operated 19 full-service offices. Additionally,
the Bank maintains a Commercial Real Estate Division, an Agribusiness Center, and
a SBA Lending Division. The Real Estate Division processes or assists in processing
the majority of the Bank’s real estate related transactions, including interim
construction loans for single family residences and commercial buildings. We offer
permanent single family residential loans through our mortgage broker services.

OVERVIEW

Financial Highlights

The significant highlights for the Company as of or for the period ended
December 31, 2023 included the following:

* Net income for 2023 was $25,536,000 compared to $26,645,000 and
$28,401,000 for the years ended December 31, 2022 and 2021, respectively.

* Diluted earnings per share (EPS) for the year ended December 31, 2023 was
$2.17, compared to $2.27 and $2.31 for the years ended December 31, 2022
and 2021, respectively.

* Total assets at December 31, 2023 were $2,433,426,000 compared to
$2,422,519,000 at December 31, 2022.

¢ Net loans increased $30.7 million or 2.46%, and total assets increased
$10.9 million or 0.45% at December 31, 2023 compared to December 31,
2022. During the fourth quarter, net loans increased $16.3 million or 1.29%.

* Total deposits decreased 2.76% to $2.04 billion at December 31, 2023
compared to December 31, 2022.

¢ Total equity was $207,064,000 at December 31, 2023 compared to
$174,660,000 at December 31, 2022.

* Total cost of deposits increased to 0.72% for the year ended December 31,
2023 compared to 0.06% for the year ended December 31, 2022.

¢ Average non-interest bearing demand deposit accounts as a percentage of total
average deposits was 46.61% and 50.42% for the quarters ended
December 31, 2023 and December 31, 2022, respectively.

¢ Net interest margin increased to 3.58% for the year ended December 31,

2023, from 3.52% for the year ended December 31, 2022.

¢ Return on average equity (‘ROE”) for 2023 was 13.81% compared to
14.25% and 11.5% for 2022 and 2021, respectively.

¢ Return on average assets (“ROA”) for 2023 was 1.04% compared to 1.09%
and 1.25% for 2022 and 2021, respectively.

¢ There were no non-performing assets for the year ended December 31, 2023.
Additionally, net loan charge-offs were $20,000 and loans delinquent more
than 30 days were $769,000, compared to net loan recoveries of $248,000 and
loans delinquent more than 30 days of $5,895,000 for the year ended
December 31, 2022.
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 Capital positions remain strong at December 31, 2023 with a 9.18% Tier 1
Leverage Ratio; a 12.78% Common Equity Tier 1 Ratio; a 13.07% Tier 1
Risk-Based Capital Ratio; and a 16.08% Total Risk-Based Capital Ratio.

Dividend Declared

The Company declared a $0.12 per common share cash dividend, payable on
February 19, 2024 to shareholders of record on February 2, 2024.

Key Factors in Evaluating Financial Condition
and Operating Performance

In evaluating our financial condition and operating performance, we focus on
several key factors including:

¢ Return to our shareholders;
* Return on average assets;

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

e Asset quality;

e Asset growth;

e Capital adequacy;

¢ Operating efficiency; and

* Liquidity.

Return to Our Shareholders

One measure of our return to our shareholders is the return on average equity
(ROE), which is a ratio that measures net income divided by average sharcholders’
equity. Our ROE was 13.81% for the year ended 2023 compared to 14.25% and
11.5% for the years ended 2022 and 2021, respectively.

Our net income for the year ended December 31, 2023 decreased $1,109,000
compared to 2022 and decreased $1,756,000 in 2022 compared to 2021.
Contributing to the decrease during 2023, compared to 2022, was an increase in
salary and employee benefits and non-interest expenses primarily attributed to
increases in professional services. During 2022, net income compared to 2021 was
primarily impacted by a provision for credit losses of $995,000 in 2022, compared to
a credit to credit losses of $4,435,000 in 2021.

Net interest income increased primarily due to loan and fee income and increases
in interest income on investments, partially offset by an increase in interest expense.
For 2023, our net interest margin (NIM) increased 6 basis points to 3.58%
compared to 2022 as a result of yield and asset mix changes. Net interest income
was positively impacted by the accretion of the loan marks on acquired loans in the
amount of $325,000 and $521,000 for the year ended December 31, 2023 and 2022,
respectively. In addition, net interest income before the provision for credit losses
for the year ended December 31, 2023 benefited by approximately $165,000 in
nonrecurring income from prepayment penalties and payoff of loans, as compared to
$649,000 for the year ended December 31, 2022. Excluding these reversals and
benefits, net interest income for the year ended December 31, 2023 increased by
$3,543,000 compared to the year ended December 31, 2022.

Non-interest income increased 38.90% in 2023 compared to 2022 primarily due
to a $823,000 decrease in net realized losses on sales and calls of investment securities
and an increase of $1,468,000 in other income, offset by a decrease in loan
placement fees of $315,000 and a decrease in service charge income of $511,000.
The increase in other income is primarily attributed to changes in fair value of other
equity investments and increase in certain merchant fee activity.

Non-interest expenses increased $6,816,000 or 14.06% to $55,300,000 in 2023
compared to $48,484,000 in 2022. The net increase year over year resulted from
increased salaries and employee benefits of $2,450,000 and $1,906,000 in professional
services. The increase in salaries and benefits, including director expenses, was
primarily due to credits of $550,000 in post-retirement costs recorded in the prior
year, a result of changes in the discount rate, compared to expense of $910,000
recorded in the current year. Additionally, increases in salaries and benefits were a
reflection of salary adjustments due to market conditions. The increase in professional
services was due to non-recurring legal and professional fees, including $1,191,000
related to the announced merger.



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

OVERVIEW (Continued)

The Company recorded an income tax provision of $8,304,000 for the year
ended December 31, 2023, compared to $8,496,000 for the year ended December 31,
2022, and $9,616,000 for the year ended December 31, 2021. Basic EPS was
$2.17 for 2023 compared to $2.27 and $2.32 for 2022 and 2021, respectively.
Diluted EPS was $2.17 for 2023 compared to $2.27 and $2.31 for 2022 and 2021,
respectively.

Return on Average Assets and Net Interest Margin

Our ROA is a ratio that measures our performance as a comparable figure with
other banks and bank holding companies. Our ROA for the year ended 2023 was
1.04% compared to 1.09% and 1.25% for the years ended December 31, 2022 and
2021, respectively. The 2023 decrease in ROA is primarily due to the decrease in

net income coupled with the increase in average assets. Annualized ROA for our peer
group was 1.04% at December 31, 2023. Peer group information from S&P

Global Market Intelligence data includes bank holding companies in central
California with assets from $1 billion to $3.5 billion.

Our net interest margin (fully tax equivalent basis) was 3.58% for the year ended
December 31, 2023, compared to 3.52% and 3.54% for the years ended December 31,
2022 and 2021, respectively. The increase in 2023 net interest margin compared to
2022, resulted from the increase in the yield on the Company’s loan portfolio, and an
increase in the balance of average interest earning assets. The effective tax equivalent
yield on total earning assets increased 77 basis points. This increase was impacted
however as the cost of total interest-bearing liabilities increased 131 basis points to
1.59% for the year ended December 31, 2023. Our cost of total deposits in 2023 and
2022 was 0.72% and 0.06%, respectively, compared to 0.05% for the same period
in 2021. Our net interest income before provision for credit losses increased
$2,863,000 or 3.60% to $82,429,000 for the year ended 2023 compared to
$79,566,000 and $72,554,000 for the years ended 2022 and 2021, respectively.

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 classified and nonperforming loans, and is a key element in estimating the
future earnings of a company. There were no nonperforming assets or nonperforming
loans at December 31, 2023 or December 31, 2022.

The Company had no other real estate owned at December 31, 2023, or
December 31, 2022. No foreclosed assets were recorded at December 31, 2023 or
December 31, 2022. Management maintains certain loans that have been brought
current by the borrower (less than 30 days delinquent) on nonaccrual status until such
time as management has determined that the loans are likely to remain current in
future periods.

The allowance for credit losses as a percentage of outstanding loan balance was
1.14% as of December 31, 2023 and 0.86% as of December 31, 2022. The ratio of
net charge-offs/(recoveries) to average loans was 0.002% as of December 31, 2023
and (0.02)% as of December 31, 2022.

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 increased 0.45% during 2023 to
$2,433,426,000 as of December 31, 2023 from $2,422,519,000 as of December 31,
2022. Total gross loans increased 2.75% to $1,290,797,000 as of December 31,
2023, compared to $1,256,304,000 at December 31, 2022. Total investment securities
decreased 5.64% to $906,287,000 as of December 31, 2023 compared to
$960,490,000 as of December 31, 2022. Total deposits decreased 2.76% to
$2,041,612,000 as of December 31, 2023 compared to $2,099,649,000 as of
December 31, 2022.

Our loan to deposit ratio at December 31, 2023 was 63.22% compared to
59.83% at December 31, 2022. The loan to deposit ratio of our peers was 78.00%
at December 31, 2023. Peer group information from S&P Global Market Intelligence
data includes bank holding companies in central California with assets from

$1 billion to $3.5 billion.
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Capital Adequac

At December 31, 2023, we had a total capital to risk-weighted assets ratio of
16.08%, a Tier 1 risk-based capital ratio of 13.07%, common equity Tier 1 ratio of
12.78%, and a leverage ratio of 9.18%. At December 31, 2022, we had a total capital
to risk-weighted assets ratio of 14.92%, a Tier 1 risk-based capital ratio of 12.22%,
common equity Tier 1 ratio of 11.92%, and a leverage ratio of 8.37%. At
December 31, 2023, on a stand-alone basis, the Bank had a total risk-based capital
ratio of 17.74%, a Tier 1 risk based capital ratio of 16.76%, common equity Tier 1
ratio of 16.76%, and a leverage ratio of 11.75%. At December 31, 2022, the

Bank had a total risk-based capital ratio of 16.53%, Tier 1 risk-based capital of
15.87% and a leverage ratio of 10.86%. Note 12 of the audited Consolidated Financial
Statements provides more detailed information concerning the Company’s capital
amounts and ratios.

As of December 31, 2023, the Bank met or exceeded all of their capital
requirements inclusive of the capital buffer. The Bank’s capital ratios exceeded the
regulatory guidelines for a well-capitalized financial institution under the Basel III
regulatory requirements at December 31, 2023.

Operating Efficiency

Operating efficiency is the measure of how efficiently earnings before taxes are
generated as a percentage of revenue. A lower ratio represents greater efficiency. The
Company’s efficiency ratio (operating expenses, excluding amortization of
intangibles and foreclosed property expense, divided by net interest income plus non-
interest income, excluding net gains and losses from sale of securities) was 60.49%
for 2023 compared to 54.51% for 2022 and 57.16% for 2021. The decline in the
efficiency ratio in 2023 was due to the growth in non-interest expense outpacing

the increase in non-interest income. The combination of the Company’s net interest
income before provision for credit losses, plus non-interest income, increased

5.71% to $89,449,000 in 2023 compared to $84,620,000 in 2022 and $81,559,000
in 2021, while operating expenses increased 14.06% in 2023, 1.06% in 2022, and
0.33% in 2021.

Liquidity

Liquidity management involves our ability to meet cash flow requirements arising
from fluctuations in deposit levels and demands of daily operations, which include
providing for customers’ credit needs, funding of securities purchases, and ongoing
repayment of borrowings. Our liquidity is actively managed on a daily basis and
reviewed periodically by our management and Directors’ Asset/Liability Committee.
This process is intended to ensure the maintenance of sufficient funds to meet our
needs, including adequate cash flows for off-balance sheet commitments. Our primary
sources of liquidity are derived from financing activities which include the
acceptance of customer and, to a lesser extent, broker deposits, Federal funds
facilities and advances from the Federal Home Loan Bank of San Francisco, the
Federal Reserve, or the Federal Reserve’s Bank Term Funding Program. We have
available unsecured lines of credit with correspondent banks totaling approximately
$110,000,000 and secured borrowing lines of approximately $342,483,000 with the
Federal Home Loan Bank. These funding sources are augmented by collection of
principal and interest on loans, the routine maturities and pay downs of securities
from our investment securities portfolio, the stability of our core deposits, and the
ability to sell investment securities. Primary uses of funds include origination and
purchases of loans, withdrawals of and interest payments on deposits, purchases of
investment securities, and payment of operating expenses.

We had liquid assets (cash and due from banks, interest-earning deposits in other
banks, Federal funds sold, equity securities, and available-for-sale securities) totaling
$657,573,000 or 27.02% of total assets at December 31, 2023 and $686,553,000
or 28.34% of total assets as of December 31, 2022.
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RESULTS OF OPERATIONS
For the Year Ended

(In thousands, except share and per-share December 31, December 31, December 31,
amounts) 2023 2022 2021
Net interest income before provision (credit)

for credit losses $ 82,429 $ 79,566 $ 72,554
Provision (credit) for credit losses 309 995 (4,435)
Net interest income after provision (credit)

for credit losses 82,120 78,571 76,989
Total non-interest income 7,020 5,054 9,005
Total non-interest expenses 55,300 48,484 47,977
Income before provision for income taxes 33,840 35,141 38,017
Provision for income taxes 8,304 8,496 9,616
Net income $ 25,536 $ 26,645 $ 28,401

Net income was $25,536,000 in 2023 compared to $26,645,000 and
$28,401,000 in 2022 and 2021, respectively. Basic earnings per share was $2.17,
$2.27, and $2.32 for 2023, 2022, and 2021, respectively. Diluted earnings per share
was $2.17, $2.27, and $2.31 for 2023, 2022, and 2021, respectively. ROE was
13.81% for 2023 compared to 14.25% for 2022 and 11.50% for 2021. ROA for
2023 was 1.04% compared to 1.09% for 2022 and 1.25% for 2021.

Net income for the year ended December 31, 2023 decreased $1,109,000
compared to 2022 and decreased $1,756,000 in 2022 compared to 2021.
Contributing to the decrease during 2023, compared to 2022, was an increase in
salary and employee benefits and non-interest expenses primarily attributed to
increases in professional services. During 2022, net income compared to 2021 was
primarily impacted by a provision for credit losses of $995,000 in 2022, compared to
a credit to credit losses of $4,435,000 in 2021.
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INTEREST INCOME AND EXPENSE

The level of net interest income depends on several factors in combination,
including yields on earning assets, the cost of interest-bearing liabilities, the relative
volumes of earning assets and interest-bearing liabilities, and the mix of products which
comprise the Company’s earning assets, deposits, and other interest-bearing
liabilities. To maintain its net interest margin, the Company must manage the
relationship between interest earned and paid.

The following Distribution, Rate and Yield table presents the average amounts
outstanding for the major categories of the Company’s balance sheet, the average
interest rates earned or paid thereon, and the resulting net interest margin on average
interest earning assets for the periods indicated. Average balances are based on daily
averages.
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INTEREST INCOME AND EXPENSE (Continued)

SCHEDULE OF AVERAGE
BALANCES, AVERAGE YIELDS
AND RATES

(Dollars in thousands)

ASSETS

Interest-carning deposits in other

banks
Securities
Taxable securities
Non-taxable securities (1)
Total investment securities

Total securities and interest-
earning deposits

Loans (2) (3)

Total interest-earning assets
Allowance for credit losses
Nonaccrual loans
Cash and due from banks
Bank premises and equipment
Other assets

Total average assets

LIABILITIES AND
SHAREHOLDERS’ EQUITY

Interest-bearing liabilities:
Savings and NOW accounts
Money market accounts

Time certificates of deposit

Total interest-bearing deposits

Other borrowed funds

Total interest-bearing liabilities

Non-interest bearing demand
deposits

Other liabilities
Shareholders’ equity

Total average liabilities and
shareholders” equity

Interest income and rate earned on
average earning assets

Interest expense and interest cost

related to average interest-bearing

liabilities

Net interest income and net interest

margin (4)

Year Ended December 31, 2023

Year Ended December 31, 2022

Year Ended December 31, 2021

Interest Average Interest Average Interest Average
Average Income/ Interest Average Income/ Interest Average Income/ Interest
Balance Expense Rate Balance Expense Rate Balance Expense Rate
$ 67,749 $ 3,576 5.28% | § 48,032 $ 391 0.81% | $ 104,710 § 129 0.12%
760,140 23,437 3.08% 862,079 20,011 2.32% 678,093 14,044 2.07%
256,196 7,091 2.77% 270,014 8,454 3.13% 238,870 7,096 2.97%
1,016,336 30,528 3.00% 1,132,093 28,465 2.51% 916,963 21,140 2.31%
1,084,085 34,104 3.15% 1,180,125 28,856 2.45% 1,021,673 21,269 2.08%
1,263,226 69,803 5.53% 1,133,641 55,907 4.93% 1,067,316 54,077 5.07%
2,347,311 $ 103,907 4.43% 2,313,766 $ 84,763 3.66% 2,088,989 $ 75,346 3.61%
(14,312) (10,005) (11,482)
— 278 2,337
27,671 36,491 38,202
10,465 8,092 8,436
89,223 90,772 141,133
$ 2,460,358 $ 2,439,394 $ 2,267,615
$ 473,102 § 611 0.13% | $ 581,285 $ 232 0.04% | $ 529,043 $ 182 0.03%
531,013 8,910 1.68% 486,823 848 0.17% 455,575 661 0.15%
163,220 6,006 3.68% 81,473 117 0.14% 89,875 193 0.21%
1,167,335 15,527 1.33% 1,149,581 1,197 0.10% 1,074,493 1,036 0.10%
86,250 4,462 5.17% 63,752 2,225 3.49% 9,864 266 2.70%
1,253,585 $ 19,989 1.59% 1,213,333 §$ 3,422 0.28% 1,084,357 $ 1,302 0.12%
987,906 1,006,511 900,083
33,989 32,532 36,311
184,878 187,018 246,864
$ 2,460,358 $ 2,439,394 $ 2,267,615
$ 103,907 4.43% $ 84,763 3.66% $ 75,346 3.61%
19,989 1.59% 3,422 0.28% 1,302 0.12%
$ 83,918 3.58% $ 81,341 3.52% $ 74,044 3.54%

(1) Interest income is calculated on a fully tax equivalent basis, which includes Federal tax benefits relating to income earned on municipal bonds totaling $1,489, $1,775, and $1,490 in 2023, 2022,

and 2021, respectively.

(2) Loan interest income includes loan (costs)fees of $(11) in 2023, $274 in 2022, and $6,474 in 2021.
(3) Average loans do not include nonaccrual loans.

(4) Net interest margin is computed by dividing net interest income by total average interest-earning assets.
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INTEREST INCOME AND EXPENSE (Continued)

45.58% for 2022 and 2021, respectively.

NET INTEREST INCOME BEFORE PROVISION FOR CREDIT LOSSES

Net interest income before provision for credit losses for 2023 increased $2,863,000
or 3.60% to $82,429,000 compared to $79,566,000 for 2022. The increase in

2023 was a result of yield changes, asset mix changes, and an increase in average
earning assets, offset by an increase in average interest bearing liabilities. The net
interest margin (NIM) increased six basis points. Yield on interest earning assets
increased 77 basis points. The increase in net interest margin in the period-to-period
comparison resulted primarily from the increase in yields.

Net interest income before provision for credit losses increased $7,012,000 in
2022 compared to 2021, primarily due yield changes and asset mix changes. Average
interest-carning assets were $2,347,311,000 for the year ended December 31, 2023
with a NIM of 3.58% compared to $2,313,766,000 with a NIM of 3.52% in 2022,
and $2,088,989,000 with a NIM of 3.54% in 2021. For a discussion of the
repricing of our assets and liabilities, refer to Quantitative and Qualitative Disclosure
about Market Risk.

NON-INTEREST INCOME

Non-interest income is comprised of customer service charges, gains (losses) on sales
and calls of investment securities, income from appreciation in cash surrender

value of bank owned life insurance, loan placement fees, Federal Home Loan Bank
dividends, and other income. Non-interest income was $7,020,000 in 2023 compared
to $5,054,000 and $9,005,000 in 2022 and 2021, respectively. The $1,966,000 or
38.90% increase in non-interest income in 2023 was driven by a decrease in net
realized losses on sales and calls of investment securities, an increase in other
income, partially offset by a decrease in loan placement fees and a decrease in service
charge income. The $3,951,000 or 43.88% decrease in non-interest income in
2022 was driven by an increase in net realized losses on sales and calls of investment
securities, a decrease in other income, and a decrease in loan placement fees,
partially offset by an increase in service charge income, an increase in interchange
fees and an increase in appreciation in cash surrender value of bank-owned life
insurance.

Customer service charges decreased $511,000 to $1,503,000 in 2023 compared
t0 $2,014,000 in 2022. Service charges were $1,901,000 in 2021. The decrease in
our fees is the result of lower NSF and analysis service charges.

During the year ended December 31, 2023, we realized net losses on sales and
calls of investment securities of $907,000, compared to net losses of $1,730,000 in
2022, and net gains of $501,000 in 2021. The net gains in 2021 were the results of
partial restructuring of the investment portfolio designed to improve the future
performance of the portfolio. Realized losses recorded in 2023 and 2022 were the
result of strategic decisions to reduce the overall impact of the Company’s investment
portfolio. See Noze 2 to the audited Consolidated Financial Statements for more
detail.

Income from the appreciation in cash surrender value of bank owned life
insurance (BOLI) totaled $1,035,000 in 2023 compared to $985,000 and $840,000
in 2022 and 2021, respectively. The Bank’s salary continuation and deferred
compensation plans and the related BOLI are used as retention tools for directors
and key executives of the Bank.

Interchange fees totaled $1,780,000 in 2023 compared to $1,847,000 and
$1,784,000 in 2022 and 2021, respectively.

The Company earns loan placement fees from the brokerage of single-family
residential mortgage loans provided for the convenience of our customers. Loan
placement fees decreased $315,000 in 2023 to $584,000 compared to $899,000 in
2022 and $1,974,000 in 2021.

The Bank holds stock from the Federal Home Loan Bank in relationship with its
borrowing capacity and generally receives quarterly dividends. As of December 31,
2023 and 2022, we held FHLB stock totaling $7,136,000 and $6,169,000,
respectively. Dividends in 2023 increased to $498,000 compared to $367,000 in
2022 and $321,000 in 2021.

Other income increased to $2,125,000 in 2023 compared to $657,000 and
$1,676,000 in 2022 and 2021, respectively. The increase in other income is primarily
attributed to changes in fair value of other equity investments and increase in
certain merchant fee activity.

NON-INTEREST EXPENSES

Salaries and employee benefits, occupancy and equipment, regulatory assessments,
acquisition and integration-related expenses, data processing expenses, ATM/Debit
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card expenses, license and maintenance contract expenses, information technology,
and professional services (consisting of audit, accounting, consulting and legal fees)
are the major categories of non-interest expenses. Non-interest expenses increased
$6,816,000 or 14.06% to $55,300,000 in 2023 compared to $48,484,000 in 2022,
and $47,977,000 in 2021.

Our efficiency ratio, measured as the percentage of non-interest expenses
(exclusive of amortization of core deposit intangibles, other real estate owned, and
repossessed asset expenses) to net interest income before provision for credit losses plus
non-interest income (exclusive of realized gains or losses on sale and calls of
investments) was 60.49% for 2023 compared to 54.51% for 2022 and 57.16% for
2021. The increase in the efficiency ratio in 2023 compared to 2022 was due to the
the increase in non-interest expense.

Salaries and employee benefits increased $2,450,000 or 8.47% to $31,367,000
in 2023 compared to $28,917,000 in 2022 and $28,720,000 in 2021. Full time
equivalents were 246 for the year ended December 31, 2023 compared to 248 for
the year ended December 31, 2022. The increase in salaries and employee benefits in
2023 compared to 2022 was from increases in salary to reflect current market
conditions.

For the years ended December 31, 2023, 2022, and 2021, the compensation cost
recognized for equity-based compensation was $858,000, $776,000 and $562,000,
respectively. As of December 31, 2023, there was $763,000 of total unrecognized
compensation cost related to non-vested equity-based compensation arrangements
granted under all plans. The cost is expected to be recognized over a weighted average
period of 2.16 years. See Notes I and 13 to the audited Consolidated Financial
Statements for more detail. No options to purchase shares of the Company’s common
stock were issued during the years ending December 31, 2023, 2022, or 2021.
Restricted common stock awards of 69,692, 56,089, and 31,496 shares were awarded
in 2023, 2022, and 2021, respectively.

Occupancy and equipment expense increased $595,000 or 11.60% to $5,726,000
in 2023 compared to $5,131,000 in 2022 and $4,882,000 in 2021. The Company
made no changes in its depreciation expense methodology. The Company operated 19
full-service offices at December 31, 2023 and December 31, 2022. During 2023,
the Company opened one new banking center, a consolidation of two banking centers
into a new location, and one banking center relocation.

Regulatory assessments were $1,312,000 in 2023 compared to $851,000 and
$831,000 in 2022 and 2021, respectively. The assessment base for calculating the
amount owed is based on the formula of average assets minus average tangible equity.

Information technology expense increased $272,000 to $3,616,000 for the year
ended December 31, 2023 compared to $3,344,000 and $2,868,000 in 2022 and
2021, respectively. Data processing expenses were $2,621,000 in 2023 compared to
$2,245,000 in 2022 and $2,394,000 in 2021. Professional services increased
$1,906,000 in 2023 compared to 2022 due to higher legal expenses and consulting
fees related to the upcoming merger.

The following table shows significant components of other non-interest expense
for the periods indicated:
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NON-INTEREST EXPENSES (Continued)

For the Year
Ended December 31,

(Dollars in thousands) 2023 2022 2021
Telephone expenses $ 439 $ 376 $ 224
Armored car and courier service 266 257 255
General insurance 255 211 182
Education and training 220 191 198
Operating losses 214 253 80
Business development and entertainment 210 122 87
Donations 188 129 91
Meetings and meals 184 144 82
Remote deposit capture 163 123 62
Travel expense 162 114 51
Internet banking expense 158 134 320
Stationery and supplies 153 155 150
Alarm and security service expense 146 121 131
Risk management expense 142 99 94
Community Reinvestment Act (CRA) donations 138 96 106
Association expense 121 133 121
Service charge fee expense 101 99 77
Other 1,110 816 988

Total other non-interest expense $4,370  $3,573  $3,299

PROVISION FOR INCOME TAXES

Our effective income tax rate was 24.5% for 2023 compared to 24.2% for 2022 and
25.3% for 2021. The Company reported an income tax provision of $8,304,000,
$8,496,000, and $9,616,000 for the years ended December 31, 2023, 2022, and
2021, respectively.

Some items of income and expense are recognized in different years for tax
purposes than when applying generally accepted accounting principles leading to
timing differences between the Company’s actual tax liability, and the amount accrued
for this liability based on book income. These temporary differences comprise the
“deferred” portion of the Company’s tax expense or benefit, which is accumulated on
the Company’s books as a deferred tax asset or deferred tax liability until such time
as they reverse.

Realization of the Company’s deferred tax assets is primarily dependent upon the
Company generating sufficient future taxable income to obtain benefit from the
reversal of net deductible temporary differences and the utilization of tax credit
carryforwards and the net operating loss carryforwards for Federal and California
state income tax purposes. The amount of deferred tax assets considered realizable is
subject to adjustment in future periods based on estimates of future taxable
income. Under generally accepted accounting principles, a valuation allowance is
required to be recognized if it is “more likely than not” that the deferred tax assets will
not be realized. The determination of the realization of the deferred tax assets is
highly subjective and dependent upon judgment concerning management’s evaluation
of both positive and negative evidence, including forecasts of future income,
cumulative losses, applicable tax-planning strategies, and assessments of current and
future economic and business conditions.

The Company had the net deferred tax assets of $38,456,000 and $43,377,000
at December 31, 2023 and 2022, respectively. After consideration of the matters in
the preceding paragraph, the Company determined that it is more likely than not that
the net deferred tax assets at December 31, 2023 and 2022 will be fully realized in
future years.

FINANCIAL CONDITION

SUMMARY OF CHANGES IN CONSOLIDATED BALANCE SHEETS

Total assets were $2,433,426,000 as of December 31, 2023, compared to
$2,422,519,000 as of December 31, 2022, an increase of 0.45% or $10,907,000.
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Total gross loans were $1,290,797,000 as of December 31, 2023, compared to
$1,256,304,000 as of December 31, 2022, an increase of $34,493,000 or 2.75%.
The total investment portfolio decreased 5.64% or $54,203,000 to $906,287,000.
Total deposits decreased 2.76% or $58,037,000 to $2,041,612,000 as of
December 31, 2023, compared to $2,099,649,000 as of December 31, 2022.
Shareholders’ equity increased $32,404,000 or 18.55% to $207,064,000 as of
December 31, 2023, compared to $174,660,000 as of December 31, 2022. The
increase in shareholders’ equity was driven by the decrease in net unrealized losses on
the investment portfolio, net of estimated taxes, in accumulated other comprehensive
income (AOCI), supported by the retention of earnings, net of dividends paid.
Accrued interest payable and other liabilities were $35,006,000 as of December 31,
2023, compared to $32,611,000 as of December 31, 2022, an increase of $2,395,000.

FAIR VALUE

The Company measures the fair value of its financial instruments utilizing a
hierarchical framework associated with the level of observable pricing scenarios
utilized in measuring financial instruments at fair value. The degree of judgment
utilized in measuring the fair value of financial instruments generally correlates to the
level of the observable pricing scenario. Financial instruments with readily available
actively quoted prices or for which fair value can be measured from actively quoted
prices generally will have a higher degree of observable pricing and a lesser degree
of judgment utilized in measuring fair value. Conversely, financial instruments rarely
traded or not quoted will generally have little or no observable pricing and a higher
degree of judgment utilized in measuring fair value. Observable pricing scenarios are
impacted by a number of factors, including the type of financial instrument,
whether the financial instrument is new to the market and not yet established and
the characteristics specific to the transaction.

See Note 16 of the Notes to Consolidated Financial Statements for additional
information about the level of pricing transparency associated with financial
instruments carried at fair value.

INVESTMENTS

The following table reflects the balances for each category of securities at year end
(in thousands):

Amortized Cost at December 31,

Available-for-Sale Securities 2023 2022 2021
U.S. Treasury securities $ 9,990 $ 9,990 $ 9,988
U.S. Government agencies 102 107 373
Obligations of states and political subdivisions 198,070 201,638 512,952
U.S. Government sponsored entities and agencies

collateralized by residential mortgage obligations 88,874 117,292 213,471
Private label mortgage and asset backed securities 372,610 411,441 317,089
Corporate debt securities - - 44,500
Total Available-for-Sale Securities $ 669,646 $ 740,468 $ 1,098,373

Amortized Cost at December 31,

Held-to-Maturity Securities 2023 2022 2021
Obligations of states and political

subdivisions $ 192,070 $ 192,004 $ -
U.S. Government sponsored entities

and agencies collateralized by

residential mortgage obligations 10,758 10,430 -
Private label mortgage and asset

backed securities 54,579 56,691 -
Corporate debt securities 46,086 45,982 -
Total Held-to-Maturity Securities $ 303,493 $ 305,107 $ -

Our investment portfolio consists of U.S. Government sponsored entities and
agencies collateralized by mortgage backed obligations and obligations of states and
political subdivision securities and are classified at the date of acquisition as available-
for-sale or held-to-maturity. As of December 31, 2023, investment securities with a
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INVESTMENTS (Continued)

fair value of $326,054,000, or 36.24% of our investment securities portfolio, were
held as collateral for public funds, short and long-term borrowings, treasury, tax, and
for other purposes. Our investment policies are established by the Board of
Directors and implemented by our Investment/Asset Liability Committee. They are
designed primarily to provide and maintain liquidity, to enable us to meet our
pledging requirements for public money and borrowing arrangements, to generate a
favorable return on investments without incurring undue interest rate and credit
risk, and to complement our lending activities.

Our investment portfolio as a percentage of total assets is generally higher than
our peers due primarily to our comparatively low loan-to-deposit ratio. Our loan-to-
deposit ratio at December 31, 2023 was 63.22% compared to 59.83% at
December 31, 2022. The loan to deposit ratio of our peers was 78.00% at
December 31, 2023. Peer group information from S&P Global Market Intelligence
data includes bank holding companies in central California with assets from
$1 billion to $3.5 billion.

The total investment portfolio decreased 5.64% or $54,203,000 to $906,287,000
at December 31, 2023, from $960,490,000 at December 31, 2022. The market value
of the portfolio reflected an unrealized loss of $72,450,000 at December 31, 2023,
compared to an unrealized loss of $91,643,000 at December 31, 2022.

Losses recognized in 2023, 2022, and 2021 were incurred in order to reposition
the investment securities portfolio based on the current rate environment. As market
interest rates or risks associated with a security’s issuer continue to change and
impact the actual or perceived values of investment securities, the Company may

determine that selling these securities and using proceeds to purchase securities that
fit with the Company’s current risk profile is appropriate and beneficial to the
Company.

The Board and management have had periodic discussions about our strategy for
risk management in dealing with potential losses as interest rates rise. We have been
managing the portfolio with an objective of optimizing risk and return in various
interest rate scenarios. We do not attempt to predict future interest rates, but we
analyze the cash flows of our investment portfolio in different interest rate scenarios in
connection with the rest of our balance sheet to design an investment portfolio
that optimizes performance.

The Company periodically evaluates each investment security for other-than-
temporary impairment, relying primarily on industry analyst reports, observation of
market conditions and interest rate fluctuations. The portion of the impairment
that is attributable to a shortage in the present value of expected future cash flows
relative to the amortized cost should be recorded as a current period charge to earnings.
The discount rate in this analysis is the original yield expected at time of purchase.

For those bonds that met the evaluation criteria, management obtained and
reviewed the most recently published national credit ratings for those bonds. For
those bonds that were obligations of states and political subdivisions with an
investment grade rating by the rating agencies, management also evaluated the
financial condition of the municipality and any applicable municipal bond insurance
provider and concluded that no credit related impairment existed. There were no
impairment losses recorded during the years ended December 31, 2023, 2022, or
2021.

The amortized cost, maturities and weighted average yield of investment securities at December 31, 2023 are summarized in the following table.

After one through After five through
(Dollars in thousands) In one year or less five years ten years After ten years Total
Available-for-Sale Securities Amount  Yield (1)  Amount  Yield (1) Amount Yield (1) Amount Yield (1) Amount  Yield (1)
Debt securities (1)
U.S. Treasury securities $ - % $ 9,990 % $ - % $ - % $ 9,990 1.25%
U.S. Government agencies - - - - - - 102 4.25% 102 4.25%
Obligations of states and political subdivisions (2) - - - - 40,264  3.39% 157,806  4.21% 198,070  4.04%
U.S. Government sponsored entities and agencies
collateralized by residential mortgage obligations 1 6.07% 17 1.26% 3,627  6.60% 85,229  5.53% 88,874  5.14%
Private label residential mortgage and asset backed
securities 32,800  8.26% 19,941  5.99% 10,259  2.53% 309,610 2.91% 372,610  3.54%
$ 32,801 826% $ 29,948 4.41% $ 54,150 3.45%  $552,747 3.69% $ 669,646  3.92%
After one through After five through
(Dollars in thousands) In one year or less five years ten years After ten years Total
Held-to-Maturity Securities Amount  Yield (1) Amount  Yield (1) Amount  Yield (1) Amount Yield (1) Amount  Yield (1)
Debt securities (1)
Obligations of states and political subdivisions (2) $ - -% $ 8,463 2.14% $ 74,746 2.69%  $108,861 3.80% $ 192,070 3.29%
U.S. Government sponsored entities and agencies
collateralized by residential mortgage obligations - - - - - - 10,758  3.00% 10,758  3.00%
Private label residential mortgage and asset backed
securities - - - - - - 54,579  2.93% 54,579  2.93%
Corporate debt securities - - - - 46,086  4.40% - - 46,086  4.40%
$ - -% $ 8,463 2.14%  $120,832 3.34% $174,198 3.48% $ 303,493 3.39%

(1) Expected maturities will differ from contractual maturities because the issuers of the securities may have the right to call or prepay obligations with or without call or prepayment

penalties. Expected maturities will also differ from contractual maturities due to unscheduled principal pay downs.

(2) Not computed on a tax equivalent basis.
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LOANS

Total gross loans increased $34,493,000 or 2.75% to $1,290,797,000 as of December 31, 2023, compared to $1,256,304,000 as of December 31, 2022.
The following table sets forth information concerning the composition of our loan portfolio as of December 31, 2023, 2022, 2021, 2020, and 2019.

Loan Type
(Dollars in thousands)

Commercial:
Commercial and industrial
Agricultural production
Total commercial
Real estate:
Construction & other land loans
Commercial real estate—owner occupied

Commercial real estate—non-owner
occupied

Farmland

Multi-family residential

1-4 family—close-ended

1-4 family—revolving

Total real estate

Consumer
Total gross loans
Net deferred origination fees
Loans, net of deferred origination fees
Allowance for credit losses

Total loans, net (1)

(1) Includes nonaccrual loans of:

$ -

2023 2022 2021 2020 2019
% of Gross % of Total % of Total % of Total % of Total
Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
$ 105,466 8.2% $ 141,197 11.3% $ 136,600 13.2% $ 273,431 24.7% $ 101,648 10.8%
33,556 2.6% 37,007 2.9% 40,860 3.9% 21,971 2.0% 23,159 2.5%
139,022 10.8% 178,204 14.2% 177,460 17.1% 295,402 26.7% 124,807 13.3%
33,472 2.6% 109,175 8.7% 61,586 5.9% 55,419 5.0% 73,718 7.8%
215,146 16.7% 194,663 15.5% 212,234 20.4% 208,843 18.9% 197,946 21.0%
539,522 41.9% 464,809 37.0% 369,529 35.6% 338,888 30.7% 329,335 35.0%
120,674 9.4% 119,648 9.5% 98,481 9.5% 84,258 7.6% 76,304 8.1%
61,307 4.8% 24,586 2.0% 26,084 2.5% 28,718 2.6% 31,240 3.3%
96,558 7.5% 93,510 7.5% 33,377 3.2% 34,245 3.1% 38,456 4.1%
27,648 2.1% 30,071 2.4% 22,246 2.1% 21,393 1.9% 26,390 2.8%
1,094,327 84.9% 1,036,462 82.6% 823,537 79.3% 771,764 69.8% 773,389 82.1%
55,606 4.3% 40,252 3.2% 37,243 3.6% 37,793 3.4% 43,669 4.6%
1,288,955 100.0% 1,254,918 100.0% 1,038,240 100.0% 1,104,959 100.0% 941,865 100.0%
1,842 1,386 871 (2,612) 1,515
1,290,797 1,256,304 1,039,111 1,102,347 943,380
(14,653) (10,848) (9,600) (12,915) (9,130)
$1,276,144 $1,245,456 $1,029,511 $1,089,432 $ 934,250
$ - $ 946 $ 3,278 $ 1,693

At December 31, 2023, loans acquired in the FLB, SVB and VCB acquisitions had a balance of $58,983,000, of which $1,633,000 were commercial loans, $53,591,000
were real estate loans, and $3,759,000 were consumer loans. At December 31, 2022, the acquired loans had a balance of $73,456,000, of which $2,049,000 were commercial
loans, $66,583,000 were real estate loans, and $4,824,000 were consumer loans.

At December 31, 2023, in management’s judgment, a concentration of loans existed in commercial loans and real-estate-related loans, representing approximately 95.5% of
total loans of which 10.7% were commercial and 84.8% were real-estate-related. This level of concentration is consistent with a concentration of 96.8% at December 31, 2022.
Although we believe the loans within this concentration have no more than the normal risk of collectability, a substantial decline in the performance of the economy in
general or a decline in real estate values in our primary market areas, in particular, could have an adverse impact on collectability, increase the level of real estate-related
nonperforming loans, or have other adverse effects which alone or in the aggregate could have a material adverse effect on our business, financial condition, results of operations
and cash flows. The Company did not engage in any sub-prime mortgage lending activities during the years ended December 31, 2023 and 2022.

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

higher risks.

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

50



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

LOAN MATURITIES

The following table presents information concerning loan maturities and sensitivity to changes in interest rates of the indicated categories of our loan portfolio, as well as loans
in those categories maturing after one year that have fixed or floating interest rates at December 31, 2023.

After One After Five
One Year or Through Five Through Fifteen After Fifteen

(In thousands) Less Years Years Years Total
Loan Maturities:
Commercial and agricultural $ 63,194 $ 55,857 $ 17,929 § 1,931 $ 138,911
Real estate construction and other land loans 26,750 3,267 2,620 836 33,473
Other real estate 37,331 238,937 512,894 148,272 937,434
Consumer and installment 3,323 16,404 69,770 89,640 179,137
Total gross loans $ 130,598 $ 314,465 $ 603,213 $ 240,679 $ 1,288,955
Sensitivity to Changes in Interest Rates:
Loans with fixed interest rates $ 47,813 % 204,104  $ 238,091 $ 69,687 $ 559,695
Loans with floating interest rates (1) 82,785 110,361 365,122 170,992 729,260
Total gross loans $ 130,598 $ 314,465 $ 603,213  $ 240,679 $ 1,288,955
(1) Includes floating rate loans which are currently at their floor rate in

accordance with their respective loan agreement $ 51 $ 24,307 $ 258,657 $ 109,966  $ 392,981

NONPERFORMING ASSETS

Nonperforming assets consist of nonperforming loans, other real estate owned
(OREO), and repossessed assets. Nonperforming loans are those loans which have
(i) been placed on nonaccrual status; (i) been classified as doubtful under our asset
classification system; or (iii) become contractually past due 90 days or more with
respect to principal or interest and have not been restructured or otherwise placed
on nonaccrual status. A loan is classified as nonaccrual when 1) it is maintained on a
cost recovery method because of deterioration in the financial condition of the
borrower; 2) payment in full of principal or interest under the original contractual
terms is not expected; or 3) principal or interest has been in default for a period of
90 days or more unless the loan is both well secured and in the process of collection.
We measure all loans placed on nonaccrual status for impairment based on the fair
value of the underlying collateral or the net present value of the expected cash

flows.

Our consolidated financial statements are prepared on the accrual basis of
accounting, including the recognition of interest income on loans. Interest income
from nonaccrual loans is recorded only if collection of principal in full is not in doubt
and when cash payments, if any, are received.

Loans are placed on nonaccrual status and any accrued but unpaid interest
income is reversed and charged against income when the payment of interest or
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principal is 90 days or more past due. Loans in the nonaccrual category are treated
as nonaccrual loans even though we may ultimately recover all or a portion of the
interest due. These loans return to accrual status when the loan becomes
contractually current, future collectability of amounts due is reasonably assured, and
a minimum of six months of satisfactory principal repayment performance has
occurred. See Note 3 of the Company’s audited Consolidated Financial Statements
in Item 8 of this Annual Report.

At December 31, 2023 and December 31, 2022, there were no nonperforming
assets. Total nonperforming assets at December 31, 2023 and December 31, 2022,
included no nonaccrual loans, no OREO, and no repossessed assets. See Noze 3 of the
Company’s audited Consolidated Financial Statements in /zem 8 of this Annual
Report concerning our recorded investment in loans for which impairment has been
recognized.

A summary of nonaccrual, restructured, and past due loans at December 31,
2023, 2022, 2021, 2020, and 2019 is set forth below. The Company had no loans
past due more than 90 days and still accruing interest at December 31, 2023 and
2022. Management is not aware of any potential problem loans, which were
current and accruing at December 31, 2023, where serious doubt existed as to the
ability of the borrower to comply with the present repayment terms. Management can
give no assurance that nonaccrual and other nonperforming loans will not increase
in the future.
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Composition of Nonaccrual, Past Due and Restructured Loans

(As of December 31, Dollars in thousands)
Nonaccrual Loans:
Commercial and industrial
Agricultural production
Owner occupied real estate
Real estate construction and other land loans
Agricultural real estate
Commercial real estate
Equity loans and line of credit
Consumer and installment
Restructured loans (non-accruing):
Equity loans and line of credit
Total nonaccrual
Accruing loans past due 90 days or more

Total nonperforming loans
Interest foregone

Nonperforming loans to total loans

OREO represents real property taken either through foreclosure or through a
deed in lieu thereof from the borrower. OREO is carried at the lesser of cost or fair
market value less selling costs. As of December 31, 2023 and 2022, the Bank had no
OREO properties. The Company held no repossessed assets at December 31, 2023

and 2022, which would be included in other assets on the consolidated balance sheets.

ALLOWANCE FOR CREDIT LOSSES

We have established a methodology for determining the adequacy of the allowance
for credit losses made up of collective and individually evaluated loans. The
methodology is set forth in a formal policy and takes into consideration the need for
an overall allowance for credit losses as well as specific allowances for individually
evaluated loans. The allowance for credit losses is an estimate of expected credit losses
in the Company’s loan portfolio.

The measurement of the allowance for credit losses on collectively evaluated
loans is based on modeled expectations of lifetime expected credit losses utilizing
national and local peer group historical losses, weighting of economic scenarios, and
other relevant factors. The Company incorporates forward-looking information
using macroeconomic scenarios, which include variables that are considered key
drivers of credit losses within the portfolio. The Company uses a probability-weighted,
multiple scenario forecast approach. These scenarios may consist of a base forecast
representing the most likely scenario, or baseline, combined with downside and upside
scenarios reflecting possibly worsening or improving economic conditions.

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
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- - 946 3,278 1,693

$ - % -8 946 $ 3278 $ 1,693
$ -8 132 $ 9 $ 177§ 85
% % 0.09% 0.30% 0.18%

creditworthiness of the borrower over the term of the loan, general economic
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 earnings and
recoveries, and reduced by net loan charge-offs. Loans are charged off when they are
deemed to be uncollectible, or partially charged off when portions of a loan are
deemed to be uncollectible. Recoveries are generally recorded only when cash
payments are received.

The allowance for credit losses is maintained to cover lifetime expected credit
losses in the loan portfolio. The responsibility for the review of our assets and the
determination of the adequacy lies with management and our Audit/Compliance
Committee. They delegate the authority to the Chief Credit Officer (CCO) to
determine the loss reserve ratio for each type of asset and to review, at least quarterly,
the adequacy of the allowance based on an evaluation of the portfolio, past
experience, prevailing market conditions, economic scenarios, amount of government
guarantees, concentration in loan types and other relevant factors.

Management adheres to an internal asset review system designed to provide for
timely recognition of problem assets and adequate valuation allowances of collateral
dependent loans. The Company’s asset monitoring process includes the use of
asset classifications to segregate the assets, largely loans and real estate, into various
risk categories. The Company uses the various asset classifications as a means of
measuring risk and determining the adequacy of valuation allowances by using a nine-
grade system to classify assets. In general, all credit facilities exceeding 90 days of
delinquency require classification and are placed on nonaccrual.
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The following table summarizes the Company’s loan loss experience, as well as provisions and recoveries (charge-offs) to the allowance and certain pertinent ratios for the

periods indicated:

(Dollars in thousands) 2023 2022 2021 2020 2019
Loans outstanding at December 31, $ 1,288,955 $ 1,254,918 1,038,240 1,104,959 941,865
Average loans outstanding during the year $ 1,263,226 $ 1,133,919 1,069,653 1,055,712 930,883
Allowance for credit losses:
Balance at beginning of year $ 10,848  $ 9,600 12,915 9,130 9,104
Impact of adoption of ASU 2016-13 3,910 - - - -
Deduct loans charged off:
Commercial (636) 27) (46) (121) (1,032)
Consumer (53) (151) (221) (108) (164)
Total loans charged off (689) (178) (267) (229) (1,196)
Add recoveries of loans previously charged off:
Commercial 609 367 701 612 134
Commercial real estate - - 319 - -
1-4 family real estate 15 - - - -
Consumer 45 59 232 127 63
Total recoveries 669 426 1,252 739 197
Net (charge-offs) recoveries (20) 248 985 510 (999)
(Credit) provision for credit losses (85) 1,000 (4,300) 3,275 1,025
Balance at end of year $ 14,653 $ 10,848 9,600 12,915 9,130
Allowance for credit losses as a percentage of outstanding
loan balance 1.14% 0.86% 0.92% 1.17% 0.97%
Net (charge-offs) recoveries to average loans outstanding -% 0.02% 0.09% 0.05% (0.11)%

Managing credits identified through the risk evaluation methodology includes
developing a business strategy with the customer to mitigate our 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.

The allowance for credit losses is reviewed at least quarterly by the Company’s
Board of Directors’ Audit/Compliance Committee. Reserves are allocated to loan
portfolio segments using percentages which are based on both historical risk elements
such as delinquencies and losses and predictive risk elements such as economic,
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competitive and environmental factors. We have adopted the specific reserve
approach to allocate reserves to each individually analyzed 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 managements judgment, the
reserve does not properly reflect the potential loss exposure.
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The allocation of the allowance for credit losses is set forth below:

2023 2022 2021 2020 2019
Percent Percent Percent Percent Percent
of Loans of Loans of Loans of Loans of Loans
in Each in Each in Each in Each in Each
Category Category Category Category Category
Loan Type to Total to Total to Total to Total to Total
(Dollars in thousands) Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
Commercial:
Commercial and industrial $ 948 82% § 1,585 11.3% $ 1,689 13.2% $ 1,757 247% $ 1,106 10.8%
Agricultural production 527 2.6% 229 2.9% 320 3.9% 255 2.0% 313 2.5%
Real estate:
Construction & other land loans 848 2.6% 1,678 8.7% 812 5.9% 1,204 5.0% 932 7.8%
Commercial real estate—owner
occupied 1,945 16.7% 814 15.5% 1,355 20.4% 2,128 18.9% 1,319 21.0%
Commercial real estate—non-owner
occupied 5,574 41.9% 4,388 37.0% 3,805 35.6% 4,781 30.7% 3,453 35.0%
Farmland 1,254 9.4% 863 9.5% 697 9.5% 838 7.6% 925 8.1%
Multi-family residential 642 4.8% 60 2.0% 72 2.5% 223 2.6% 140 3.3%
1-4 family—close-ended 1,444 7.5% 465 7.5% 138 3.2% 248 3.1% 264 4.1%
1-4 family—revolving 520 2.1% 142 2.4% 118 2.1% 209 1.9% 161 2.8%
Consumer 951 4.3% 284 3.2% 314 3.6% 641 3.4% 481 4.6%
Unallocated reserves - - 340 - 280 - 631 - 36 -
Total allowance for credit losses $ 14,653 100.0% $ 10,848 100.0% $ 9,600 100.0% $ 12,915 100.0% $ 9,130 100.0%

Loans are charged to the allowance for credit losses when the loans are deemed
uncollectible. It is the policy of management to make additions to the allowance so
that it remains adequate to cover all expected lifetime loan losses that exist in the
portfolio at that time.

As of December 31, 2023, the allowance for credit losses (ACL) was $14,653,000,
compared to $10,848,000 at December 31, 2022, a net increase of $3,805,000. The
net increase in the ACL was primarily attributed to adoption of ASU 2016-13
(CECL). This adoption resulted in an increase to the ACL effective January 1, 2023
of $3,910,000. Net charge-offs totaled $20,000 and there was a credit for credit
losses was $85,000 for the year ended December 31, 2023.

The balance of classified loans and loans graded special mention totaled
$20,301,000 and $9,000,000 at December 31, 2023 and $27,785,000 and
$31,023,000 at December 31, 2022, respectively. The balance of undisbursed
commitments to extend credit on construction and other loans and letters of credit
was $276,270,000 as of December 31, 2023, compared to $288,141,000 as of
December 31, 2022. At December 31, 2023 and 2022, the balance of a contingent
allocation for probable loan loss experience on unfunded obligations was $839,000
and $110,000, respectively. The contingent allocation for probable loan loss
experience on unfunded obligations is calculated by management using appropriate,
systematic, and consistently applied processes. While related to credit losses, this
allocation is not a part of ACL and is considered separately as a liability for accounting
and regulatory reporting purposes. Risks and uncertainties exist in all lending
transactions and our management and Directors’ Loan Committee have established
reserve levels based on economic uncertainties and other risks that exist as of each
reporting period.

The ACL as a percentage of total loans was 1.14% at December 31, 2023, and
0.86% at December 31, 2022. Total loans include FLB, SVB and VCB loans that
were recorded at fair value in connection with the acquisitions of $58,983,000 at
December 31, 2023 and $73,456,000 at December 31, 2022. Excluding these
acquired loans from the calculation, the ACL to total gross loans was 1.19% and
0.92% as of December 31, 2023 and 2022, respectively. The loan portfolio acquired
in the mergers was booked at fair value with no associated allocation in the ACL.
Under current CECL methodology these loans now have an associated ACL.

Assumptions regarding the collateral value of various under-performing loans may
affect the level and allocation of the allowance for credit losses in future periods. The
allowance may also be affected by trends in the amount of charge-offs experienced
or expected trends within different loan portfolios. However, the total reserve rates on
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collectively evaluated loan pools include quantitative factors which are systematically
derived and consistently applied to reflect conservatively estimated losses at the

date of the financial statements. Based on the above considerations and given recent
changes in historical charge-off rates included in the ACL modeling and the

changes in other factors, management determined that the ACL was appropriate as
of December 31, 2023.

There were no non-performing loans as of December 31, 2023 or December 31,
2022. The Company had no other real estate owned at December 31, 2023 or
December 31, 2022. No foreclosed assets were recorded at December 31, 2023 or
December 31, 2022. Management believes the ACL at December 31, 2023 is adequate
based upon its ongoing analysis of the loan portfolio, historical loss trends and
other factors. However, no assurance can be given that the Company may not sustain
charge-offs which are in excess of the allowance in any given period.

GOODWILL AND INTANGIBLE ASSETS

Business combinations involving the BanK’s acquisition of the equity interests or net
assets of another enterprise give rise to goodwill. Total goodwill at December 31,
2023 was $53,777,000 consisting of $13,466,000, $10,394,000, $6,340,000,
$14,643,000 and $8,934,000 representing the excess of the cost of FLB, SVB, VCB,
Service 1st Bancorp, and Bank of Madera County, respectively, over the net
amounts assigned to assets acquired and liabilities assumed in the transactions
accounted for under the purchase method of accounting. The value of goodwill is
ultimately derived from the Company’s ability to generate net earnings after the
acquisitions and is not deductible for tax purposes. The fair values of assets acquired
and liabilities assumed are subject to adjustment during the first twelve months

after the acquisition date if additional information becomes available to indicate a
more accurate or appropriate value for an asset or liability. A significant decline in net
earnings, among other factors, could be indicative of a decline in the fair value of
goodwill and result in impairment. For that reason, goodwill is assessed at least
annually for impairment.

Management performed an annual impairment test in the third quarter of 2023
utilizing various qualitative factors. Management believes these factors are sufficient
and comprehensive and as such, no further factors need to be assessed at this
time. Based on management’s analysis performed, no impairment was required.

Goodwill is also assessed for impairment between annual tests if a triggering event
occurs or circumstances change that may cause the fair value of a reporting unit to
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GOODWILL AND INTANGIBLE ASSETS (Continued)

decline below its carrying amount. Management considers the entire Company to
be one reporting unit. No such events or circumstances arose during for the year
ended December 31, 2023. Changes in the economic environment, operations of the
reporting unit or other adverse events could result in future impairment charges
which could have a material adverse impact on the Company’s operating results.
Intangible assets were represented by the estimated fair value of the core deposit
relationships acquired in the 2013 acquisition of VCB of $1,365,000. Core deposit
intangibles were being amortized using the straight-line method over an estimated life
of five to ten years from the date of acquisition. The carrying value of intangible
assets at December 31, 2023 was $0, net of $1,365,000 in accumulated amortization
expense. The carrying value at December 31, 2022 was $68,000, net of $1,297,000
in accumulated amortization expense. Management would evaluate the remaining
useful life quarterly to determine whether events or circumstances warrant a revision
to the remaining periods of amortization. Based on prior evaluations, no changes
to the remaining useful life was required. Amortization expense recognized was

$68,000 for 2023, $454,000 for 2022 and $661,000 for 2021.

DEPOSITS AND BORROWINGS

The Bank’s deposits are insured by the Federal Deposit Insurance Corporation
(FDIC) up to applicable legal limits. All of a depositor’s accounts at an insured
depository institution, including all non-interest bearing transactions accounts, will
be insured by the FDIC up to the standard maximum deposit insurance amount of
$250,000 for each deposit insurance ownership category.

Total deposits decreased $58,037,000 or 2.76% to $2,041,612,000 as of
December 31, 2023, compared to $2,099,649,000 as of December 31, 2022. Interest-
bearing deposits increased $46,989,000 or 4.50% to $1,090,071,000 as of
December 31, 2023, compared to $1,043,082,000 as of December 31, 2022. Non-
interest bearing deposits decreased $105,026,000 or 9.94% to $951,541,000 as
of December 31, 2023, compared to $1,056,567,000 as of December 31, 2022. The
Company’s deposit balances for the year ended December 31, 2023 decreased
through normal customer deposit related activity. Average non-interest bearing
deposits to average total deposits was 45.84% for the year ended December 31, 2023
compared to 46.68% for the same period in 2022. Based on FDIC deposit market
share information published as of June 2023, our total market share of deposits in
Fresno, Madera, San Joaquin, and Tulare counties was 4.15% in 2023 compared
to 3.66% in 2022. Our total market share in the other counties as of June 2023 and
2022 we operate in (Merced, Placer, Sacramento, and Stanislaus), was less than
1.00%.

The composition of the deposits and average interest rates paid at December 31,
2023 and December 31, 2022 is summarized in the table below.

% of % of

December 31, Total Effective December 31, Total Effective
(Dollars in thousands) 2023 Deposits ~ Rate 2022 Deposits ~ Rate
NOW accounts $ 251,334  12.3% 0.13% $ 324,089  15.4% 0.06%
MMA accounts 497,043 24.4% 1.68% 435,783 20.8% 0.17%
Time deposits 162,085 7.9% 3.68% 67,923 3.2% 0.14%
Savings deposits 179,609 8.8% 0.12% 215,287 10.3% 0.01%
Tortal interest-bearing 1,090,071 53.4% 1.33% 1,043,082 49.7% 0.10%
Non-interest bearing 951,541  46.6% 1,056,567  50.3%
Total deposits $ 2,041,612 100.0% $ 2,099,649 100.0%

We have no known foreign deposits. The following table sets forth the average
amount of and the average rate paid on certain deposit categories which were in
excess of 10% of average total deposits for the years ended December 31, 2023, 2022,
and 2021.
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2023 2022 2021

(Dollars in
thousands) Balance Rate Balance Rate Balance Rate
Savings and NOW

accounts $ 473,102 0.26% $ 581,285 0.04% $ 529,043 0.03%
Money market

accounts $ 531,013 1.68% $ 486,823 0.17% $ 455,575 0.15%
Non-interest

bearing demand $ 987,906 - $ 1,006,511 -$ 900,083 -
Total deposits $ 2,155,241 0.72% $ 2,156,092 0.06% $ 1,974,576 0.05%

The following table sets forth the maturity of time certificates of deposit and
other time deposits of $250,000 or more at December 31, 2023.

(In thousands)

Three months or less $ 19,124

Over 3 through 6 months 1,642

Opver 6 through 12 months 2,198

Over 12 months 1,293
$ 24,257

As of December 31, 2023, the Company had $93,134,000 in Brokered CD
deposits. The Company had no Brokered CD deposits as of December 31, 2022.

As of December 31, 2023, the Company had $35,000,000 in short-term
Federal Home Loan Bank (FHLB) of San Francisco advances and $45,000,000 in
short-term advances from the Federal Reserve’s Bank Term Funding Program (BTFP).
There was $46,000,000 in short-term FHLB advances as of December 31, 2022.
We maintain a line of credit with the FHLB collateralized by government securities
and loans. Refer to Liquidity section below for further discussion of FHLB and BTFP
advances. The Bank had unsecured lines of credit with its correspondent banks
which, in the aggregate, amounted to $110,000,000 at December 31, 2023 and 2022,
at interest rates which vary with market conditions. As of December 31, 2023 and
2022, the Company had no overnight borrowings outstanding under these credit
facilities.

The Company’s uninsured balances with correspondent banks totaled $3,813,000
and $1,696,000 at December 31, 2023 and 2022, respectively.

CAPITAL RESOURCES

Capital serves as a source of funds and helps protect depositors and shareholders
against potential losses. Historically, the primary sources of capital for the Company
have been internally generated capital through retained earnings and the issuance

of common and preferred stock.

The Company has historically maintained substantial levels of capital. The
assessment of capital adequacy is dependent on several factors including asset
quality, earnings trends, liquidity and economic conditions. Maintenance of adequate
capital levels is integral to providing stability to the Company. The Company
needs to maintain substantial levels of regulatory capital to give it maximum flexibility
in the changing regulatory environment and to respond to changes in the market
and economic conditions.
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Our shareholders’ equity was $207,064,000 as of December 31, 2023, compared
to $174,660,000 as of December 31, 2022. The increase in shareholders” equity is the
result of increase in accumulated other comprehensive income (AOCI) of
$15,193,000, from primarily a decrease in the unrealized loss recorded on the
Company’s investment portfolio, the increase in retained earnings from our net
income of $25,536,000, the effect of share-based compensation expense of $858,000,
and stock issued under our employee stock purchase plan of $206,000. These
increases were partially offset by the payment of common stock cash dividends of
$5,657,000.

During 2023, the Bank declared and paid cash dividends to the Company in the
amount of $6,963,000 in connection with the cash dividends to the Company’s
shareholders, and expenditures paid by the Company, approved by the Company’s
Board of Directors. The Company declared and paid a total of $5,657,000 or $0.48
per common share cash dividend to shareholders of record during the year ended
December 31, 2023.

During 2022, the Company made a capital contribution to the Bank in the
amount of $38,000,000 in connection with the senior and subordinated debt
proceeds approved by the Company’s Board of Directors. The Company declared
and paid a total of $5,638,000 or $0.48 per common share cash dividend to
shareholders of record during the year ended December 31, 2022. During the year
ended December 31, 2022, the Company repurchased and retired common stock in
the amount of $6,814,000.

During 2021 the Bank declared and paid cash dividends to the Company in the
amount of $7,679,000 in connection with cash dividends to the Company’s
shareholders, and expenditures paid by the Company, approved by the Company’s
Board of Directors. The Company declared and paid a total of $5,757,000 or $0.47
per common share cash dividend to shareholders of record during the year ended
December 31, 2021. During the year ended December 31, 2021, the Company
repurchased and retired common stock in the amount of $13,619,000.

The following table sets forth certain financial ratios for the years ended
December 31, 2023, 2022, and 2021.

2023 2022 2021

Net income:

To average assets 1.04% 1.09% 1.25%

To average sharcholders’ equity 13.81% 14.25% 11.50%
Dividends declared per share to net

income per share 22.21% 21.14% 19.75%
Average shareholders’ equity to

average assets 7.51% 7.67% 10.89%

Management considers capital requirements as part of its strategic planning
process. The strategic plan calls for continuing increases in assets and liabilities, and
the capital required may therefore be in excess of retained earnings. The ability to
obtain capital is dependent upon the capital markets as well as our performance.
Management regularly evaluates sources of capital and the timing required to meet its
strategic objectives.

The Board of Governors, the FDIC and other federal banking agencies have
issued risk-based capital adequacy guidelines intended to provide a measure of
capital adequacy that reflects the degree of risk associated with a banking organization’s
operations for both transactions reported on the balance sheet as assets, and
transactions, such as letters of credit and recourse arrangements, which are reported
as off-balance-sheet items.
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The following table presents the Company’s regulatory capital ratios as of
December 31, 2023 and December 31, 2022:

Actual Ratio

(Dollars in thousands) Amount Ratio
December 31, 2023

Tier 1 Leverage Ratio $ 222,567 9.18%
Common Equity Tier 1 Ratio (CET 1) $ 217,567 12.78%
Tier 1 Risk-Based Capital Ratio $ 222,567 13.07%
Total Risk-Based Capital Ratio $ 273,699 16.08%
December 31, 2022

Tier 1 Leverage Ratio $ 205,154 8.37%
Common Equity Tier 1 Ratio (CET 1) $ 200,154 11.92%
Tier 1 Risk-Based Capital Ratio $ 205,154 12.22%
Total Risk-Based Capital Ratio $ 250,556 14.92%

The following table presents the Bank’s regulatory capital ratios as of December 31,
2023 and December 31, 2022:

Minimum requirement

Minimum regulatory  for “Well-Capitalized”

Actual Ratio requirement (1) Institution

(Dollars in
thousands) Amount Ratio Amount Ratio Amount Ratio
December 31,2023
Tier 1 Leverage

Ratio $ 285,099 11.75% $ 97,016 4.00% $ 121,271 5.00%
Common Equity

Tier 1 Ratio

(CET1) $ 285,099 16.76% $ 76,526 7.00% $ 110,538 6.50%
Tier 1 Risk-Based

Capital Ratio $ 285,099 16.76% $ 102,035 8.50% $ 136,047 8.00%
Total Risk-Based

Capital Ratio $ 301,642 17.74% $ 136,047 10.50% $ 170,058 10.00%
December 31, 2022
Tier 1 Leverage

Ratio $ 266,373 10.86% $ 98,075 4.00% $ 122,594 5.00%
Common Equity

Tier 1 Ratio

(CET 1) $ 266,373  15.87% $ 75,516 7.00% $ 109,079 6.50%
Tier 1 Risk-Based

Capital Ratio $ 266,373 15.87% $ 100,688 8.50% $ 134,251 8.00%
Total Risk-Based

Capital Ratio $ 277,331  16.53% $ 134,251  10.50% $ 167,814  10.00%

(1) The minimum regulatory requirement threshold includes the capital conservation buffer of

2.50%.

The Company succeeded to all of the rights and obligations of the Service 1st
Capital Trust I, a Delaware business trust, in connection with the acquisition of
Service 1st as of November 12, 2008. The Trust was formed on August 17, 2006 for
the sole purpose of issuing trust preferred securities fully and unconditionally
guaranteed by Service 1st. Under applicable regulatory guidance, the amount of
trust preferred securities that is eligible as Tier 1 capital is limited to 25% of the
Company’s Tier 1 capital on a pro forma basis. At December 31, 2023, all of the trust
preferred securities that have been issued qualify as Tier 1 capital. The trust
preferred securities mature on October 7, 2036, are redeemable at the Company’s
option beginning five years after issuance, and require quarterly distributions by the
Trust to the holder of the trust preferred securities at a variable interest rate which
will adjust quarterly to equal the three-month SOFR plus 1.60%.

The Trust used the proceeds from the sale of the trust preferred securities to
purchase approximately $5,155,000 in aggregate principal amount of Service 1st’s
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junior subordinated notes (the Notes). The Notes bear interest at the same variable
interest rate during the same quarterly periods as the trust preferred securities. The
Notes are redeemable by the Company on any January 7, April 7, July 7, or

October 7 on or after October 7, 2012 or at any time within 90 days following the
occurrence of certain events, such as: (i) a change in the regulatory capital treatment of
the Notes (ii) in the event the Trust is deemed an investment company or (iii) upon
the occurrence of certain adverse tax events. In each such case, the Company may
redeem the Notes for their aggregate principal amount, plus any accrued but unpaid
interest.

The Notes may be declared immediately due and payable at the election of the
trustee or holders of 25% of the aggregate principal amount of outstanding Notes in
the event that the Company defaults in the payment of any interest following the
nonpayment of any such interest for 20 or more consecutive quarterly periods. Holders
of the trust preferred securities are entitled to a cumulative cash distribution on the
liquidation amount of $1,000 per security. For each January 7, April 7, July 7 or
October 7 of each year, the rate will be adjusted to equal the three month SOFR
plus 1.60%. As of December 31, 2023, the rate was 7.26%. Interest expense recognized
by the Company for the years ended December 31, 2023, 2022, and 2021 was
$360,000, $188,000 and $93,000, respectively.

On November 12, 2021, the Company completed a private placement of
$35.0 million aggregate principal amount of its fixed-to-floating rate subordinated
notes (“Subordinated Debt”) due December 1, 2031. The Subordinated Debt initially
bears a fixed interest rate of 3.125% per year. Commencing on December 1, 2026,
the interest rate on the Subordinated Debt will reset each quarter at a floating interest
rate equal to the then-current three month term SOFR plus 210 basis points. The
Company may at its option redeem in whole or in part the Subordinated Debt on or
after November 12, 2026 without a premium. The Subordinated Debt is treated as
Tier 2 Capital for regulatory purposes.

On September 15, 2022, the Company entered into a $30 million loan
agreement with Bell Bank. Initially, payments of interest only are payable in 12
quarterly payments commencing December 31, 2022. As of December 31, 2023 the
rate had reached its interest rate cap of 6.75%. Commencing December 31, 2025,
27 equal quarterly principal and interest payments are payable based on the
outstanding balance of the loan on August 30, 2025 and an amortization of 48
quarters. A final payment of outstanding principal and accrued interest is due at
maturity on September 30, 2032. Variable interest is payable at the Prime Rate
(published by the Wall Street Journal) less 50 basis points. The loan is secured by the
assets of the Company and a pledge of the outstanding common stock of Central
Valley Community Bank, the Company’s banking subsidiary. The Company may
prepay the loan without penalty with one exception. If the loan is prepaid prior to
August 30, 2025 with funds received from a financing source other than Bell
Bank, the Company will incur a 2% prepayment penalty. The loan contains
customary representations, covenants, and events of default.

LIQUIDITY

Liquidity management involves our ability to meet cash flow requirements arising
from fluctuations in deposit levels and demands of daily operations, which include
funding of securities purchases, providing for customers™ credit needs and ongoing
repayment of borrowings. Our liquidity is actively managed on a daily basis and
reviewed periodically by our management and Directors” Asset/Liability Committees.
This process is intended to ensure the maintenance of sufficient funds to meet our
needs, including adequate cash flows for off-balance sheet commitments.

Our primary sources of liquidity are derived from financing activities which
include the acceptance of customer and, to a lesser extent, broker deposits, Federal
funds facilities and advances from the Federal Home Loan Bank of San Francisco
(FHLB). These funding sources are augmented by payments of principal and
interest on loans, the routine maturities and pay downs of securities from the securities
portfolio, the stability of our core deposits and the ability to sell investment
securities. As of December 31, 2023, the Company had unpledged securities totaling
$580,233,000 available as a secondary source of liquidity and total cash and cash
equivalents of $53,728,000. Cash and cash equivalents at December 31, 2023
increased 72.37% compared to December 31, 2022. Primary uses of funds include
withdrawal of and interest payments on deposits, origination and purchases of loans,
purchases of investment securities, and payment of operating expenses.

To augment our liquidity, we have established Federal funds lines with various
correspondent banks. At December 31, 2023, our available borrowing capacity
includes approximately $110,000,000 in Federal funds lines with our correspondent
banks and $307,483,000 in unused FHLB advances. At December 31, 2023, we
were not aware of any information that was reasonably likely to have a material effect
on our liquidity position.
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The following table reflects the Company’s credit lines, balances outstanding,
and pledged collateral at December 31, 2023 and 2022:

Credit Lines December 31, December 31,
(In thousands) 2023 2022
Unsecured Credit Lines
Credit limit $ 110,000 $ 110,000
Balance outstanding $ -8 -
Federal Home Loan Bank
Credit limit $ 342,483 $ 365,309
Balance outstanding $ 35,000 $ 46,000
Collateral pledged $ 612,702 $ 687,357
Fair value of collateral $ 500972 $ 565,869
Federal Reserve Bank Term Loan Funding Program
Credit limit $ 46,174 $ -
Balance outstanding $ 45,000 $ -
Collateral pledged $ 53,650 $ -
Fair value of collateral $ 47,603 $ -
Federal Reserve Bank
Credit limit $ 4,448 $ 4,702
Balance outstanding $ - $ -
Collateral pledged $ 4,894 % 5,508
Fair value of collateral $ 4,374 $ 4,893

The liquidity of our parent company, Central Valley Community Bancorp, is
primarily dependent on the payment of cash dividends by its subsidiary, Central
Valley Community Bank, subject to limitations imposed by state and federal
regulations.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in accordance with the accounting
principles generally accepted in the United States (“U.S. GAAP”) requires
management to make a number of judgments, estimates and assumptions that affect
the reported amount of assets, liabilities, income and expense in the financial
statements. Various elements of our accounting policies, by their nature, involve the
application of highly sensitive and judgmental estimates and assumptions. Some

of these policies and estimates relate to matters that are highly complex and contain
inherent uncertainties. It is possible that, in some instances, different estimates

and assumptions could reasonably have been made and used by management, instead
of those we applied, which might have produced different results that could have
had a material effect on the financial statements.

We have identified the following accounting policies and estimates that, due to
the inherent judgments and assumptions and the potential sensitivity of the financial
statements to those judgments and assumptions, are critical to an understanding of
our financial statements. We believe that the judgments, estimates and assumptions
used in the preparation of the Company’s financial statements are appropriate. For
a further description of our accounting policies, see Note I—Summary of Significant
Accounting Policies in the financial statements included in this Form 10-K.

In determining the ACL, accruing loans with similar risk characteristics are
generally evaluated collectively. To estimate expected losses the Company generally
utilizes historical loss trends and the remaining contractual lives of the loan portfolios
to determine estimated credit losses through a reasonable and supportable forecast
period. The Company utilized a reasonable and supportable forecast period obtained
the forecast data from Moody’s Analytics. Individual loan credit quality indicators,
including historical credit losses, have been statistically correlated with various
econometrics. Model forecasts may be adjusted for inherent limitations or biases
that have been identified through independent validation and back-testing of model
performance to actual realized results. The Company also considered the impact of
portfolio concentrations, changes in underwriting practices, imprecision in its
economic forecasts, and other risk factors that might influence its loss estimation
process. Increases in external risk factors due to more pessimistic business and
economic conditions could potentially increase estimated losses on existing loan
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CRITICAL ACCOUNTING ESTIMATES (Continued)

balances within the ACL. While management utilizes its best judgment and
information available, the ultimate adequacy of our allowance accounts is dependent
upon a variety of factors beyond our control, including the performance of our
portfolios, the economy and changes in interest rates.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent 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.

Allowance for Credit Losses

The measurement of expected credit losses under the CECL methodology is
applicable to financial assets measured at amortized cost, including loan receivables
and held-to-maturity securities. It also applies to off-balance sheet credit exposures not
accounted for as insurance (loan commitments, standby letters of credit, financial
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guarantees, and other similar instruments). In addition, credit losses recognized on
available-for-sale debt securities will be presented as an allowance as opposed to a write-
down, based on managements intent to sell the security or the likelihood the
Company will be required to sell the security before recovery of the amortized cost
basis. Our accounting for estimated loan losses is discussed and disclosed primarily in
Note 1 and 3 to the consolidated financial statements under the heading “Allowance
for Credit Losses™.

INFLATION

The impact of inflation on a financial institution differs significantly from that
exerted on other industries primarily because the assets and liabilities of financial
institutions consist largely of monetary items. However, financial institutions are
affected by inflation in part through non-interest expenses, such as salaries and
occupancy expenses, and to some extent by changes in interest rates.

At December 31, 2023, we are aware that inflation may have an adverse impact
on our consolidated financial position or results of operations. However, in the short
term increased rates may continue to be a benefit by repricing a portion of our
loan portfolio. Higher long term inflation rates may drive increases in operating
expenses or have other adverse effects on our borrowers, making collection on
extensions of credit more difficult for us. Refer to Quantitative and Qualitative
Disclosures About Market Risk for further discussion.



Quantitative and Qualitative Disclosures About Market Risk

Interest rate risk (IRR) and credit risk constitute the two greatest sources of financial
exposure for insured financial institutions that operate like we do. IRR represents
the impact that changes in absolute and relative levels of market interest rates may
have upon our net interest income (NII). Changes in the NII are the result of changes
in the net interest spread between interest-earning assets and interest-bearing
liabilities (timing risk), the relationship between various rates (basis risk), and changes
in the shape of the yield curve.

We realize income principally from the differential or spread between the interest
earned on loans, investments, other interest-earning assets and the interest incurred
on deposits and borrowings. The volumes and yields on loans, deposits and borrowings
are affected by market interest rates. As of December 31, 2023, 56.58% of our
loan portfolio was tied to adjustable-rate indices. The majority of our adjustable rate
loans are tied to prime and reprice within 90 days. Several of our loans, tied to
prime, are at their floors and will not reprice until prime plus the factor is greater
than the floor. The majority of our time deposits have a fixed rate of interest. As of
December 31, 2023, 78.99% of our time deposits mature within one year or less.

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

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

The ALCO seeks to stabilize our NII by matching rate-sensitive assets and
liabilities through maintaining the maturity and repricing of these assets and
liabilities at appropriate levels given the interest rate environment. When the amount
of rate-sensitive liabilities exceeds rate-sensitive assets within specified time periods,
NII generally will be negatively impacted by an increasing interest rate environment
and positively impacted by a decreasing interest rate environment. Conversely,
when the amount of rate-sensitive assets exceeds the amount of rate-sensitive liabilities
within specified time periods, net interest income will generally be positively
impacted by an increasing interest rate environment and negatively impacted by a
decreasing interest rate environment. Our mix of assets consists primarily of loans and
securities, none of which are held for trading purposes. The value of these securities
is subject to interest rate risk, which we must monitor and manage successfully in
order to prevent declines in value of these assets if interest rates rise in the future.
The speed and velocity of the repricing of assets and liabilities will also contribute to
the effects on our NII, as will the presence or absence of periodic and lifetime
interest rate caps and floors.

Simulation of earnings is the primary tool used to measure the sensitivity of
earnings to interest rate changes. Earnings simulations are produced using a software
model that is based on actual cash flows and repricing characteristics for all of our
financial instruments and incorporates market-based assumptions regarding the
impact of changing interest rates on current volumes of applicable financial
instruments.

Interest rate simulations provide us with an estimate of both the dollar amount
and percentage change in NII under various rate scenarios. All assets and liabilities
are normally subjected to up to 400 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 alternatives in dealing with
the tolerance thresholds.

The assets and liabilities of a financial institution are primarily monetary in
nature. As such they represent obligations to pay or receive fixed and determinable
amounts of money that are not affected by future changes in prices. Generally, the
impact of inflation on a financial institution is reflected by fluctuations in interest
rates, the ability of customers to repay their obligations and upward pressure on
operating expenses. Although inflationary pressures are not considered to be of any
particular hindrance in the current economic environment, they may have an
impact on the company’s future earnings in the event those pressures become more
prevalent.

As a financial institution, the Company’s primary component of market risk is
interest rate volatility. Fluctuations in interest rates will ultimately impact both the
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level of interest income and interest expense recorded on a large portion of the
Company’s assets and liabilities, and the market value of all interest earning assets
and interest bearing liabilities, other than those which possess a short term to maturity.
Virtually all of the Company’s interest earning assets and interest bearing liabilities
are located at the Bank level. Thus, virtually all of the Company’s interest rate risk
exposure lies at the Bank level other than $69.7 million in senior debt and
subordinated notes issued by the Company. As a result, all significant interest rate
risk procedures are performed at the Bank level.

The fundamental objective of the Company’s management of its assets and
liabilities is to maximize the Company’s economic value while maintaining adequate
liquidity and an exposure to interest rate risk deemed by management to be
acceptable. Management believes an acceptable degree of exposure to interest rate
risk results from the management of assets and liabilities through maturities, pricing
and mix to attempt to neutralize the potential impact of changes in market
interest rates. The Company’s profitability is dependent to a large extent upon its
net interest income, which is the difference between its interest income on interest
earning assets, such as loans and investments, and its interest expense on interest
bearing liabilities, such as deposits and borrowings. The Company is subject to
interest rate risk to the degree that its interest earning assets re-price differently than
its interest bearing liabilities. The Company manages its mix of assets and liabilities
with the goals of limiting its exposure to interest rate risk, ensuring adequate liquidity,
and coordinating its sources and uses of funds.

The Company seeks to control interest rate risk exposure in a manner that will
allow for adequate levels of earnings and capital over a range of possible interest rate
environments. The Company has adopted formal policies and practices to monitor
and manage interest rate risk exposure. Management believes historically it has
effectively managed the effect of changes in interest rates on its operating results and
believes that it can continue to manage the short-term effects of interest rate
changes under various interest rate scenarios.

Management employs asset and liability management software and engages
consultants to measure the Company’s exposure to future changes in interest rates.
The software measures the expected cash flows and re-pricing of each financial asset/
liability separately in measuring the Company’s interest rate sensitivity. Based on
the results of the software’s output, management believes the Company’s balance sheet
is evenly matched over the short term and slightly asset sensitive over the longer
term as of December 31, 2023. This means that the Company would expect (all other
things being equal) to experience a limited change in its net interest income if rates
rise or fall. The level of potential or expected change indicated by the tables below is
considered acceptable by management and is compliant with the Company’s
ALCO policies. Management will continue to perform this analysis each quarter.

The hypothetical impacts of sudden interest rate movements applied to the
Company’s asset and liability balances are modeled quarterly. The results of these
models indicate how much of the Company’s net interest income is “at risk” from
various rate changes over a one year horizon. This exercise is valuable in identifying
risk exposures. Management believes the results for the Company’s December 31,
2023 balances indicate that the net interest income at risk over a one year time
horizon for a 100 basis points (“bps”), 200 bps, and 300 bps rate increase and a 100
bps, 200 bps, and 300 bps rate decrease is acceptable to management and within
policy guidelines at this time.
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