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PREMIER

VALLEY BANK

June 12, 2009

Dear Shareholder:

You are cordially invited to attend the 2009 Annual Meeting of Shareholders, which will be held
at 5:30 p.m. on Monday, July 20, 2009, in the first floor Conference Room located at 8365 North
Fresno Street, Suite 160 (across from Premier Valley Bank’s headquarters located at 8355 North
Fresno Street, Suite 180), Fresno, California 93720.

Please find enclosed the Notice of 2009 Annual Meeting of Shareholders, Proxy Statement and
Form of Proxy. Included as an appendix to the Proxy Statement is the Bank’s Audited
Consolidated Financial Statements for the years ended December 31, 2008 and 2007 with
independent auditor’s report. The accompanying Notice of 2009 Annual Meeting of
Shareholders and Proxy Statement provide information pertaining to the matters to be considered
and acted upon at the meeting.

Your continuing support of Premier Valley Bank is appreciated, and we hope you will attend the
Annual Meeting. Whether or not you are personally present, it is very important that your shares
be represented at the meeting. Accordingly, please promptly sign, date and mail the enclosed
proxy, or vote by internet or by phone as indicated therein. If you wish to vote in accordance
with the Board of Directors’ recommendations, it is not necessary to specify your choices. You
may simply sign, date and return the enclosed proxy.

Sincerely,

y2 S e

J. Mike McGowan
President and Chief Executive Officer

8355 North Fresno Street, Suite 180, Fresno, California 93720 e Telephone (559) 438-2002 e Fax (559) 432-0572
MEMBER FDIC






PREMIER VALLEY BANK
Notice of Annual Meeting of Shareholders

The 2009 Annual Meeting of Shareholders of Premier Valley Bank (the “Bank™) will be
held in the first floor Conference Room located at 8365 North Fresno Street, Suite 160 (across from
Premier Valley Bank’s headquarters located at 8355 North Fresno Street, Suite 180), Fresno, California
93720, on Monday, July 20, 2009, at 5:30 p.m. for the following purposes:

1.  To elect the following nine nominees to serve as directors of the Bank until the next Annual
Meeting of Shareholders and until their successors shall be elected and qualified:

Jerry E. Cook Michael S. Mathiesen
Mateo F. De Soto, M.D. J. Mike McGowan
Surinder P. Dhillon, M.D. Thomas G. Richards
Linda F. East Joe Williams

Richard H. Lehman

2. To consider and transact such other business as may properly be brought before the Meeting.

Shareholders of record as of May 31, 2009 are entitled to notice of and to vote at the
Meeting.

Provisions of the By-Laws of the Bank govern nominations for election of members of
the Board of Directors, as follows:

Nominations for election of members of the Board of Directors may be made by the
Board of Directors or by any shareholder of the Bank entitled to vote for the election of directors. Notice
of intention to make any nominations must be made in writing and must be delivered or mailed to the
President of the Bank not less than 21 days nor more than 60 days prior to any meeting of shareholders
called for the election of directors; provided, however, that if less than 21 days notice of the meeting is
given to shareholders, such notice of intention to nominate must be mailed or delivered to the President of
the Bank not later than the close of business on the tenth day following the day on which the notice of
meeting was mailed. Such notification shall contain the following information to the extent known to the
notifying shareholder: (a) the name and address of each proposed nominee; (b) the principal occupation
of each proposed nominee; (c) the number of shares of capital stock of the Bank owned by each proposed
nominee; (d) the name and residence address of the notifying shareholder; (e) the number of shares of
capital stock of the Bank owned by the notifying shareholder; (f) the number of shares of capital stock of
any bank, bank holding company, savings and loan association or other depository institution owned
beneficially by the nominee or by the notifying stockholder and the identities and locations of any such
institutions; (g) whether the proposed nominee has ever been convicted of or pleaded nolo contendere to
any criminal offense involving dishonesty or breach of trust, filed a petition in bankruptcy or been
adjudged bankrupt; and (h) a statement regarding the nominee’s compliance with the requirements set
forth in Section 2.4 of the Bank’s By-Laws. Nominations not made in accordance with these
requirements may, in the discretion of the Chairman of the meeting, be disregarded and upon the
Chairman’s instructions, the inspectors of election can disregard all votes cast for each such nominee.

Nominees for the Board of Directors must meet certain qualifications set forth in Section
2.4 of the Bank’s By-Laws which prohibit the election as a director of any person who is a director,
officer, employee, agent, nominee, material consulting accountant, analyst, attorney or policy decision
maker for any other financial institution, lender or bank holding company or affiliate or subsidiary
thereof; or who has been or is the assignee or nominee of anyone who has any contract, arrangement or



understanding with any other financial institution, lender or bank holding company, or affiliate or
subsidiary thereof, or with any officer, director, employee, agent, nominee, material consulting
accountant, analyst, attorney or policy decision maker thereof, pursuant to which that person could be
called upon to reveal or in any way utilize information obtained as a director or will, directly or indirectly,
attempt to effect or encourage any action of the Bank; or who is not the owner of record of at least 10,000
shares of the Bank’s stock; provided, however, that the Board of Directors, in its sole discretion, may
permit a person who does not satisfy one or more of the qualifications listed above to serve as a member
of the Board of Directors following the Board’s determination that such action will not compromise the
business plan or strategic focus of the Bank.

All shareholders are cordially invited to attend the meeting in person. To ensure your
representation at the meeting, you are requested to date, execute and return the enclosed proxy card (or
vote by internet or by phone as indicated therein), without delay, in the enclosed postage-paid envelope
whether or not you plan to attend the meeting. Any shareholder present at the meeting may vote
personally on all matters properly brought before the meeting if the shareholder held his or her shares on
the record date. If you elect to vote personally at the meeting, your proxy will not be used.

BY ORDER OF THE BOARD OF DIRECTORS

Lo T

Michael W. Martinez
Secretary

June 12, 2009

Fresno, California

WHETHER OR NOT YOU PLAN TO ATTEND THIS MEETING,
PLEASE SIGN AND RETURN THE ENCLOSED PROXY
AS PROMPTLY AS POSSIBLE IN THE ENCLOSED
POSTAGE-PAID ENVELOPE.



PROXY STATEMENT OF
PREMIER VALLEY BANK

8355 North Fresno Street, Suite 180, Fresno, California 93720
e Telephone (559) 438-2002 e Fax (559) 432-0572
e Web site www.premiervalleybank.com

INFORMATION CONCERNING PROXY

This Proxy Statement is furnished in connection with the solicitation of proxies to be
used by the Board of Directors of Premier Valley Bank (the “Bank™) at the Annual Meeting of
Shareholders of the Bank to be held at 8365 North Fresno Street, Suite 160, Fresno, California 93720, on
Monday, July 20, 2009, at 5:30 p.m., and at any adjournments or postponements thereof (the “Meeting”).

A proxy for voting your shares at the Meeting is enclosed. Any shareholder who
executes and delivers a proxy has the right to revoke it at any time before it is voted by filing with the
Secretary of the Bank an instrument revoking said proxy or a duly executed proxy bearing a later date. In
addition, the powers of the proxyholders will be revoked if the person executing the proxy is present at
the Meeting and advises the Chairman of his or her election to vote in person. Unless revoked, all shares
represented by a properly executed proxy received prior to the Meeting will be voted as specified by each
shareholder in the proxy. If no specifications are given by a shareholder, then the proxy will be voted in
favor of election of nominees specified, for approval of authority of the proxy holders to vote in favor of a
motion to adjourn the Meeting, and in favor of such other business as may properly come before the
Meeting, as described below.

The proxy also confers discretionary authority to vote the shares represented thereby on
any matter that was not known at the time this Proxy Statement was mailed which may properly be
presented for action at the Meeting and may include action with respect to procedural matters pertaining
to the conduct of the Meeting and election of any person to any office for which a bona fide nominee is
named herein, if such nominee is unable to serve or for good cause will not serve. The proxy holders will
have discretion to vote for adjournment of the Meeting to a later time or date for the purpose of soliciting
additional proxies on any of the proposals, except a proxy will not be voted in favor of adjournment for
the purpose of soliciting additional proxies on any proposal on which the shareholder has directed a vote
“against” or “withhold.”

The enclosed proxy is being solicited by the Bank’s Board of Directors and the cost of
the solicitation is being borne by the Bank. The principal solicitation of proxies is being made by mail,
although additional solicitation may be made by telephone, e-mail, facsimile or personal visits by
directors, officers and employees of the Bank.

This Proxy Statement and the accompanying proxy are being mailed to shareholders on
or about June 15, 2009.



PURPOSES OF THE MEETING
The Meeting is being held for the following purposes:

1. To elect nine directors (the entire Board of Directors) to serve until the next annual meeting of
shareholders and until their successors shall be elected and qualified.

2. To consider and transact such other business as may properly be brought before the Meeting.
VOTING SECURITIES

Shareholders of record as of May 31, 2009 (the “Record Date”) will be entitled to notice
of and to vote at the Meeting. As of such date, the Bank had 11,957,605 shares of common stock
outstanding.

Each shareholder of record is entitled to one vote, in person or by proxy, for each share
held on all matters to come before the Meeting, except that shareholders may have cumulative voting
rights with respect to the election of directors.

Cumulative voting allows the shareholder to cast a number of votes equal to the number
of directors to be elected, nine, multiplied by the number of votes held by the shareholder on the Record
Date. This total number of votes may be cast for one nominee or may be distributed among as many
candidates as the shareholder desires.

Pursuant to California law, no shareholder may cumulate votes for a candidate unless
such candidate or candidates’ name or names have been placed in nomination prior to the voting and the
shareholder has given notice of the shareholder’s intention to cumulate the shareholder’s votes at the
Meeting before voting begins. If any shareholder has given such notice, all the shareholders may
cumulate their votes for the candidates who have been nominated.

Discretionary authority to cumulate votes is solicited in this Proxy Statement. The Board
of Directors does not, at this time, intend to give such notice or to cumulate the votes it may hold pursuant
to the proxies solicited herein unless the required notice by a shareholder is given at the Meeting. In the
event such notice is provided, the votes represented by proxies delivered pursuant to this Proxy Statement
may be cumulated in the discretion of the proxyholders, in accordance with the recommendations of the
Board of Directors.

The nine candidates receiving the highest number of votes will be elected. Broker non-
votes (i.e., shares held by brokers or nominees which are represented at the Meeting but with respect to
which the broker or nominee is not authorized to vote on a particular proposal) and abstentions will not be
counted, except for quorum purposes, and will have no effect on the election of directors.

PRINCIPAL SHAREHOLDER

As of May 31, 2009, J. Mike McGowan, a director of the Bank who is also the Bank’s
President and Chief Executive Officer, controls, directly or indirectly, approximately 15.5% of the Bank’s
outstanding shares of common stock. To the knowledge of the Bank’s management, no other person
owned, directly or indirectly, more than five percent of the Bank’s issued and outstanding shares of
common stock as of such date.



PROPOSAL ONE:
ELECTION OF DIRECTORS

The By-Laws of the Bank provide the procedure for nomination and election of the Board
of Directors. This procedure is printed in full in the Notice of 2009 Annual Meeting of Shareholders
accompanying this Proxy Statement. Nominations not made in accordance with the procedures may be
disregarded by the Chairman of the Meeting, and upon his instructions, the Inspector of Elections shall
disregard all votes cast for such nominees.

Votes will be cast in such a way as to effect the election of all nominees or as many as
possible under the rules of cumulative voting to the extent the proxyholders have discretionary authority
to do so. If any nominee should become unable or unwilling to serve as a director, either (i) the proxies
will be voted for such substitute nominees as shall be designated by the Board of Directors or (ii) the
number of nominees may be reduced. The Board of Directors presently has no knowledge that any of the
nominees will be unable or unwilling to serve. The nine nominees receiving the highest number of votes
at the Meeting will be elected.

NOMINEES FOR DIRECTOR

The persons named below have been nominated by the current Board of Directors for
election as directors to serve until the next Annual Meeting and until their successors are duly elected and
qualified. For information pertaining to stock ownership of each of the nominees, reference can be made
to the “SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT”
section of this Proxy Statement.

Principal Occupation, Business

Position With Director Experience During Past Five Years and
Name Age  Bank Since Other Information
Jerry E. Cook 61 Director 2001 General Partner, Cook Land Company, a

developer and owner of commercial,
agricultural and industrial properties.

Mateo F. De Soto, M.D. 59 Director 2001 President and CEO, Bio-Behavioral
Medical Clinics, Inc., a provider of

Surinder P. Dhillon, M.D.

Linda F. East

58

57

Director

Director

2002

2002

mental health services; President and
CEO, Sante Community Physicians, IPA,
a provider of medical services.

Physician, internal medicine; Medical
Director, Cedar Vista Psychiatric
Hospital and Fresno County Mental
Health Clinic; member, Board of
Directors, Fresno-Madera Medical
Society.

President and owner, East Financial
Services, a mortgage brokerage firm.



Principal Occupation, Business

Position With Director Experience During Past Five Years and
Name Age  Bank Since Other Information
Richard H. Lehman 60 Director 2001 Partner, Lehman Levi Pappas & Sadler,

LLC, and owner, Lehman Consulting,
Inc., professional services companies
specializing in governmental relations
and advocacy.

Michael S. Mathiesen 71 Director 2002 Retired investment advisor; formerly
Senior Vice President, Morgan Stanley.
J. Mike McGowan 62 President, CEO 2001 President and CEO, Premier Valley
and Director Bank since 2001; consultant to Premier

Valley Bank organizing group from
2000 to 2001; Chairman, President and
CEQ, ValliCorp Holdings, Inc. and
ValliWide Bank (formerly Bank of
Fresno) from 1990 to 1997.

Thomas G. Richards 63 Chairman of the 2001 President, The Penstar Group, a real
Board estate development and construction
company.
Joe Williams 72 Director 2001 Chief Executive Officer, Richard Heath
& Associates, a management consulting
firm.

There are no family relationships among any of the Bank’s Executive Officers, directors
or director nominees.

No director or nominee chosen by the Board of Directors is a director of any company
with a class of securities registered pursuant to section 12 of the Securities Exchange Act of 1934, as
amended, or subject to the requirements of section 15(d) of such Act or of any company registered as an
investment company under the Investment Company Act of 1940, as amended.



EXECUTIVE OFFICERS OF THE BANK

Set forth below is certain information with respect to the Executive Officers of the Bank.

Name Age Position Officer Since

J. Mike McGowan 62 President and Chief Executive 2001
Officer

Michael W. Martinez 49 Executive Vice President, Chief 2001
Operating Officer and Secretary

David H. Wogan 61 Executive Vice President and 2001
Chief Credit Officer

A brief summary of the background and business experience of the Executive Officers of
the Bank who have not previously been described is set forth below:

Michael W. Martinez serves as the Bank’s Executive Vice President, Chief Operating
Officer and previously served as the Bank’s Executive Vice President, Chief Operating Officer and Chief
Financial Officer since January 2004, and prior to that he served as the Bank’s Executive Vice President
and Chief Financial Officer since the Bank commenced business in 2001. Prior to that he was President
and Chief Executive Officer of Six Rivers National Bank from 1998 to 2001, and Senior Vice President
and Chief Financial Officer of Six Rivers National Bank from 1992 to 1998.

David H. Wogan has served as the Bank’s Executive Vice President and Chief Credit
Officer since the Bank commenced business in 2001. Prior to that he was Executive Vice President and
Sales Manager for Consumer and Business Banking at AmSouth Bank in New Orleans, Louisiana from
1999 to 2000 and Executive Vice President and Division Manager with Deposit Guaranty National Bank
in New Orleans, Louisiana from 1997 to 1999.

INFORMATION PERTAINING TO ELECTION OF DIRECTORS

SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information as of May 31, 2009 pertaining to beneficial
ownership of the Bank’s common stock (the sole class of stock outstanding) by current directors of the
Bank, nominees to be elected to the Board of Directors, the Executive Officers named in the Summary
Executive Compensation Table, and all directors and Executive Officers of the Bank as a group. As used
throughout this Proxy Statement, the terms “Officer” and “Executive Officer” refer to the President and
Chief Executive Officer; the Executive Vice President and Chief Operating Officer and the Executive
Vice President and Chief Credit Officer. The information in the following table has been obtained from
the Bank’s records or from information furnished directly by the individual or entity to the Bank.

For purposes of the following table, shares issuable pursuant to stock options which may
be exercised within 60 days of the Record Date are deemed to be issued and outstanding and have been
treated as outstanding in determining the amount and nature of beneficial ownership and in calculating the
percentage of ownership of those individuals possessing such interest, but not for any other individuals.



Amount and

Nature of
Name and Address Relationship Beneficial Exercisable Percent
of Beneficial Owner' with Bank Ownership’ Options® of Class®

Jerry E. Cook Director 445,0539 10,179 3.7%
Mateo F. De Soto, M.D.  Director 382,864 45,804 3.2%
Surinder P. Dhillon, M.D.  Director 84,654 25,092 0.7%
Linda F. East Director 76,394 31,720 0.6%
Richard H. Lehman Director 240,878 25,399 2.0%
Michael W. Martinez Executive Vice President, Chief 231,568 165,789 1.9%

Operating Officer; Corporate

Secretary
Michael S. Mathiesen Director 243,820 31,720 2.0%
J. Mike McGowan President, Chief Executive Officer 1,954,270 629,812 15.5%

and Director
Thomas G. Richards Chairman of the Board 352,969 64,787 2.9%
Joe Williams Director 278,442® 10,179 2.3%
David H. Wogan Executive Vice President and Chief

Credit Officer 126.,029? 89.975 1.1%
All directors and
Executive Officers as a
group (11 in number) 4,416,941 1,130,456 33.8%
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The address for all persons is c/o Premier Valley Bank, 8355 North Fresno Street, Suite 180, Fresno, California 93720.

Includes shares beneficially owned (including options exercisable within 60 days of the Record Date as shown in the “Exercisable
Options” column and restricted shares granted as described below), both directly and indirectly together with associates. Subject

to applicable community property laws and shared voting and investment power with a spouse, the persons listed have sole voting
and investment power with respect to such shares unless otherwise noted.

Indicates number of shares subject to options currently exercisable or exercisable within 60 days of the Record Date.

Includes 114,924 shares held by TJC Partners and/or Cook Land Company, in both of which Mr. Cook is a general partner.

Includes 105,643 shares held by Corral de Tierra, LLC, of which Dr. De Soto is President and majority owner.

Includes 4,903 shares held by Mr. Martinez’ dependent children, 5,937 shares owned as a participant in the Bank’s Retirement
Plan, and 4,588 unvested, restricted shares for which Mr. Martinez has voting rights.

Includes 154,868 shares held by Mr. McGowan'’s spouse and dependent children and 26,496 shares owned as a participant in the
Bank’s Retirement Plan.

Includes 7,454 shares held by Mr. Williams’ children and grandchildren, as to which Mr. Williams disclaims beneficial ownership.

Includes 1,042 shares owned as a participant in the Bank’s Retirement Plan and 4,588 unvested, restricted shares for which Mr.
Wogan has voting rights.



CORPORATE GOVERNANCE MATTERS
Committees Of The Board Of Directors

Audit and Finance Committee

The Audit and Finance Committee reviews, in accordance with procedures approved by
the Board of Directors, all reports of examination of Premier Valley Bank made by regulatory authorities,
and causes to be made, also in accordance with procedures approved by the Board, third party
examinations and audits of the Bank. The Committee regularly reports to the Board its findings,
conclusions and recommendations, if any, relating to the adequacy of internal controls and procedures in
accordance with applicable laws, regulations and financial accounting principles. The Committee is also
responsible for reviewing, approving and monitoring policies and performance related to the Bank’s
investment portfolio and asset/liability management. The Board of Directors has adopted an Audit
Charter which provides that only independent directors may serve on the Audit and Finance Committee.
The members of the Audit and Finance Committee are Richard H. Lehman (Chairman), Surinder P.
Dhillon, M.D., Linda F. East and Joe Williams. All Committee members would be deemed independent
under Rule 4350(d)(2) of the Nasdaq listing standards. During 2008, the Audit and Finance Committee
met four times.

Loan Committee

The Loan Committee is responsible for establishing loan policies and procedures,
reviewing the Bank’s loan portfolio, approving loans in excess of certain established amounts and
ensuring the Bank maintains an adequate reserve for potential loan losses. Furthermore, under the
Director Loan Committee Charter which is approved by the Board of Directors, the Committee has
general oversight responsibility for Premier Valley Bank’s policy and performance under the Community
Reinvestment Act. The members of the Loan Committee are Jerry E. Cook (Chairman), Mateo F. De
Soto, M.D., Michael S. Mathiesen, J. Mike McGowan and Thomas G. Richards. During 2008, the Loan
Committee met seventeen times.

Compensation Committee

The Compensation Committee reviews compensation recommendations by the Chief
Executive Officer for Executive Officers other than the Chief Executive Officer, and can, at its discretion,
grant stock options, restricted stock shares and other forms of incentive compensation to key officers of
the Bank and its affiliates who are primarily responsible for the management and growth of the Bank’s
business. In conducting its review of compensation, the Committee takes into consideration the overall
performance of the Bank and the Chief Executive Officer’s evaluation of individual officer performance,
with final decisions on base salary adjustments made in conjunction with the Chief Executive Officer.
The Board of Directors has adopted a Compensation Committee Charter which provides that only
independent directors may serve on the Compensation Committee. The members of the Compensation
Committee are Joe Williams (Chairman), Jerry E. Cook and Michael S. Mathiesen. During 2008, the
Compensation Committee met two times.

Committee Charters

The Board of Directors has adopted charters for the Directors’ Audit and Finance, Loan
and Compensation Committees. These charters are available on the Bank’s website at



www.premiervalleybank.com or a copy of each may be requested by contacting Rebecca Lingar,
Assistant Corporate Secretary, Premier Valley Bank, 8355 North Fresno Street, Suite 180, Fresno,
California, 93720, telephone (559) 256-6414.

Attendance at Meetings

During 2008, the Bank’s Board of Directors met fourteen times for regularly scheduled
and special meetings. Each director attended at least 75 percent of the aggregate of: (i) the total number
of meetings of the Board of Directors and (ii) the total number of meetings of Board committees on which
that director served. Seven of the directors standing for reelection attended the Bank’s 2008 Annual
Meeting of Shareholders.

INDEBTEDNESS OF MANAGEMENT

Certain of the Bank’s directors and Executive Officers, as well as members of their
immediate families and associates, are customers of, and have had banking transactions with, the Bank in
the ordinary course of the Bank’s business, and the Bank expects to have such ordinary banking
transactions with these persons in the future. In the opinion of management of the Bank, all loans and
commitments to lend included in such transactions were made in the ordinary course of business on the
same terms, including interest rates and collateral, as those prevailing for comparable transactions with
other persons of similar creditworthiness, and do not involve more than a normal risk of collectability or
present other unfavorable features. The aggregate amount the Bank may lend to directors and Executive
Officers individually or as a group must comply with the Bank’s lending policies and statutory lending
limits. In addition, approval of the Bank’s Board of Directors is required for all such loans.

TRANSACTIONS WITH MANAGEMENT AND OTHERS
There are no existing or proposed material transactions between the Bank and any of the

Bank’s directors, Executive Officers, nominees for election as a director or the immediate family or
associates of any of the foregoing persons.



EXECUTIVE COMPENSATION
Compensation Discussion and Analysis

The Compensation Committee of the Board of Directors of Premier Valley Bank is
comprised of three non-employee directors. In accordance with the Bank’s Compensation Committee
Charter, this Committee approves all of the policies under which compensation is paid or awarded to the
Bank’s Executive Officers.

The compensation strategy of the Bank consists of the following elements: annual base
salary; cash incentive payments made for performance against pre-determined objectives; and annual
grants of equity and benefits, both qualified and nonqualified. As described below, each element of the
Bank’s compensation strategy is designed to achieve a purpose. Each purpose is different, but in
combination the Committee believes that the overall compensation strategy will allow the Bank to attract,
motivate and retain a high caliber executive management team. All grants of equity awards are made
under the shareholder approved Premier Valley Bank Amended and Restated 2001 Equity Incentive Plan.

The Committee has established a strategy for each element of compensation in place for
the Executive team. The strategy is as follows by element:

e Base salary — target market median with adjustments on a periodic basis to ensure
target is maintained.

e Incentive compensation (annual non-equity incentives) — designed to provide each
Executive Incentive Plan participant with the opportunity to know in advance of the plan
year as a percentage of base salary what they may receive if targets are achieved. The
plan may require that objectives be determined for both the Bank overall and the
individual participant, and payments result from the achievement of specific goals.
Corporate and individual goals are set by the Board in advance of the plan year for plan
participants and include performance levels for threshold, target and maximum payouts.
Achievement that is below threshold results in no credit for that objective.

e Equity grants — considered on an annual basis. Stock option and restricted share grants
are made at market value at the date of grant and are designed to tie the Executive’s
return to that of shareholders and to provide the Bank with a retention tool that serves as
an incentive for the Executive to remain with the organization.

e Benefits — targeted at market. The Bank’s strategy is not to lead the market in benefits
but rather to maintain an overall package that is attractive and competitive.

The Committee believes that its principal responsibility is to incent and reward executive
performance that will lead to long term enhancement of shareholder value; therefore, the Committee’s
judgments regarding executive compensation are primarily based upon the Committee’s assessment of
each Executive Officer’s leadership performance and potential to enhance long term shareholder value.
Key factors which affect the Committee’s judgments include the nature and scope of the Executive
Officers’ responsibilities, their effectiveness in leading the Bank’s initiatives to increase shareholder
value, productivity and growth. The Committee also considers the compensation practices and
performances of peer organizations that are most likely to compete with the Bank for the services of
Executive Officers. Based upon all factors considered relevant, the Committee considered it appropriate
and in the best interests of the shareholders to set the overall level of the Bank’s salary, bonus and other
incentive compensation awards in alignment with the strategy outlined above.



In determining salary amounts in 2008, the Committee intended to ensure that the
Executive Officers are compensated at market median. No cash incentive payments were made in 2009
for 2008 performance as the Bank did not meet pre-determined objectives. Equity grants resulted from
the Committee’s desire to recognize the importance of linking the Executive’s gain to that of shareholders
and to further emphasize the Board’s desire for retention of the Executive over the long term.

Basis for the Chief Executive Officer Compensation

For 2008, Mr. McGowan earned $270,000 in salary, exclusive of option awards and other
compensation, as shown in the following Summary Executive Compensation Table. The Committee
considered this level of payment appropriate in view of Mr. McGowan’s effectiveness in leading the Bank
from its inception in 2001 through 2008.

Although present during deliberations regarding the compensation of Executive Officers,
Mr. McGowan does not participate as a voting member of the Compensation Committee or in matters
regarding his own compensation.

The following information is furnished with respect to each Executive Officer of the
Bank.

Summary Executive Compensation Table

Non-
Equity
Incentive
Plan All Other
Stock Option Compen- | Compen-
Salary | Awards(1) | Awards(2) | sation(3) | sation(4) Total
Name Year $) $) %) % &) (%)

J. Mike McGowan 2008 | $270,000 $ - $132,557 | $ - $21,179 | $423,736
2007 | $225,000 $ - $104,330 | $ 96,626 $25,490 | $451,446
2006 | $200,000 $ -- $ 51,933 $144,494 $18,019 | $414,446
Michael W. Martinez 2008 | $155,000 $15,571 $ 23,112 | $ -- $16,075 | $209,758
2007 | $150,000 $10,748 $ 25,174 $ 36,533 $19,671 | $242,126
2006 | $145,000 $3,782 $ 40,435 $ 58,345 $18,152 | $265,714
David H. Wogan 2008 | $150,000 $15,571 $ 6297 $ -- $16,839 | $188,707
2007 | $142,500 $10,748 $ 14,699 $41,518 $20,853 | $230,318
2006 | $135,000 $ 3,782 $21,421 $ 54,635 $17,880 | $232,718
(1) Stock awards represent restricted share grants that vest annually over a four year period. Amounts

represent the annual compensation expense to the Bank for the year noted and are estimated on a
straightline basis as though the shares vest monthly, based on the price of the Bank’s common stock
on the date of the grant.
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3)

“4)

Reflects the dollar amount recognized for financial statement reporting purposes for the year indicated in
accordance with SFAS 123(R) of stock options granted and may include amounts from options granted in and
prior to the year indicated. Assumptions for this valuation are described in Note 1 of the Bank’s consolidated
financial statements for the years ended December 31, 2008 and 2007.

Non-equity incentive plan compensation consists of cash payments made following the achievement of
predefined Bank and or individual goals. The goals are established annually by the Board and are based on the
strategic objectives of the Bank.

Other compensation consists in part of the portion of health premiums (including medical, dental, life and
accidental death and dismemberment and worker’s compensation) paid by the Bank on behalf of the named
Executive Officers (and which are available to all employees on the same basis as the named Executive
Officers). Individual items that exceed 10% of the aggregate amount of all other compensation are as follows:
during 2008 the portion of health insurance premiums (as defined above) paid by the Bank for each of the
Executive Officers listed above was $8,468, $7,112 and $7,073 for Mr. McGowan, Mr. Martinez and Mr.
Wogan, respectively. During 2007 and 2006, the portion of health insurance premiums paid for each of the
three named Executive Officer was $8,664 and $7,693, respectively. As part of Mr. McGowan’s compensation
package, the Bank pays an annual premium for life insurance for which the Bank is not the beneficiary; during
the periods presented, the annual premium amounted to $2,649. Mr. Martinez and Mr. Wogan each received a
car allowance of $7,200 during each of the periods presented. During 2008, 401(k) matches and ESOP
contributions under the Premier Valley Bank Retirement Plan totaled $3,918, $1,763 and $2,566 for Mr.
McGowan, Mr. Martinez and Mr. Wogan, respectively. During 2007, matches and contributions totaled $8,680,
$3,807 and $4,989 for Mr. McGowan, Mr. Martinez and Mr. Wogan, respectively, and during 2006, such
matches and contributions totaled $7,445, $3,259 and $2,987 for Mr. McGowan, Mr. Martinez and Mr. Wogan,
respectively.
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Equity Incentive Plan

With the approval of the Bank’s shareholders, the Board of Directors adopted the Premier
Valley Bank Amended and Restated 2001 Equity Incentive Plan (“Plan”) in order to promote the long
term success of the Bank and the creation of shareholder value. The Plan authorizes the Bank to grant
stock options, restricted shares and other forms of equity compensation to officers, employees and
directors of the Bank.

Grants of Plan-Based Awards During 2008

The following table sets forth certain information regarding stock options and restricted
shares of common stock issued during 2008 to the Executive Officers named in the Summary Executive
Compensation Table. The number of options and shares awarded and the exercise or base price for each
have been adjusted to reflect the issuance of a one percent stock dividend (the “Stock Dividend”)
distributed on April 15, 2009 to shareholders of record as of March 31, 2009.

All Other
All Other Option
Stock Awards:
Awards: Number of Exercise or
Number of | Securities Base Price of Grant Date Fair
Shares of | Underlying Equity Value of Stock and
Stock(1) Options Awards(2) Option Awards
Name Grant Date #) #) ($/Sh) ($)
J. Mike McGowan 7/17/08 - 54,540 $4.95 $77,544
Michael W. Martinez 7/17/08 2,727 - $4.95 $13,500
David H. Wogan 7/17/08 2,727 - $4.95 $13,500

(1) All other stock awards consist of restricted share grants to the named Executive Officers.

(2) There is no dollar amount of consideration paid by the Executive Officer on the grant or vesting
date of a restricted share award.
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The following table summarizes the number of exercisable and unexercisable stock
options and vested and unvested stock awards held by the named Executive Officers at December 31,
2008. The number of options (and corresponding exercise prices) and shares have been adjusted for the
Stock Dividend.

Outstanding Equity Awards at Fiscal Year-End

Option Awards Stock Awards
Number
of Number of Number of
Securities Securities Shares or | Market Value of
Underlying Underlying Units of Shares or Units
Unexercised Unexercised Option Stock That of Stock That
Options Options Exercise Option Have Not Have Not
Exercisable Unexercisable Price Expiration Vested Vested(1)
Name #) #) ® Date #) ®
J. Mike McGowan 372,832 - $2.41 8/15/2011
107,707 - $3.17 7/31/2013
6,628 - $4.90 8/4/2014
68,933 - $9.55 7/24/2015
21,689 21,696 $10.37 7/19/2016
13,772 41,319 $8.17 7/18/2017
- 54,540 $4.95 7/16/2018
Michael W. Martinez 57,087 - $2.41 8/15/2011
66,282 - $3.17 7/31/2013
42,420 - $9.55 7/24/2015
1,750 $6,064
2,500 $8,663
2,727 $9,450
David H. Wogan 35,624 - $2.41 8/15/2011
33,141 - $3.17 7/31/2013
21,210 $9.55 7/24/2015
1,750 $6,064
2,500 $8,663
2,727 $9,450

(1) Stock awards consist of restricted shares for which the market value was determined using
the closing price (adjusted for the Stock Dividend) of the Bank’s common stock on
December 31, 2008. Restricted shares vest annually over a four year period.
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Option Exercises and Stock Vested During 2008

Option Awards Stock Awards
Number of Number of
Shares Shares
Acquired Value Realized Acquired Value Realized
on Exercise on Exercise on Vesting on Vesting
Name # ®) (# (©]eY)

J. Mike McGowan - - - -
Michael W. Martinez 5,050 $22,050 1,708 $8,881
David H. Wogan - - 1,708 $8,881

(1) The value realized on vesting is determined using the average closing stock price on the dates the shares
vested. Share information has been adjusted for the Stock Dividend.

Pension Benefits

Present
Value of Accumulated
Benefit
Name Plan Name &)
J. Mike McGowan Salary Continuation Plan (1) $319,000

(1) On August 1, 2006, the Bank entered into a salary continuation agreement with J. Mike McGowan which
provides for certain benefits if Mr. McGowan works until normal retirement age. In the event of early
retirement, involuntary termination or full disability, the agreement provides for benefits of a lesser amount
which is equal to the accrued liability as of the month end preceding the separation from service. If Mr.
McGowan works until the normal retirement age of 65, the agreement calls for an annual benefit in the amount
of $100,000 per year, to be paid in twelve equal monthly installments for a period of ten years.
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Equity Compensation Plan Information

No. of Securities
Remaining Available for
Future Issuance Under
No. of Securities to be Weighted Average Equity Compensation
Issued Upon Exercise of Exercise Price of Plans (Excluding
Outstanding Option, Outstanding Option, Securities Reflected in
Plan category Warrants and Rights Warrants and Rights Column (a))
(a) (b) ()
Equity compensation plans 1,478,292 $4.78 167,507
approved by securities
holders
Equity compensation plans
not approved by security N/A N/A N/A
holders

Under the Premier Valley Bank Amended and Restated 2001 Equity Incentive Plan,
2,121,000 shares were made available for issuance. As of December 31, 2008, 378,499 shares had been
issued upon the exercise of stock options, 99,034 shares had been issued pursuant to awards of restricted
stock (of which 73,453 were issued but had not vested), and 1,478,292 shares were reserved for issuance
upon exercise of outstanding stock options, leaving 167,507 shares available for future grants (all data has
been adjusted for stock dividends).

Employment Contracts

During 2008, an employment agreement was in effect between the Bank and J. Mike
McGowan pursuant to which Mr. McGowan agreed to serve in his capacity as President and Chief
Executive Officer at an annual salary of $270,000. In the discretion of the Board of Directors, Mr.
McGowan may also be paid a cash incentive. Mr. McGowan’s employment agreement automatically
renews for successive one year periods unless notice of termination is given by either party at least 90
days prior to the scheduled extension date. The employment agreement provides that if Mr. McGowan’s
employment is terminated without cause or if a person, firm or corporation acquires control of the Bank,
then Mr. McGowan will be entitled to receive a lump sum payment equal to (i) 18 months’ salary in the
case of termination without cause or (ii) 36 months’ salary plus three times Mr. McGowan’s target bonus
amount for the year in question, in the case of a change in control.

During 2008, employment agreements were also in effect between the Bank and Michael
W. Martinez and David H. Wogan pursuant to which Messrs. Martinez and Wogan agreed to serve in the
capacity of Executive Vice President and Chief Operating Officer, in the case of Mr. Martinez, and
Executive Vice President and Chief Credit Officer, in the case of Mr. Wogan, at annual salaries of
$155,000 and $150,000, respectively. In the discretion of the Board of Directors, Messrs. Martinez and
Wogan may also be paid cash incentive bonuses. Mr. Martinez’ and Mr. Wogan’s employment
agreements automatically renew for successive one year periods unless notice of termination is given by
either party at least 90 days prior to the scheduled extension date. The employment agreements provide
that if Messrs. Martinez’ or Wogan’s employment is terminated without cause or if a person, firm or

15




corporation acquires control of the Bank, then Mr. Martinez and Mr. Wogan will be entitled to receive
lump sum payments equal to (i) 12 months’ salary in the case of termination without cause or (ii) 18
months’ salary in the case of Mr. Martinez and 12 months’ salary in the case of Mr. Wogan, plus the
Executive’s target bonus amount for the year in question, in the case of a change of control.

Premier Valley Bank Retirement Plan

The Board of Directors of the Bank has adopted a retirement plan (the ‘“Plan”) that
includes both 401(k) and employee stock ownership (“ESOP”’) components. Participation in the Plan is
available to all employees on the same terms as long as the employee meets the requisite number of hours
worked each year as described in the Plan. The 401(k) component of the Plan is intended to provide a
tax-deferred savings vehicle to its participants. Eligible employees may make contributions to the Plan
subject to the limitations of Section 401(k) of the Internal Revenue Code of 1986. The Plan provides that
the Bank will contribute to the Plan in amounts that are at the discretion of the Board of Directors. The
ESOP component of the Plan is intended to provide an ownership interest in the Bank to qualifying
employees and to serve as an additional savings and retirement vehicle for participants. The amount of
contributions to the 401(k) Plan (in the form of matching contributions) and to the ESOP for the benefit
of J. Mike McGowan, Michael W. Martinez and David H. Wogan is included in the Summary Executive
Compensation Table in the column entitled “All Other Compensation”.

Potential Payments Upon Termination or Change-In-Control

Potential payments to Executive Officers upon termination or change in control are
described in connection with the discussion of employment agreements above.

Director Compensation for 2008

Fees Earned or
Paid in Option
Cash (1) Awards (2) Total
Name $) $) $)
Jerry E. Cook $23.,000 $830 $23,830
Mateo F. De Soto, M.D. $19,000 $830 $19,830
Surinder P. Dhillon, M.D. $16,000 $830 $16,830
Linda F. East $19,000 $830 $19,830
Richard H. Lehman $22,000 $830 $22,830
Michael S. Mathiesen $19,000 $830 $19,830
Thomas G. Richards $28,000 $830 $28,830
Joe Williams $21,000 $830 $21,830

(1) During 2008, the non-employee directors of Premier Valley Bank were paid $1,000 per monthly meeting of
the Board of Directors and an annual retainer that is based on the committees on which the director serves
and whether or not the director serves as the chair of a committee.
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(2) Reflects the dollar amount recognized for financial statement reporting purposes for the year indicated in
accordance with SFAS 123(R) of stock options granted and may include amounts from options granted in
and prior to the year indicated. Assumptions for this valuation are described in Note 1 of the Bank’s
consolidated financial statements for the years ended December 31, 2008 and 2007. Stock options granted
in 2006 and later vest annually over a four year period, while unvested stock options granted prior to 2006
vest monthly, generally over 36 months. Outstanding stock options, adjusted for the Stock Dividend, held
by each non-employee director at December 31, 2008 are as follows: Jerry E. Cook, 15,174; Mateo F.
DeSoto, M.D., 50,799; Surinder P. Dhillon, M.D., 30,087; Linda F. East, 36,715; Richard H. Lehman,
35,444; Michael S. Mathiesen, 36,715; Thomas G. Richards, 69,782; Joe Williams, 15,174.

Grants of Plan-Based Awards During 2008
The following table sets forth certain information regarding stock options issued by

Premier Valley Bank during 2008 to the members of the Board of Directors (option awards and exercise
price have been adjusted for the Stock Dividend).

Option
Awards:
Number of
Securities Exercise or Base | Grant Date Fair Value of
Underlying Price of Equity Stock and Option
Options Awards Awards
Name Grant Date #) ($/Sh) $)(1)
Jerry E. Cook 7/17/2008 5,050 $4.95 $7.180
Mateo F. De Soto, M.D. 7/17/2008 5,050 $4.95 $7.180
Surinder P. Dhillon, M.D. 7/17/2008 5,050 $4.95 $7,180
Linda F. East 7/17/2008 5,050 $4.95 $7,180
Richard H. Lehman 7/17/2008 5,050 $4.95 $7.180
Michael S. Mathiesen 7/17/2008 5,050 $4.95 $7,180
Thomas G. Richards 7/17/2008 5,050 $4.95 $7,180
Joe Williams 7/17/2008 5,050 $4.95 $7,180

(1) Reflects the dollar value in accordance with SFAS 123(R) of stock options granted at the time of the award
and may not necessarily reflect the amount of compensation expense recorded in the Bank’s financial
statements as option awards vest over a four year period and the corresponding compensation expense is
recorded over the vesting period of the award. Assumptions for this valuation are described in Note 1 of
the Bank’s consolidated financial statements for the years ended December 31, 2008 and 2007.
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Report of the Compensation Committee on Executive Compensation

The Compensation Committee has reviewed and discussed with management of the Bank
the Compensation Discussion and Analysis included in this proxy statement. Based on such review and
discussions, the Compensation Committee has determined that the Compensation Discussion and
Analysis be included in this Proxy Statement.

Joe Williams, Chairman Compensation Committee
Jerry E. Cook
Michael S. Mathiesen

SIGNIFICANT LITIGATION

The Bank is not, to its knowledge, a party to any pending or threatened litigation in
which any officer or director has a material, adverse interest.

RECOMMENDATION OF THE BOARD OF DIRECTORS

You are urged to vote ‘“for” Proposal 1: To elect the nine nominees set forth herein
to serve until the next Annual Meeting of Shareholders and until their respective successors shall be
elected and qualified: Jerry E. Cook, Mateo F. De Soto, M.D., Surinder P. Dhillon, M.D., Linda F.
East, Richard H. Lehman, Michael S. Mathiesen, J. Mike McGowan, Thomas G. Richards, and Joe
Williams. If no instruction is given, the proxyholders intend to vote for each nominee listed.
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2008 AUDIT AND FINANCE COMMITTEE REPORT

The Audit and Finance Committee (the “Committee”) of the Board of Directors serves as
the representative of the Board for general oversight of the Bank’s financial accounting and reporting,
systems of internal control, audit process, and monitoring compliance with laws and regulations and
standards of business conduct. The Board has adopted a charter for the Committee. Management of the
Bank has the responsibility for preparing financial statements of the Bank as well as the Bank’s reporting
process. Perry-Smith, LLP, acting as independent auditors, are responsible for expressing an opinion on
the conformity of the Bank’s audited financial statements with generally accepted accounting principals.

In this context, the Committee hereby reports:

1. The Committee has reviewed and discussed the audited financial statements for fiscal
year 2008 with the Bank’s management.

2. The Committee has discussed with the independent auditors the matters required to be
discussed by the Statement on Auditing Standards No. 61, Communication with Audit Committee.

3. The Committee has received the written disclosures and the letter from the
independent auditors required by Independence Standards Board Standard No. 1, Independence
Discussions with Audit Committees, and has discussed the matter of independence with the independent
auditors.

Based on the review and discussion referred to in paragraphs (1) through (3) above, the
Committee recommended to the Board of Directors of the Bank, and the Board has approved, that the
audited financial statements be included in the Bank’s 2008 Proxy Statement.

Each member of the Committee is independent as defined under the listing standards of
the Nasdaq Stock Market.

Set forth below is a summary of the fees billed to the Bank by Perry-Smith, LLP for

professional services rendered as the bank’s independent certified public accountants for the fiscal years
ended December 31, 2008 and 2007.

Description 2008 2007
Audit Fees " $115,000 $105,000
Audit Related Fees” $ 12,679 $ 16,510
Tax Fees © $ 12,309 $ 18,059

(1) Audit fees consist of fees for the audit of the Bank’s annual consolidated financial statements.

(2) Audit related fees represent fees for professional services such as merger related services and technical
accounting, consulting and research. In 2008 and 2007, audit related fees also included an analysis of, and work
related to, the tax benefits derived from the Bank’s Enterprise Zone lending activities. As the 2007 income tax
returns were extended into late 2008, significant portions of the Audit Related Fees included in 2008 apply to
Enterprise Zone activities applicable to both the 2007 and 2008 tax years.
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(3) Tax fees consist of fees for the preparation of the Bank’s federal and state income tax returns and quarterly tax
estimates, as well as tax advice, tax planning and other related tax services.
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Audit and Finance Committee

Richard H. Lehman (Chairman),
Surinder P. Dhillon, M.D.
Linda F. East

Joe Williams



OTHER BUSINESS

If any matters not referred to in this Proxy Statement come before the Meeting, including
matters incident to the conduct of the Meeting, the proxy holders will vote the shares represented by
proxies in accordance with their best judgment. Management is not aware of any other business to come
before the Meeting and, as of the date of the preparation of this Proxy Statement, no shareholder has
submitted to management any proposal to be acted upon at the Meeting.

OTHER MATTERS

Any shareholder proposals intended to be presented for consideration at the 2010 Annual
Meeting of Shareholders must be received by the Bank no later than February 12, 2010 to be considered
for inclusion in the Bank’s Proxy Statement for that meeting.

PREMIER VALLEY BANK

Lo lor

Michael W. Martinez
Secretary

Fresno, California
June 12, 2009
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PERRY-SMITH \LLpP

ACCOUNTANTS 400 Capitol Mall, Suite 1200
Sacramento, CA 95814

www.perry-smith.com

916.441.1000

INDEPENDENT AUDITOR'S REPORT

The Shareholders and
Board of Directors
Premier Valley Bank

We have audited the accompanying consolidated balance sheet of Premier Valley Bank and
subsidiary as of December 31, 2008 and 2007 and the related consolidated statements of income,
comprehensive income, changes in shareholders' equity and cash flows for the years then ended.
These consolidated financial statements are the responsibility of the Bank's management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provided a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Premier Valley Bank and subsidiary as of December 31,
2008 and 2007, and the results of their operations and their cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of America.

?ﬂ,},gk‘a&(x LLp

April 30, 2009

SACRAMENTO A  SAN FRANCISCO A ROSEVILLE



PREMIER VALLEY BANK
CONSOLIDATED BALANCE SHEET

December 31, 2008 and 2007
(In thousands)

2008 2007
ASSETS
Cash and due from banks $ 13,314 $ 9,836
Federal funds sold and deposits in banks 1,743 665
Total cash and cash equivalents 15,057 10,501
Investment securities (Note 2) 66,478 93,362
Loans, less allowance for loan losses of $5,326 in 2008 and
$4,986 in 2007 (Notes 3, 10 and 15) 369,794 331,124
Premises and equipment, net (Note 4) 3,980 4,355
Goodwill and other intangible assets (Note 5) 15,364 15,806
Accrued interest receivable and other assets 17,461 13,889
$ 488,134 $ 469,037
LIABILITIES AND
SHAREHOLDERS' EQUITY
Deposits:
Noninterest bearing $ 104,773 $ 102,333
Interest bearing (Note 7) 291,138 300,716
Total deposits 395,911 403,049
Borrowings (Note 9) 25,300 1,750
Accrued interest payable and other liabilities 10,781 6,338
Total liabilities 431,992 411,137
Commitments and contingencies (Note 10) - -
Shareholders' equity (Notes 11 and 12):
Preferred stock — no par value; 10,000 shares
authorized; none issued - -
Common stock — no par value; 30,000 shares
authorized; issued — 11,815 shares in 2008 and
11,779 shares in 2007 52,552 52,166
Retained earnings 4,123 5,728
Accumulated other comprehensive (loss) income,
net of taxes (Note 2) (533) 6
Total shareholders' equity 56,142 57,900
$ 488,134 $ 469,037

The accompanying notes are an integral

part of these consolidated financial statements.
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PREMIER VALLEY BANK

CONSOLIDATED STATEMENT OF INCOME

For the Years Ended December 31, 2008 and 2007

(In thousands, except per share data)

Interest income:
Loans
Investment securities
Federal funds sold and deposits in banks
Total interest income
Interest expense:
Deposits (Note 7)
Borrowings
Total interest expense
Net interest income

Provision for loan losses (Note 3)

Net interest income after provision for
loan losses

Noninterest income:
Service charges
Other
Total noninterest income
Noninterest expenses:
Salaries and employee benefits (Notes 3 and 16)
Occupancy and equipment (Notes 4 and 10)
Other (Note 13)
Total noninterest expenses
Income before income taxes
Income tax (benefit) expense (Note 8)
Net income

Basic earnings per share (Note 11)

Diluted earnings per share (Note 11)

The accompanying notes are an integral

2008 2007
$ 23,017 $ 23,908
4,054 4,181
281 796
27,352 28,885
6,916 8,993
78 14
6,994 9,007
20,358 19,878
5,375 1,580
14,983 18,298
1,550 1,266
1,350 1,354
2,900 2,620
7,838 7,537
1,564 1,597
7,520 4,375
16,922 13,509
961 7,409
(50) 2,779
$ 1,011 $ 4,630
$ 0.09 $ 0.38
$ 0.08 $ 0.36

part of these consolidated financial statements.
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PREMIER VALLEY BANK
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the Years Ended December 31, 2008 and 2007
(In thousands)

2008 2007
Net income $ 1,011 § 4,630
Other comprehensive income (loss):
Unrealized (losses) gains on available-for-sale
investment securities (880) 583
Less: Reclassification adjustment for realized
losses included in net income (20) -
Other comprehensive income (loss), before
income taxes (860) 583
Income taxes 321 (240)
Other comprehensive (loss) income (539) 343
Comprehensive income $ 472 $ 4,973

The accompanying notes are an integral
part of these consolidated financial statements.
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PREMIER VALLEY BANK

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

For the Years Ended December 31, 2008 and 2007

(In thousands)

Accumulated

Other
Compre-
hensive Total
Common Stock (Loss) Share-
Retained Income (Net holders'
Shares Amount Earnings of Taxes) Equity
Balance, January 1, 2007 12,203 $ 55,609 $ 3,947 $ (337) $ 59,219
Net income - - 4,630 - 4,630
Other comprehensive income - - - 343 343
Proceeds from exercise of stock options
and related tax benefit (Note 11) 244 1,236 - - 1,236
Cash dividends — $.15 per share (Note 11) - - (1,801) - (1,801)
Restricted stock awarded and related
compensation expense (Note 11) 32 108 - - 108
Stock option compensation expense (Note 11) - 258 - - 258
Repurchase of common stock (700) (5,045) (1,048) - (6,093)
Balance, December 31, 2007 11,779 52,166 5,728 6 57,900
Cumulative effect of adoption of EITF 06-4 - - (42) - (42)
Net income - - 1,011 - 1,011
Other comprehensive loss - - - (539) (539)
Proceeds from exercise of stock options
and related tax benefit (Note 11) 60 220 - - 220
Cash dividends — $.20 per share (Note 11) - - (2,374) - (2,374)
Restricted stock awarded and related
compensation expense (Note 11) 34 152 - - 152
Stock option compensation expense (Note 11) - 235 - - 235
Shares issued pursuant to dividend reinvestment
plan 47 258 - - 258
Repurchase of common stock (105) (479) (200) - (679)
Balance, December 31, 2008 11,815 $§ 52552 $ 4123 $ (533) $ 56,142

The accompanying notes are an integral
part of these consolidated financial statements.
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PREMIER VALLEY BANK
CONSOLIDATED STATEMENT OF CASH FLOWS

For the Years Ended December 31, 2008 and 2007
(In thousands)

2008 2007
Cash flows from operating activities:
Net income $ 1,011 § 4,630
Adjustments to reconcile net income to net cash
provided by operating activities:
(Decrease) increase in unamortized deferred fees, net (128) 98
Amortization of investment securities premiums, net 146 177
Federal Home Loan Bank stock dividends (112) (75)
Provision for loan losses 5,375 1,580
Depreciation and amortization 972 1,046
Loss on sale of available-for-sale investment securities 20 -
Impairment charge recognized on investment securities 2,519 -
Gain on sale of equipment (7) -
Gain on sale of loans (120) (312)
Net loans originated for sale (301) (9,350)
Proceeds from loan sales 1,514 4,487
Share-based compensation 387 366
Excess tax benefit from exercise of stock options 57 586
Provision for deferred income taxes (624) (557)
Increase in accrued interest receivable and other
assets (3,008) (668)
Increase in accrued interest payable and other
liabilities 4,344 410
Net cash provided by operating activities 12,045 2,418
Cash flows from investing activities:
Activity in available-for-sale investment securities:
Proceeds from calls 5,814 1,136
Proceed from sales 5,808 -
Proceeds from maturities and principal repayments 22,532 23,154
Purchases (10,494) (24,414)
Increase in loans (44,840) (22,060)
Purchase of premises and equipment (146) (428)
Purchase of FHLB stock - (211)
Net cash used in investing activities (21,326) (22,823)
Cash flows from financing activities:
Net increase in demand, interest bearing checking and
savings deposits (21,942) 8,928
Net increase in time deposits 14,804 12,822
Proceeds from Federal Home Loan Bank borrowings 25,300 1,750
Repayments of Federal Home Loan Bank borrowings (1,750) -
Proceeds from exercise of stock options, including tax benefit 220 1,236
Shares issued pursuant to dividend reinvestment plan 258 -
Repurchase of common stock (679) (6,093)
Payment of cash dividends (2,374) (1,801)
Net cash provided by financing activities 13,837 16,842
Increase (decrease) in cash and cash equivalents 4,556 (3,536)
Cash and cash equivalents at beginning of year 10,501 14,064
Cash and cash equivalents at end of year $ 15,057 $ 10,501

The accompanying notes are an integral part of these consolidated financial statements.
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PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

Premier Valley Bank (the "Bank") commenced operations on June 1, 2001 as a
California state chartered bank with its deposits insured to the fullest extent allowable by
the FDIC. Prior to 2005, the Bank engaged in the general commercial banking business
with an emphasis on serving the needs of small and medium size businesses,
professionals and the general public in the greater Fresno area. During 2005, the Bank
expanded its Central California operations by opening a loan production office in
Modesto and a full-service branch in Merced. The Modesto loan production office was
converted to a full-service branch in October 2007. In 2008, the Bank elected to
participate in the FDIC sponsored Transaction Account Guarantee Program. Under this
program, through December 31, 2009, all noninterest-bearing transaction accounts are
fully guaranteed by the FDIC for the entire amount in the account.

In March 2005, the Bank completed the acquisition of Yosemite Bank (YB) and its wholly
owned subsidiary, YB Real Estate, Inc. (YBRE). Yosemite Bank has served the Sierra
since 1977 with branches in Mariposa, Groveland, Oakhurst and Coarsegold offering a
full range of commercial banking services to individuals and small businesses in those
communities. YB was merged into the Bank and the acquired branches now operate as
the Yosemite Division of Premier Valley Bank. YBRE has formerly been engaged in real
estate investment and development activities in Merced County, California, but is
currently inactive. The acquisition of YB was accounted for under the purchase method
of accounting and, accordingly, YB's results of operations have been included in the
consolidated financial statements since the date of acquisition.

The accounting and reporting policies of the Bank conform with accounting principles
generally accepted in the United States of America and prevailing practices within the
banking industry.

Principles of Consolidation

The consolidated financial statements include the accounts of the Bank and its wholly
owned subsidiary, YBRE. All significant intercompany balances and transactions have
been eliminated.

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. These estimates and assumptions affect the reported amounts of assets
and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from
these estimates.
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PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Reclassifications

Certain reclassifications have been made to the prior years' balances to conform to
classifications used in 2008.

Cash and Cash Equivalents

For purposes of the statement of cash flows, cash and due from banks, Federal funds
sold and interest bearing deposits in banks are considered to be cash equivalents.
Generally, Federal funds are sold for one day periods.

Investment Securities

Investment securities are classified into one of the following categories:

. Available-for-sale securities reported at fair value, with unrealized gains
and losses excluded from earnings and reported, net of income taxes, as
other comprehensive income (loss) within shareholders' equity.

. Held-to-maturity securities, which management has the positive intent
and ability to hold to maturity, reported at amortized cost, adjusted for the
accretion of discounts and amortization of premiums.

All investment securities held at December 31, 2008 and 2007 were classified as
available-for-sale.

Management determines the appropriate classification of investment securities at the
time of purchase and may only change the classification in certain limited circumstances.
All transfers between categories are accounted for at fair value.

Gains or losses on the sale of investment securities are computed using the specific
identification method. Interest earned on investment securities is reported in interest
income, net of applicable adjustments for accretion of discounts and amortization of
premiums. In addition, unrealized losses that are other than temporary are recognized
in earnings for all investments.

Investment securities are evaluated for other than temporary impairment when economic
or market conditions warrant such an evaluation to determine whether a decline in their
value is other than temporary. Management utilizes criteria such as the magnitude and
duration of the decline and the intent and ability of the Bank to retain its investment in
the issues for a period of time sufficient to allow for an anticipated recovery in fair value,
in addition to the reasons underlying the decline, to determine whether the loss in value
is other than temporary. The term "other than temporary" is not intended to indicate that
the decline is permanent, but indicates that the prospects for a near term recovery of
value is not necessarily favorable, or that there is a lack of evidence to support a
realizable value equal to or greater than the carrying value of the investment. Once a
decline in value is determined to be other than temporary, the value of the security is
reduced and a corresponding charge to earnings is recognized.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investments in Bank Stock

The Bank has invested in the capital stock of the Federal Home Loan Bank System and
Pacific Coast Bankers' Bancshares. These investments are carried at cost. At
December 31, 2008 and 2007, these investments totaled $3,368,000 and $2,781,000,
respectively, and are carried on the balance sheet in accrued interest receivable and
other assets.

Loans

Loans are stated at principal balances outstanding. Interest is accrued daily based upon
outstanding loan balances. However, when, in the opinion of management, loans are
considered to be impaired and the future collectibility of interest and principal is in
serious doubt, loans are placed on nonaccrual status and the accrual of interest income
is suspended. Any interest accrued but unpaid is charged against income. Payments
received are applied to reduce principal to the extent necessary to ensure collection.
Subsequent payments on these loans, or payments received on nonaccrual loans for
which the ultimate collectibility of principal is not in doubt, are applied first to earned but
unpaid interest and then to principal.

The Bank has purchased loans and acquired loans through a business combination for
which differences exist between the contractual cash flows and the cash flows expected
to be collected due, at least in part, to credit quality. When the Bank acquires such
loans, the yield that may be accreted (accretable yield) is limited to the excess of the
Bank's estimate of undiscounted cash flows expected to be collected over the Bank's
initial investment in the loan. The excess of contractual cash flows over cash flows
expected to be collected are not recognized as an adjustment to yield, loss or a
valuation allowance. Subsequent increases in cash flows expected to be collected
generally are recognized prospectively through adjustment of the loan's yield over its
remaining life. Decreases in cash flows expected to be collected are recognized as an
impairment. The Bank does not "carry over" or create a valuation allowance in the initial
accounting for loans acquired under these circumstances. At December 31, 2008 and
2007, there were no loans being accounted for under this policy.

A loan is considered impaired when, based on current information and events, it is
probable that the Bank will be unable to collect all amounts due (including both principal
and interest) in accordance with the contractual terms of the loan agreement. An
impaired loan is measured based on the present value of expected future cash flows
discounted at the loan's effective interest rate or, as a practical matter, at the loan's
observable market price or the fair value of collateral if the loan is collateral dependent.

Substantially all loan origination fees, commitment fees, direct loan origination costs and
purchase premiums and discounts on loans are deferred and recognized as an
adjustment of yield, to be amortized against interest income over the contractual term of
the loan. The unamortized balance of deferred fees and costs is reported as a
component of net loans.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Loan Sales and Servicing Rights

The Bank accounts for the transfer and servicing of financial assets based on the
financial and servicing assets it controls and liabilities it has incurred, derecognizes
financial assets when control has been surrendered and derecognizes liabilities when
extinguished.

Government Guaranteed Loans

Included in the loan portfolio are loans which are 75% to 90% guaranteed by the Small
Business Administration (SBA). The guaranteed portion of these loans may be sold to a
third party, with the Bank retaining the unguaranteed portion. The Bank generally
receives a premium in excess of the adjusted carrying value of the loan at the time of
sale. The Bank may be required to refund a portion of the sales premium if the borrower
defaults or the loan prepays within ninety days of the settlement date. The Bank's
investment in the loan is allocated between the retained portion of the loan, the servicing
asset, the 10 strip and the sold portion of the loan based on their relative fair values on
the date the loan is sold. The gain on the sold portion of the loan is recognized as
income at the time of sale. The carrying value of the retained portion of the loan is
discounted based on the estimated value of a comparable non-guaranteed loan. The
servicing asset and |O strip is recognized as discussed above. Significant future
prepayments of these loans will result in the recognition of additional amortization of
related servicing assets and an adjustment to the carrying value of $84,000 and $82,000
as of December 31, 2008 and 2007, respectively. The amount of loans being serviced
for others at December 31, 2008 and 2007 totaled $4,254,000 and $3,429,000,
respectively.

Allowance for Loan Losses

The allowance for loan losses is maintained to provide for losses related to impaired
loans and other losses that can be expected to occur in the normal course of business.
The determination of the adequacy of the allowance is based on estimates made by
management, including consideration of the composition of the loan portfolio, specifically
identified problem loans, potential losses inherent in the portfolio taken as a whole and
local and national economic conditions.

In addition, regulatory agencies, as an integral part of their examination process,
periodically review the Bank's allowance for loan losses, and may require the Bank to
make additions to the allowance based on their judgment about information available to
them at the time of their examinations.

Loans determined to be impaired or classified are individually evaluated by management
for specific risk of loss. In addition, reserve factors are assigned to currently performing
loans based on several factors, including the Bank's historical loss experience and
management's assessment of the loss experience of peer banks. These estimates are
particularly susceptible to changes in the economic environment and market conditions.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Allowance for Loan Losses (Continued)

The Bank's Board of Directors reviews the adequacy of the allowance for loan losses at
least quarterly, including consideration of the relative risks in the portfolio and current
economic conditions.

The allowance is established through a provision for loan losses which is charged to
income. Additions to the allowance are expected to maintain the adequacy of the total
allowance after credit losses and loan growth. The allowance for loan losses at
December 31, 2008 and 2007 reflects management's estimate of probable losses in the
portfolio.

Allowance for Losses Related to Undisbursed Loan Commitments

The Bank maintains a separate allowance for losses related to undisbursed loan
commitments. Management estimates the amount of probable losses by applying the
loss factors used in the allowance for loan loss methodology to an estimate of the
expected usage and applies the factor to the unused portion of undisbursed lines of
credit. This allowance totaled $132,000 at both December 31, 2008 and 2007 and is
included in accrued interest payable and other liabilities on the balance sheet.

Premises and Equipment

Premises and equipment are carried at cost. Depreciation is determined using the
straight line method over the estimated useful lives of the related assets. The useful
lives of premises are estimated to be forty years. The useful lives of furniture, fixtures
and equipment are estimated to be two to ten years. Leasehold improvements are
amortized over the estimated life of the asset or the life of the related lease, whichever is
shorter. When assets are sold or otherwise disposed of, the cost and related
accumulated depreciation or amortization are removed from the accounts, and any
resulting gain or loss is recognized in income for the period. The cost of maintenance
and repairs is charged to expense as incurred. The Bank evaluates premises and
equipment for financial impairment as events or changes in circumstances indicate that
the carrying amounts of such assets may not be fully recoverable.

Core Deposit Intangible

The core deposit intangible represents the estimated fair value of the deposit
relationships acquired in the acquisition of YB and is being amortized by the straight line
method over an estimated life of eight years. Management evaluates the recoverability
and remaining useful life annually to determine whether events or circumstances warrant
a revision to the intangible asset or the remaining period of amortization. There were no
such events or circumstances in 2008 or 2007.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Goodwill

Business combinations involving the Bank's acquisition of the equity interests or net
assets of another enterprise give rise to goodwill. Goodwill represents the excess of the
cost of YB over the net of the amounts assigned to assets acquired and liabilities
assumed in the acquisition of YB. The value of goodwill is ultimately derived from the
Bank's ability to generate earnings after the acquisition. A decline in net earnings 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. There was no impairment
resulting from management's assessment during 2008 or 2007.

Derivative Instruments

The Bank uses interest rate swap agreements to hedge various exposures or to modify
interest rate characteristics of various loans for asset/liability management purposes.
These derivative instruments are recognized on the balance sheet at their estimated fair
value. On the date the derivative contract is originated, the Bank designates the
derivative as a hedge of fair value of a recognized asset or liability or of an unrecognized
firm commitment "fair value" hedge. Changes in the fair value of a derivative instrument
that is highly effective and that is designated and qualifies as a fair value hedge, along
with the loss or gain on the hedged asset or liability that is attributable to the hedged risk
(including losses or gains on firm commitments), are recorded in current period earnings.

The Bank formally documents all relationships between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking
various hedged transactions. This process includes linking all derivatives that are
designated as fair value hedges to specific assets and liabilities on the balance sheet.
The Bank also formally assesses, both at the hedge's inception and on an ongoing
basis, whether the derivatives that are used in hedging transactions are highly effective
in offsetting changes in fair values of hedged items. When it is determined that a
derivative is not highly effective as a hedge or that it has ceased to be a highly effective
hedge, the Bank discontinues hedge accounting prospectively, as discussed below. The
Bank discontinues hedge accounting prospectively when (1) it is determined that the
derivative is no longer effective in offsetting changes in the fair value of a hedged item;
(2) the derivative expires or is sold, terminated or exercised; (3) a hedged firm
commitment no longer meets the definition of a firm commitment; or (4) management
determines that designation of the derivative as a hedge instrument is no longer
appropriate.

When hedge accounting is discontinued because it is determined that the derivative no
longer qualifies as an effective fair value hedge, the derivative will continue to be carried
on the balance sheet at its fair value, and the hedged asset or liability will no longer be
adjusted for changes in fair value. When hedge accounting is discontinued because the
hedged item no longer meets the definition of a firm commitment, the derivative will
continue to be carried on the balance sheet at its fair value, and any asset or liability that
was recorded pursuant to recognition of the firm commitment will be removed from the
balance sheet and recognized as a gain or loss in current period earnings. In all other
situations in which hedge accounting is discontinued, the derivative will be carried at its
fair value on the balance sheet, with changes in its fair value recognized in current
period earnings.



PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Income Taxes

Deferred tax assets and liabilities are recognized for the income tax consequences of
temporary differences between the financial statement and tax bases of existing assets
and liabilities. Deferred tax assets and liabilities are adjusted for the effects of changes
in tax laws and rates on the date of enactment. On the balance sheet, net deferred tax
assets are included in accrued interest receivable and other assets.

In July 2006, the FASB issued Financial Accounting Standards Interpretation No. 48
(FIN 48), Accounting for Uncertainty in Income Taxes. FIN 48 clarifies the accounting
for uncertainty in income taxes recognized in an enterprise's financial statements in
accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48
prescribes a comprehensive model for recognizing, measuring, presenting and
disclosing in the financial statements tax positions taken or expected to be taken on a
tax return. A tax position is recognized as a benefit only if it is "more likely than not" that
the tax position would be sustained in a tax examination, with a tax examination being
presumed to occur. The amount recognized is the largest amount of tax benefit that is
greater than 50% likely of being realized on examination. For tax positions not meeting
the "more likely than not" test, no tax benefit is recorded. The Bank adopted FIN 48 on
January 1, 2007 and its adoption did not have a material impact on the Bank's financial
position or results of operations.

Earnings Per Share

Basic earnings per share (EPS) is computed by dividing net income available to
common shareholders by the weighted average number of common shares outstanding
for the period. Diluted EPS reflects the potential dilution that could occur if securities or
other contracts to issue common stock, such as stock options and restricted stock, result
in the issuance of common stock which shares in the earnings of the Bank. The treasury
stock method is applied to determine the dilutive effect of stock options and restricted
stock in computing diluted earnings per share. Earnings per share is retroactively
adjusted for stock dividends and splits for all periods presented.

Share-Based Compensation

The Bank has one share-based compensation plan, the Premier Valley Bank Amended
and Restated 2001 Equity Incentive Plan (the "Plan"), which is shareholder approved
and, among other things, permits the grant of stock options and restricted stock of up to
2,100,000 shares of the Bank's common stock. The Plan is designed primarily to attract
and retain employees and directors. The amount, frequency and terms of share-based
awards may vary based on competitive practices, the Bank's operating results and
government regulations. New shares are issued upon option exercise or restricted
share grants. The Plan does not provide for the settlement of awards in cash. Under
the Plan, 166,000 shares of common stock are reserved for future issuance to
employees and directors under incentive and nonstatutory agreements, including
restricted stock awards. The Plan requires that the option or share price may not be less
than the fair market value of the stock at the date the option or share award is granted,
and that the stock must be paid in full at the time the option is exercised. All options
expire on a date determined by the Board of Directors, but not later than ten years from
the date of grant. The vesting period is determined by the Board of Directors and is
generally over a three to five year period.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Share-Based Compensation (Continued)

Restricted stock awards are grants of shares of common stock that are subject to
forfeiture until specific conditions or goals are met. Conditions may be based on
continuing employment or achieving specified performance goals. During the period of
restriction, participants holding restricted stock have full voting and dividend rights. The
restrictions lapse in accordance with a schedule or with other conditions determined by
the Board of Directors.

The Bank measures the cost of employee services received in exchange for an award of
equity instruments based on the grant date fair value of the award. Management
estimates the fair value of each option award as of the date of grant using a Black-
Scholes-Merton option pricing model. Expected volatility is based on historical volatility
of the Bank's common stock. The Bank uses the "simplified" method described in SEC
Staff Accounting Bulletin No. 107, as amended by SEC Staff Accounting Bulletin
No. 110, to determine the expected term of the Bank's options due to the lack of
sufficient historical data. The risk free interest rate for the expected term of the option is
based on the U.S. Treasury yield curve in effect at the time of grant. For options granted
prior to 2007, the expected dividend yield was not considered in the option pricing
formula because the Bank had not paid cash dividends historically and had no plans to
do so at the grant date. For options granted during 2007 and 2008, an expected
dividend yield of 2.50% and 3.20% was used as an approximation of the dividend yield
for cash dividends declared. In addition to these assumptions, management makes
estimates regarding pre-vesting forfeitures that will impact total compensation expense
recognized under the Plan.

The fair value of each option has been estimated on the date of grant using the Black-
Scholes-Merton option pricing model with the following assumptions:

December 31,

2008 2007
Dividend yield 3.20% 2.50%
Expected volatility 39.57% 35.78%
Risk free interest rate 3.48% 5.07%
Expected option life 6 years 6 years

Comprehensive Income

Comprehensive income is reported in addition to net income. Comprehensive income is
a more inclusive financial reporting methodology that includes disclosure of other
comprehensive income items that historically have not been recognized in the
calculation of net income. Unrealized gains or losses on the Bank's available-for-sale
investment securities are included in other comprehensive income or loss. Total
comprehensive income and the components of other comprehensive income are
presented in the statement of comprehensive income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Adoption of New Financial Accounting Standards

Fair Value Measurements

In September 2006, the FASB issued Statement No. 157 (SFAS 157), Fair Value
Measurements. SFAS 157 defines fair value, establishes a framework for measuring fair
value and expands disclosures about fair value measurements. SFAS 157 applies
whenever other standards require (or permit) assets or liabilities to be measured at fair
value but does not expand the use of fair value in any new circumstances. In this
standard, the FASB clarifies the principle that fair value should be based on the
assumptions market participants would use when pricing the asset or liability. In support
of this principle, SFAS 157 establishes a fair value hierarchy that prioritizes the
information used to develop those assumptions. The provisions of SFAS 157 are
effective for financial statements issued for fiscal years beginning after November 15,
2007 and interim periods within those fiscal years. The provisions should be applied
prospectively, except for certain specifically identified financial instruments. The Bank
adopted this standard on January 1, 2008. The impact of adoption of was not material to
the Bank's financial condition or results of operations. See Note 17 — Fair Value
Measurements.

Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not
Active

In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a
Financial Asset When the Market for That Asset Is Not Active. The FSP clarifies the
application of FASB Statement No. 157, Fair Value Measurements, in a market that is
not active and provides an example to illustrate key considerations in determining the
fair value of a financial asset when the market for that financial asset is not active. The
FSP is effective immediately, and includes prior period financial statements that have not
yet been issued; and therefore, the Bank is subject to the provisions of the FSP. The
impact of adoption was not material to the Bank's financial condition or results of
operations.

The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued Statement of Financial Accounting Standards
No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (SFAS
No. 159), including an amendment of FASB Statement No. 115. SFAS No.159 permits
fair value accounting to be irrevocably elected for certain financial assets and liabilities at
the time of acquisition on an individual contract basis or at a remeasurement event date.
Upon adoption of SFAS No. 159, fair value accounting may also be elected for existing
financial assets and liabilities. For those instruments for which fair value accounting is
elected, changes in fair value will be recognized in earnings and fees and costs
associated with origination or acquisition will be recognized as incurred rather than
deferred. The Bank adopted SFAS No. 159 on January 1, 2008, but did not elect the fair
value option for any assets or liabilities for the year ended December 31, 2008.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Adoption of New Financial Accounting Standards (Continued)

Accounting for Deferred Compensation and Postretirement Benefit Aspects of
Endorsement Split-Dollar Life Insurance Arrangements

The Bank adopted Emerging Issues Task Force (EITF) Issue No. 06-4, Accounting for
Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar
Life Insurance Arrangements (EITF 06-4), on January 1, 2008. EITF 06-4 requires that
endorsement split-dollar life insurance arrangements which provide a postretirement
benefit to an employee be recorded in accordance with FASB Statement No. 106,
Employer's Accounting for Postretirement Benefits Other Than Pensions or APB Opinion
No. 12, Omnibus Opinion—1967, based on the substance of the agreement with the
employee. Under the provisions of these Statements, when the employer has effectively
agreed to maintain a life insurance policy during the employee's retirement, the cost of
the insurance policy during postretirement periods should be accrued in accordance with
either Statement 106 or Opinion 12. The Bank adopted EITF 06-4 as a change in
accounting principle through a cumulative-effect adjustment to retained earnings, and as
a result of adopting these provisions, increased other liabilities by approximately $42,000
with an offset to retained earnings.

Accounting for Business Combinations

In December 2007, the FASB issued Statement of Financial Accounting Standards
No. 141 (revised 2007), Business Combinations (SFAS No. 141R). SFAS No. 141(R),
among other things, establishes principles and requirements for how the acquirer in a
business combination (i) recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed and any noncontrolling interest in the
acquired business, (ii) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase, and (iii) determines what information to
disclose to enable users of the financial statements to evaluate the nature and financial
effects of the business combination. SFAS No. 141R is effective for fiscal years
beginning on or after December 15, 2008, with early adoption prohibited. The Bank is
required to adopt SFAS No. 141(R) for all business combinations for which the
acquisition date is on or after January 1, 2009. This standard will change the accounting
treatment for business combinations on a prospective basis.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Adoption of New Financial Accounting Standards (Continued)

Disclosures about Derivative Instruments and Hedging Activities

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative
Instruments and Hedging Activities (SFAS No. 161). This statement requires enhanced
disclosures to enable investors to better understand the effects of derivative instruments
and hedging activities on an entity's financial position, financial performance, and cash
flows, by requiring disclosure of the fair value of derivative instruments and their gains
and losses in a tabular format. It also provides more information about an entity's
liquidity by requiring disclosure of derivative features that are credit risk-related. It
requires cross-referencing within footnotes to enable financial statement users to locate
important information about derivative instruments. SFAS No. 161 is effective for fiscal
years and interim periods beginning after November 15, 2008, with early application
encouraged. Management is currently evaluating the requirements of SFAS No. 161,
however, management does not expect the impact of adoption to have a material
impact.

FASB Staff Positions Issued in April 2009

FSP FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the
Asset or Liability Have Significantly Decreased and Identifying Transactions That Are
Not Orderly, provides additional guidance for estimating fair value in accordance with
SFAS No. 157 when the volume and level of activity for the asset or liability have
decreased significantly. FSP FAS 157-4 also provides guidance on identifying
circumstances that indicate a transaction is not orderly. The provisions of FSP FAS
157-4 are effective for the Bank's interim period ending on June 30, 2009, with early
adoption permitted for periods ending after March 15, 2009. Management evaluated the
provisions of FSP FAS 157-4 and they did not have a material impact on the Bank's
statement of position or results of operations.

FSP FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-
Temporary Impairments, amends current other-than-temporary impairment guidance in
GAAP for debt securities to make the guidance more operational and to improve the
presentation and disclosure of other-than-temporary impairments on debt and equity
securities in the financial statements. This FSP does not amend existing recognition and
measurement guidance related to other-than-temporary impairments of equity securities.
The Bank has adopted the provisions of FSP FAS 115-2 and FAS 124-2 effective
January 1, 2009. See Note 2.
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AVAILABLE-FOR-SALE INVESTMENT SECURITIES

The amortized cost and fair value of available-for-sale investment securities consisted of
the following (in thousands):

2008
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Treasury securities $ 2961 $ 34 $ - $ 2,995

U.S. Government agencies 3,003 13 - 3,016
Obligations of states and

political subdivisions 21,957 400 (335) 22,022

Mortgage-backed securities 31,753 482 (770) 31,465

Corporate obligations 7,653 - (673) 6,980

$ 67,327 $ 929 $ (1,778) $ 66,478

Net unrealized gains on available-for-sale investment securities totaling $849,000 were
recorded, net of $316,000 in tax benefits, as accumulated other comprehensive income,
a separate component of shareholders' equity at December 31, 2008. Proceeds from
sales of available-for-sale investment securities totaled $5,808,000. There were no
transfers of available-for-sale investment securities during the year ended December 31,
2008.

2007
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Treasury securities $ 3,003 $ 11 $ - $ 3,014

U.S. Government agencies 10,017 62 (2) 10,077
Obligations of states and

political subdivisions 23,981 309 (67) 24,223

Mortgage-backed securities 48,850 187 (488) 48,549

Corporate obligations 7,500 72 (73) 7,499

$ 93,351 § 641 § (630) $ 93,362

Net unrealized gains on available-for-sale investment securities totaling $11,000 were
recorded, net of $5,000 in tax expense, as accumulated other comprehensive income, a
separate component of shareholders' equity at December 31, 2007. There were no
available-for-sale investment securities sold during 2007. There were no transfers of
available-for-sale investment securities during the year ended December 31, 2007.
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AVAILABLE-FOR-SALE INVESTMENT SECURITIES (Continued)

The following table shows gross unrealized losses and estimated fair value, aggregated
by investment category and length of time that individual securities have been in a
continuous unrealized loss position at December 31, 2008 and 2007 (in thousands):

Less than 12 Months 12 Months or More Total
Estimated Estimated Estimated
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
December 31, 2008
Obligations of states and
political subdivisions $ 5722 $ (187) $ 985 §$ (148) $ 6,707 $ (335)
Mortgage-backed securities 6,105 (769) 305 1) 6,410 (770)
Corporate obligations 6,234 (438) 265 (235) 6,499 (673)
$ 18,061 $ (1,394) $ 1,555 $ (384) $ 19,616 $ (1,778)
December 31, 2007
U.S. Government agencies $ - $ - $ 2989 $ 2 $ 2989 $ ()
Obligations of states and
political subdivisions 2,277 (53) 630 (14) 2,907 (67)
Mortgage-backed securities 9,099 (63) 19,780 (425) 28,879 (488)
Corporate obligations - - 427 (73) 427 (73)

$ 11,376 $ (116) $ 23826 $  (514) § 35202 $  (630)

Obligations of States and Political Subdivisions

Management believes that the unrealized losses on the Bank's investments in
obligations of states and political subdivisions are a result of both interest rate spreads
and the premium incurred in purchasing those securities as part of the Yosemite Bank
merger on March 31, 2005. However, as the contractual cash flows of those
investments are considered a general obligation of, or supported by specific revenues of
state or local municipalities, the underlying municipalities are generally highly rated and
supported by independent bond insurance, and the Bank intends to hold these
investments to maturity or call, the Bank expects to collect all amounts due. Therefore,
management does not consider these securities to be other-than-temporarily impaired at
December 31, 2008.

Mortgage Backed Securities

Management believes that the unrealized losses on the Bank's investments in U.S.
Government agency mortgage-backed securities is primarily due to current volatility in
the housing market in general and widening spreads on mortgage bond products, as the
underlying collateral for those securities is single family residences. Security positions
that have been at a market loss for more than twelve months are currently paying
principal and interest and the aggregate amount of remaining principal is not significant.
Other security positions in a loss position as of December 31, 2008 have been in a loss
position for less than twelve months and in aggregate, the pretax market loss is
insignificant. Management has both the intent and ability to hold these securities to a
forecast recovery and does not consider such securities to be other-than-temporarily
impaired at December 31, 2008.



PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

AVAILABLE-FOR-SALE INVESTMENT SECURITIES (Continued)

Mortgage Backed Securities (Continued)

The Bank has invested in several private label mortgage backed securities.
Management believes that the unrealized losses in these securities is primarily due to
current volatility in the housing market in general and widening spreads on mortgage
bond products, as the underlying collateral for those securities is single family
residences. The positions held by the Bank have been in a loss position less than
twelve months, are highly rated and are returning investment principal as expected.
Management has both the intent and ability to hold these securities to a forecast
recovery and does not consider such securities to be other-than-temporarily impaired at
December 31, 2008.

Corporate Obligations

The unrealized loss on the Bank's investment in corporate obligations consists of one
position that has been in an unrealized loss position for more than twelve months and
two positions that have been in an unrealized loss position for less than twelve months.
These unrealized losses are the result of investment spreads currently commanded for
this investment class. These investments are all paying as agreed and management
believes that the Bank will receive all of the contractual payments of principal and
interest on these obligations by maturity or redemption. Management has both the intent
and ability to hold these securities to a forecast recovery and, therefore, does not
consider such securities to be other-than-temporarily impaired at December 31, 2008.

Other Than Temporary Impairment

During its assessment of the investment portfolio for other-than-temporary impairment of
investment securities, management considers many factors. In cases where a security
is of a type for which there is very little active trading, if any, management must consider
other factors when conducting its evaluation. As of December 31, 2008, the Bank held
one such security, a collateralized debt obligation backed by issuances of trust preferred
securities of financial holding companies. Although all scheduled interest payments
have been received, management considered other factors and made certain
assumptions in evaluating the Bank's position. Such factors and assumptions included
independent indications of the fair value of the security, adverse conditions related to the
financial services industry in general, specific defaults or suspension of dividends by
certain issuers who comprise a portion of the pool, the financial condition of the
remaining issuers in the pool, and certain assumptions regarding the impact of past
events, current conditions and the likelihood of future events, including future defaults,
changes in interest rates, prepayment speeds, recovery rates on actual and prospective
defaulted issuers, and the timing of cash flows, including any recoveries.

After giving consideration to all factors, management concluded that it is probable that
an adverse change in estimated cash flows had occurred and recorded a $2,519,000
other-than-temporary impairment charge on a security with an original par value of
$3,000,000. The impairment is recognized as a charge to earnings and is recorded in
"other noninterest expenses."
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AVAILABLE-FOR-SALE INVESTMENT SECURITIES (Continued)

Other Than Temporary Impairment (Continued)

The Bank adopted the provisions of FSP FAS 115-2 and FAS 124-2 on January 1, 2009.
Under this accounting standard, management has determined that it does not intend to
sell the aforementioned security and it is not more likely than not that it will be required
to sell the security before recovery of its amortized cost basis less any credit loss
recorded in 2008. Therefore, effective with the adoption of this FSP on January 1, 2009,
the other-than-temporary impairment of $2,519,000 shall be separated into (a) the
amount representing the credit loss and (b) the amount related to all other factors.
Management has estimated that the impairment loss recorded in 2008 related to all
other factors was approximately $1,100,000 and as such has increased retained
earnings and increased accumulated other comprehensive loss by $649,000, net of a
tax benefit of $451,000, as of January 1, 2009.

Management will periodically reevaluate the security for impairment. If future
assessments do not result in other-than-temporary impairment, the favorable change in
expected future cash flows will be reflected in the accretable yield of the underlying
security on a prospective basis.

The amortized cost and fair value of available-for-sale investment securities at
December 31, 2008 by contractual maturity is shown below (in thousands). Expected
maturities may differ from contractual maturities because the issuers of certain securities
may have the right to call or prepay obligations with or without call or prepayment
penalties.

Amortized Estimated

Cost Fair Value
Within one year $ 6,665 $ 6,726
After one year through five years 3,118 2,968
After five years through ten years 7,898 8,103
After ten years 17,893 17,216
35,574 35,013

Investment securities not maturing at a
specified date:

Mortgage-backed securities 31,753 31,465
$ 67,327 $ 66,478

Investment securities with amortized costs totaling $26,393,000 and $23,137,000 and
fair values totaling $26,845,000 and $23,010,000 were pledged to secure public deposits
and other borrowing arrangements at December 31, 2008 and 2007, respectively.
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LOANS
Outstanding loans are summarized as follows (in thousands):

December 31,

2008 2007

Commercial $ 61,318 $ 61,054
Real estate mortgage — residential 49,248 55,048
Real estate mortgage — commercial 206,405 158,805
Real estate construction 30,013 32,871
Installment 28,939 29,263

375,923 337,041
Deferred loan fees, net (803) (931)
Allowance for loan losses (5,326) (4,986)

$ 369,794 $ 331.124

Changes in the allowance for loan losses were as follows (in thousands):

Year Ended December 31,

2008 2007
Balance, beginning of year $ 4,986 $ 3,867
Provision charged to income 5,375 1,580
Losses charged to the allowance (5,113) (649)
Recoveries 78 188
Balance, end of year $ 5326 $ 4,986

The recorded investment in loans that were considered to be impaired totaled
$8,721,000 and $338,000 at December 31, 2008 and 2007, respectively. The Bank had
recorded $214,000 of specific reserves on $353,000 of impaired loans at December 31,
2008 as compared to $44,000 of specific reserves on impaired loans of $208,000 at
December 31, 2007. The remaining impaired loans did not require a specific reserve at
December 31, 2008 or 2007. The average recorded investment in impaired loans for the
years ended December 31, 2008 and 2007 was $7,543,000 and $219,000, respectively.
The Bank did not recognize any interest income on impaired loans during these periods.

At December 31, 2008 and 2007, nonaccrual loans totaled $8,541,000 and $540,000,
respectively. Interest forgone on nonaccrual loans totaled $477,000 and $31,000 for the
years ended December 31, 2008 and 2007, respectively.

Salaries and employee benefits totaling $263,000 and $330,000 were deferred as loan
origination costs for the years ended December 31, 2008 and 2007, respectively.
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PREMISES AND EQUIPMENT
Premises and equipment consisted of the following (in thousands):

December 31,

2008 2007

Land $ 270 $ 270
Buildings and improvements 2,858 2,858
Furniture and equipment 2,829 2,706
Leasehold improvements 681 664
6,638 6,498

Less accumulated depreciation and
amortization (2,658) (2,143)
$ 3,980 $ 4,355

Depreciation and amortization included in occupancy and equipment expense totaled
$528,000 for each of the years ended December 31, 2008 and 2007.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets consisted of the following (in thousands):

2008 2007
Goodwill $ 13,339 $ 13,339
Core deposit intangibles 1,941 2,385
Servicing assets 84 82
$ 15,364 $ 15,806

Goodwill

No goodwill is recognized for tax purposes because the purchase transaction was
structured as an acquisition of stock followed by a merger qualifying as a tax free
reorganization. Goodwill is evaluated annually for impairment under the provisions of
SFAS No. 142, Gooadwill and Other Intangible Assets, and management determined that
no impairment charge was required for the years ended December 31, 2008 or 2007.

Core Deposit Intangible

Core deposit intangible totaled $3,606,000, net of accumulated amortization of
$1,665,000 and $1,221,000, at December 31, 2008 and 2007, respectively. The
remaining balance is being amortized over a weighted average period of 5 years.
Amortization expense for the next 4 years is estimated to be approximately $444,000 per
year and $165,000 in the final year.
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INTEREST RATE SWAPS

During 2006 and 2008, the Bank entered into interest rate swap agreements to convert
interest being earned on certain fixed rate loans to a variable rate in accordance with its
asset/liability management objectives to mitigate interest rate risk. At December 31,
2008 and 2007, the aggregate notional amount of the interest rate swap agreements
was $35,759,000 and $15,700,000, respectively. The increase in the fair value of the
hedged asset and the fair value of the liability associated with the interest rate swap
agreements was $5,931,000 and $1,078,000 at December 31, 2008 and 2007,
respectively. The Bank recognized a net loss of $373,000 and net gain of $19,000
(reported net of interest and fees on loans) for the years ended December 31, 2008 and
2007, respectively, which represents the net monthly cash settlement of all fair value
hedges. Because of the nature of the terms of the interest rate swap agreements, there
was no hedge ineffectiveness for the years ended December 31, 2008 and 2007.

INTEREST BEARING DEPOSITS
Interest bearing deposits consisted of the following (in thousands):

December 31,

2008 2007
Savings $ 16,181 § 16,033
NOW accounts 28,543 46,701
Money market 149,196 155,568
Time, $100,000 or more 47,480 49,475
Other time 49,738 32,939

$ 291,138 $ 300,716

Aggregate annual maturities of time deposits are as follows (in thousands):

Year Ending
December 31,

2009 $ 90,397
2010 3,738
2011 1,744
2012 641
2013 681
Thereafter 17
$ 97,218
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INTEREST BEARING DEPOSITS (Continued)

Interest expense on interest bearing deposits for the years ended December 31, 2008
and 2007 consisted of the following (in thousands):

2008 2007
Savings and NOW accounts $ 506 $ 863
Money market 3,476 4,579
Time, $100,000 or more 1,606 2,035
Other time 1,328 1,513
$ 6,916 $ 8,990

The Bank has obtained a letter of credit from the Federal Home Loan Bank in the
amount of $334,000 and $1,750,000, to secure public deposits at December 31, 2008
and 2007, respectively.

INCOME TAXES

The provision (benefit) for income taxes for the years ended December 31, 2008 and
2007 consisted of the following (in thousands):

Federal State Total
2008
Current $ 506 $ 68 $ 574
Deferred (384) (240) (624)
Income taxes $ 122 $ (172) $ (50)
2007
Current $ 2,427 $ 909 $ 3,336
Deferred (392) (165) (557)
Income taxes $ 2,035 $ 744 $ 2,779
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INCOME TAXES (Continued)

Deferred tax assets (liabilities) at December 31, 2008 and 2007 consisted of the
following (in thousands):

2008 2007
Deferred tax assets:
Allowance for loan losses $ 1,991 $ 2,224
Deferred compensation 1,203 1,211
Impairment loss on securities 1,130 -
Future benefit of state tax deduction 71 268
Unrealized losses on available-for-sale
investment securities 316 -
Other 101 50
Total deferred tax assets 4,812 3,753

Deferred tax liabilities:

Core deposit intangible (870) (1,069)
Premises and equipment (359) (215)
Future liability of state deferred tax assets (230) (149)
Deferred loan fees and costs (300) (226)
Other purchase accounting adjustments - (32)
Federal Home Loan Bank stock dividends (184) (133)
Unrealized gains on available-for-sale
investment securities - 5)
Total deferred tax liabilities (1,943) (1,829)
Net deferred tax assets $ 2,869 $ 1,924

The provision (benefit) for income taxes differs from amounts computed by applying the
statutory federal income tax rate to income before income taxes. The items comprising
these differences consisted of the following (dollars in thousands):

Year Ended December 31,

2008 2007

Amount Rate % Amount Rate %

Federal income tax expense, at statutory rate $ 327 340 $ 2,519 34.0
State franchise tax, net of federal tax effect (114) (11.8) 491 6.7
Tax exempt income from investment securities (286)  (29.8) (273) (3.7)
Tax exempt income from life insurance policies (94) (9.8) (94) (1.3)
Other 117 12.2 136 1.8
$ (50) (52 $ 2,779 37.5
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BORROWINGS

Short Term Borrowings

Advances from the Federal Home Loan Bank of San Francisco at December 31, 2008
totaled $25,300,000 at a rate of .05% with a maturity of January 2, 2009. Advances from
the Federal Home Loan Bank of San Francisco at December 31, 2007 totaled
$1,750,000 at a rate of 3.25% with a maturity of January 2, 2008.

The advances are secured by investment securities with amortized costs totaling
$9,486,000 and $26,353,000 and market values totaling $9,596,000 and $26,042,000 at
December 31, 2008 and 2007, respectively, and loans totaling $179,534,000. At
December 31, 2008, the Bank could borrow up to $96,935,000 from the Federal Home
Loan Bank on either a short term or long term basis.

Other Borrowing Arrangements

The Bank has available up to $8,000,000 under a Federal funds line of credit from one of
its correspondent banks. There were no borrowings outstanding under this arrangement
at December 31, 2008 or 2007.

The Bank is eligible to issue certain debt that is backed by the full faith and credit of the
United States, up to a limit of $8,592,000, under the Federal Deposit Insurance
Corporation's Temporary Liquidity Guarantee Program. Any senior unsecured debt with
a stated maturity of more than thirty days issued by the Bank up to its debt guarantee
limit falls under this program. If the Bank utilizes the program, it would be charged an
annualized assessment by the FDIC, ranging from 50 to 100 basis points, based on the
term and amount of the debt outstanding under the program. At December 31, 2008,
the Bank had no borrowings under this debt guarantee program.

COMMITMENTS AND CONTINGENCIES

Operating Lease

The Bank leases certain branch facilities under noncancelable operating leases. Rental
expense, net of sublease income, included in occupancy and equipment expense totaled
$530,000 and $546,000 for the years ended December 31, 2008 and 2007, respectively.
The leases expire on various dates through 2013 and have various renewal options
ranging from one to five years. Rental payments include minimum rentals plus
adjustments for changing price indices.

A-27



10.

PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

COMMITMENTS AND CONTINGENCIES (Continued)

Future minimum lease payments are as follows (in thousands):

Year Ending
December 31,

2009 $ 527
2010 482
2011 205
2012 68
2013 68
Thereafter 51
1,401

Correspondent Banking Agreements

The Bank maintains funds on deposit with other federally insured financial institutions
under correspondent banking agreements. Those insured financial institutions have
elected to participate in the FDIC sponsored Transaction Account Guarantee Program.
Under that program, through December 31, 2009, all noninterest-bearing transaction
accounts are fully guaranteed by the FDIC for the entire amount in the account.
Coverage under the Transaction Account Guarantee Program is in addition to and
separate from the coverage available under the FDIC's general deposit insurance rules.
Therefore, the Bank has no uninsured deposits with correspondent banks at
December 31, 2008. This program was not in effect in 2007 and uninsured deposits
totaled $930,000 at December 31, 2007.

Federal Reserve Requirements

Banks are required to maintain reserves with the Federal Reserve Bank equal to a
percentage of their reservable deposits. The Bank's vault cash fulfilled its reserve
requirement at December 31, 2008 and 2007.

Financial Instruments With Off Balance Sheet Risk

The Bank is a party to financial instruments with off balance sheet risk in the normal
course of business in order to meet the financing needs of its customers and to reduce
its own exposure to fluctuations in interest rates. These financial instruments consist of
commitments to extend credit and letters of credit. These instruments involve, to varying
degrees, elements of credit and interest rate risk in excess of the amount recognized on
the balance sheet.

The Bank's exposure to credit loss in the event of nonperformance by counterparties for
commitments to extend credit and letters of credit is represented by the contractual
amount of those instruments. The Bank uses the same credit policies in making
commitments and letters of credit as it does for loans.
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COMMITMENTS AND CONTINGENCIES (Continued)
The following financial instruments represent off balance sheet credit risk (in thousands):

December 31,

2008 2007
Commitments to extend credit $ 89,299 $ 87,673
Standby letters of credit $ 3,592 $ 12,055

Commitments to extend credit are agreements to lend to a customer as long as there is
no violation of any condition established in the contract. Commitments generally have
fixed expiration dates or other termination clauses and may require payment of a fee.
Since some of the commitments are expected to expire without being drawn upon, the
total commitment amounts do not necessarily represent future cash requirements. The
Bank evaluates each customer's creditworthiness on a case by case basis. Standby
letters of credit are generally secured and are issued by the Bank to guarantee the
performance of a customer to a third party. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loans to customers. The
amount of collateral obtained, if deemed necessary by the Bank upon extension of
credit, is based on management's credit evaluation of the borrower. The fair value of the
liability related to these standby letters of credit, which represents the fees received for
issuing the guarantees, was not significant at December 31, 2008 or 2007. The Bank
recognizes these fees as revenue over the term of the commitment or when the
commitment is used. Collateral held varies, but includes cash, accounts receivable,
inventory and deeds of trust on residential real estate and income producing properties.

At December 31, 2008, 64% of total undisbursed loan commitments are secured by real
estate. Of the remaining amount, 34% are undisbursed commitments on commercial
loans, which may be either unsecured or secured by business assets such as cash,
inventory and accounts receivable, and 2% are undisbursed commitments on personal
loans. In addition, the Bank's total undisbursed commitments include both variable and
fixed interest rates.

Significant Concentrations of Credit Risk

The Bank grants real estate mortgage, real estate construction, commercial and
installment loans to customers primarily in Central California, between Fresno and
Modesto, and in the Sierra, principally in Mariposa and Madera Counties. A substantial
portion of the Bank's portfolio is secured by real estate. However, business income
represents the primary source of repayment for a majority of these loans.

In management's judgment, a concentration exists in real estate related loans which
represented approximately 76% and 73% of the Bank's loan portfolio at December 31,
2008 and 2007, respectively. Although management believes such concentrations to
have no more than the normal risk of collectibility, a continued substantial decline in the
economy in general, or a continued decline in real estate values in the Bank's primary
market areas in particular, could have an adverse impact on collectibility of these loans.
Personal and business income represent the primary source of repayment for a majority
of these loans.
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SHAREHOLDERS' EQUITY

Dividends

During 2007 and 2008, the Board of Directors declared cash dividends as follows:

Dividend/ Amount
Declaration Date Record Date Payable Date Share Paid
March 20, 2008 March 31, 2008 April 15, 2008 $ 0.05 $ 587,000
June 19, 2008 June 30, 2008 July 15, 2008 $ 0.05 $ 590,000
September 18, 2008 September 30, 2008 October 15, 2008 $ 0.05 $ 598,000
December 18, 2008 December 31, 2008 January 15, 2009 $ 0.05 $ 599,000
Dividend/ Amount
Declaration Date Record Date Payable Date Share Paid
May 31, 2007 June 30, 2007 July 13, 2007 $ 0.05 $ 609,000
September 18, 2007 September 30, 2007 October 15, 2007 $ 0.05 $ 603,000
December 20, 2007 December 31, 2007 January 15, 2008 $ 0.05 $ 589,000

In 2007, the Bank adopted a stock purchase and dividend reinvestment plan. In May
2008, the Board of Directors approved an amendment to the Bank's dividend
reinvestment plan. Under the amendment, participants in the plan may purchase shares
directly from the Bank at a price equal to 95% of the average closing price of the Bank's
common stock for the five trading days immediately preceding the applicable dividend
payment date.

Common Stock Repurchase Programs

In September 2008, the Board of Directors authorized the repurchase of approximately
5% (600,000) of the Bank's outstanding common shares in an aggregate amount not to
exceed $3,000,000. Share repurchases may be made from time to time on the open
market or through privately negotiated transactions. The timing of purchases and the
exact number of shares purchased is dependent on market conditions. The share
repurchase program does not include specific price targets or timetables and could be
suspended at any time. No shares have been repurchased under this authorization.

In September 2007, the Board of Directors authorized the repurchase of the Bank's
outstanding shares in an aggregate amount not to exceed $5,000,000. During 2007,
285,000 shares were repurchased for $2,343,000 at an average price of approximately
$8.25 per share and during 2008, 105,000 shares were repurchased for $679,000 at an
average price of approximately $6.47 per share.

In November 2006, the Board of Directors authorized the repurchase of the Bank's
outstanding shares in an aggregate amount not to exceed $3,750,000. During 2007,
415,000 shares were repurchased for $3,750,000 at an average price of approximately
$9.03 per share.
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SHAREHOLDERS' EQUITY (Continued)

Share-Based Compensation

Stock Option Awards

Stock option activity for the years ended December 31, 2007 and 2008 is summarized
as follows (in thousands, except per share and contractual life data):

Weighted
Weighted Average
Number of Average Remaining Aggregate
Stock Options Exercise Contractual Intrinsic
Outstanding Prices Life Value
Outstanding at January 1, 2007
1,627 $ 4.31

Granted 55 $ 8.25

Exercised (244) $ 2.58

Cancelled or expired 8) $ 9.41
Outstanding at December 31,

2007 1,430 $ 4.73

Granted 94 $ 5.00

Exercised (60) $ 2.72

Cancelled or expired - $ -
Outstanding at December 31,

2008 1,464 $ 4.83 4.79 years $ 745
Exercisable at December 31,

2008 1,288 $ 4.53 4.53 vears $ 745
Additional options expected

to vest 176 $ 7.02 8.86 years $ -

The weighted average grant date fair value of options granted during both of the years
ended December 31, 2008 and 2007 was $3.36. The total intrinsic value of options
exercised during the years ended December 31, 2008 and 2007 was $155,000 and
$1,428,000, respectively.

The cost that has been charged against income for stock options was $235,000 and
$258,000 for the years ended December 31, 2008 and 2007, respectively. Income tax
benefits recognized for the year ended December 31, 2008 and 2007 totaled $53,000
and $56,000, respectively. In management's opinion, future forfeitures are not expected
to be significant.
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SHAREHOLDERS' EQUITY (Continued)

Share-Based Compensation (Continued)

Stock Option Awards (Continued)

At December 31, 2008, the total cost related to nonvested stock option awards granted
to employees and Directors under the Bank's equity incentive plan but not yet
recognized was $354,000. Stock option compensation expense is recognized on a
straight line basis over the vesting period of the option. This cost is expected to be
recognized over a weighted average remaining period of approximately two years and
will be adjusted for subsequent changes in estimated forfeitures.

Cash flows from the tax benefits resulting from tax deductions in excess of the
compensation cost recognized for those options (excess tax benefits) are classified as
cash flows from financing activities in the consolidated statement of cash flows. These
excess tax benefits for the years ended December 31, 2008 and 2007 totaled $57,000
and $586,000, respectively.

Restricted Common Stock Awards

A summary of the status of the Bank's restricted stock awards is presented below
(shares in thousands):

Weighted
Average
Number of Price at
Shares Date of Grant
Outstanding at January 1, 2007 30 $ 10.45
Granted 32 3 8.25
Vested 8) $ 10.45
Forfeited - $ -
Outstanding at December 31, 2007 54 $ 9.13
Granted 34 3 5.36
Vested (15) $ 9.29
Forfeited - 8 -
Outstanding at December 31, 2008 73 $ 7.36
Shares expected to vest 70 $ 7.35
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SHAREHOLDERS' EQUITY (Continued)

Share-Based Compensation (Continued)

Restricted Common Stock Awards (Continued)

Restricted common stock awards vest ratably over four years. The cost charged against
income for restricted stock awards was $152,000 and $108,000 for the years ended
December 31, 2008 and 2007, respectively. The tax benefit recognized in the
consolidated statement of income for restricted stock awards for the year ended
December 31, 2008 and 2007 totaled $56,000 and $40,000, respectively. At
December 31, 2008 and 2007, the total compensation cost related to nonvested
restricted common stock but not yet recognized was $407,000 and $481,000,
respectively. Restricted stock compensation expense is recognized on a straight line
basis over the vesting period. This cost is expected to be recognized over a weighted
average remaining period of approximately 3.5 years and will be adjusted for
subsequent changes in estimated forfeitures. The intrinsic value of restricted common
stock outstanding was $255,000 and $436,000 as of December 31, 2008 and 2007,
respectively.

Earnings Per Share

A reconciliation of the numerators and denominators of the basic and diluted earnings
per share computations is as follows (in thousands, except per share data):

Weighted

Average

Number of

Net Shares Per Share
For the Year Ended Income Outstanding Amount

December 31, 2008
Basic earnings per share $ 1,011 11,708 $ .09
Effect of potentially dilutive shares - 505
Diluted earnings per share $ 1,011 12,213 § .08
December 31, 2007
Basic earnings per share $ 4,630 12,033 § 0.38
Effect of potentially dilutive shares - 695
Diluted earnings per share $ 4,630 12,728 $ 0.36
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SHAREHOLDERS' EQUITY (Continued)

Earnings Per Share (Continued)

Stock options totaling 380,000 were excluded from the computation of diluted earnings
per share for the year ended December 31, 2008 due to the stock options being
considered anti-dilutive. All stock options outstanding were included in the computation
of diluted earnings per share for the year ended December 31, 2007 as none of those
stock options were considered anti-dilutive.

REGULATORY MATTERS

Dividend Restrictions

Distributions by the Bank to its shareholders, except for stock dividends and stock splits,
are restricted under California law to the lesser of the Bank's retained earnings or net
income for the latest three fiscal years, less dividends previously declared during that
period, or, with the approval of the Department of Financial Institutions, to the greater of
the retained earnings of the Bank, the net income of the Bank for its last fiscal year or
the net income of the Bank for its current fiscal year. At December 31, 2008, the Bank
had $4,123,000 in retained earnings available for dividend payments.

Requlatory Capital

The Bank is subject to certain regulatory capital requirements administered by the
Federal Deposit Insurance Corporation (FDIC). Failure to meet these minimum capital
requirements can initiate certain mandatory, and possibly additional discretionary,
actions by regulators that, if undertaken, could have a direct material effect on the
Bank's financial position or results of operations. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the Bank must meet specific
capital guidelines that involve quantitative measures of the Bank's assets, liabilities and
certain off balance sheet items as calculated under regulatory accounting practices. The
Bank's capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the
Bank to maintain minimum amounts and ratios of total and Tier 1 capital to risk weighted
assets and of Tier 1 capital to average assets. Each of these components is defined in
the regulations. Management believes that the Bank met all of its capital adequacy
requirements as of December 31, 2008 and 2007.
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REGULATORY MATTERS (Continued)

Regulatory Capital (Continued)

In addition, the most recent notification from the FDIC categorized the Bank as well

capitalized under the regulatory framework for prompt corrective action.

To be

categorized as well capitalized, the Bank must maintain minimum total risk based, Tier 1
risk based and Tier 1 leverage ratios as set forth below (dollars in thousands). There
are no conditions or events since that notification that management believes have

changed the Bank's category.

Leverage Ratio

Premier Valley Bank

Minimum requirement for "well capitalized" institution
Minimum regulatory requirement

Tier 1 Risk Based Capital Ratio

Premier Valley Bank

Minimum requirement for "well capitalized" institution
Minimum regulatory requirement

Total Risk Based Capital Ratio

Premier Valley Bank

Minimum requirement for "well capitalized" institution
Minimum regulatory requirement

OTHER NONINTEREST EXPENSES

2008 2007
Amount Ratio Amount Ratio
$ 41,310 8.9% $ 42,162 9.1%
$ 23,148 50% $ 23,283 5.0%
$ 18,518 4.0% $ 18,624 4.0%
$ 41,310 9.8% $ 42,162 10.9%
$ 25,269 6.0% $ 23,176 6.0%
$ 16,846 4.0% $ 15,451 4.0%
$ 46,577 11.1% $ 46,994 12.2%
$ 42,114 10.0% $ 38,627 10.0%
$ 33,691 8.0% $ 30,902 8.0%

Other noninterest expenses for the years ended December 31, 2008 and 2007 consisted

of the following (in thousands):

Impairment charge on investment security

Data processing

Advertising, marketing and business
development

Amortization of core deposit intangibles

Professional fees

Courier, telephone and postage

Regulatory assessments

Correspondent bank charges

Other
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$ 2519 $
1,185 1,103
534 519
444 444
395 344
389 363
337 97
127 214
1,590 1,291
$ 7520 $ 4,375




14.

15.

16.

PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

SUPPLEMENTAL DISCLOSURE OF CONSOLIDATED STATEMENT OF CASH
FLOWS

The following table discloses supplemental cash flow information and noncash investing
and financing activities for the years ended December 31, 2008 and 2007 (in
thousands):

2008 2007

Cash paid during the period for:

Income taxes $ 2,410 $ 2,593

Interest expense $ 7,051 $ 8,500
Noncash investing activities:

Net unrealized gains on available-for-sale

investment securities $ (880) $ 583
Other real estate acquired by foreclosure $ 170 $ -

RELATED PARTY TRANSACTIONS

During the normal course of business, the Bank enters into loans with related parties,
including executive officers and directors. These loans are made under substantially the
same terms, including interest rates and collateral, as loans to unrelated parties. The
following is a summary of certain information involving related party loans and deposits
(in thousands):

Loans outstanding, January 1, 2008 $ 5,453
Disbursements 7,030
Amounts repaid 4,617

Loans outstanding, December 31, 2008 $ 7,866

Undisbursed commitments, December 31, 2008 $ 7.958

Deposits, December 31, 2008 $ 22,384

EMPLOYEE BENEFIT PLANS

Premier Valley Bank 401 (k) Plan

The Bank has established an employee retirement plan ("Retirement Plan") under
Section 401 (k) of the Internal Revenue Code (the "IRC"). The purpose of the Retirement
Plan is to provide all eligible employees with supplemental income upon retirement and
increase their proprietary interest in PVB. Eligible employees may make contributions to
the Retirement Plan subject to the limitations of Section 401(k) of the IRC. Matching
contributions may be made by the Bank at the discretion of the Board of Directors.
Matching contributions totaled $40,000 and $75,000 for the years ended December 31,
2008 and 2007, respectively.
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EMPLOYEE BENEFIT PLANS (Continued)

Premier Valley Bank Employee Stock Ownership Plan

The Bank has established an employee stock ownership plan (ESOP) under
Section 414(c) of the IRC. The purpose of the ESOP is to provide all eligible employees
with supplemental income upon retirement and increase their proprietary interest in the
Bank. Contributions to the ESOP are at the discretion of the Board of Directors.
Employer contributions totaled $40,000 and $75,000 for the years ended December 31,
2008 and 2007, respectively.

Supplemental Executive and Directors' Retirement Plans

As part of the Agreement and Plan of Merger with YB, the Bank assumed the liabilities
associated with the benefits to be paid under the YB Supplemental Executive Retirement
Plan (SERP) and the YB Directors' Retirement Plan (DRP). The liability accrued under
the plans is included in accrued interest payable and other liabilities on the consolidated
balance sheet and is equal to the estimated present value of benefits to be paid under
the plans of $2,637,000 and $2,519,000 at December 31, 2008 and 2007, respectively.

In connection with the SERP and DRP plans, YB invested in single premium life
insurance policies with cash surrender values totaling $3,663,000 and $3,472,000 at
December 31, 2008 and 2007, respectively. On the consolidated balance sheet, the
cash surrender value of life insurance policies is included in accrued interest receivable
and other assets. Income on these policies, net of related expenses, totaled $185,000
and $184,000 for the years ended December 31, 2008 and 2007, respectively, and is
included in other noninterest income in the consolidated statement of income.

On August 1, 2006, the Bank entered into a salary continuation agreement with the
Bank's President and Chief Executive Officer which provides for certain benefits if the
executive works until normal retirement age. In the event of early retirement, involuntary
termination or full disability, the agreement provides for benefits of a lesser amount
which equals the accrued liability as of the month end preceding the separation from
service. The liability accrued under this agreement is included in accrued interest
payable and other liabilities on the consolidated balance sheet and is equal to the
estimated present value of benefits to be paid under the agreement of $319,000 and
$181,000 at December 31, 2008 and 2007, respectively.

In connection with the salary continuation agreement, the Bank invested in single
premium life insurance policies with cash surrender values totaling $2,183,000 and
$2,094,000 at December 31, 2008 and 2007, respectively. On the consolidated balance
sheet, the cash surrender value of the policies is included in accrued interest receivable
and other assets. Income on these policies, net of related expenses, totaled $89,000
and $87,000 for the years ended December 31, 2008 and 2007, respectively, and is
included in other noninterest income in the consolidated statement of income.

A-37



17.

PREMIER VALLEY BANK

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

FAIR VALUE MEASUREMENTS

The estimated fair values of the Bank's financial instruments are as follows (in
thousands):

December 31, 2008 December 31, 2007
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets:
Cash and due from banks $ 13,314 $ 13,314 $ 9,836 $ 9,836
Federal funds sold and
deposits in banks 1,743 1,743 665 665
Investment securities 66,478 66,478 93,362 93,362
Loans, net 369,794 379,985 331,124 332,122
Other investments 3,368 3,368 2,781 2,781
Cash surrender value of
life insurance policies 5,846 5,846 5,566 5,566
Accrued interest receivable 2,306 2,306 2,634 2,634
Financial liabilities:
Deposits $ 395,911 $ 396,744 $ 403,049 $ 403,543
Derivative instruments 5,931 5,931 1,078 1,078
Accrued interest payable 202 202 259 259

These estimates do not reflect any premium or discount that could result from offering
the Bank's entire holdings of a particular financial instrument for sale at one time, nor do
they attempt to estimate the value of anticipated future business related to the
instruments. In addition, the tax ramifications related to the realization of the unrealized
gains and losses can have a significant effect on fair value estimates and have not been
considered in any of these estimates.

The following methods and assumptions were used by the Bank to estimate the fair
value of its financial instruments. For cash and cash equivalents, variable-rate loans,
accrued interest receivable and payable, other investments, cash surrender value of life
insurance policies, demand deposits, derivative instruments and borrowings, the
carrying amount is estimated to be the fair value. For investment securities, fair values
are based on quoted market prices, quoted market prices for similar securities and
indications of value provided by brokers. The fair values for fixed-rate loans are
estimated using discounted cash flow analyses, using interest rates currently being
offered at each reporting date for loans with similar terms to borrowers of comparable
creditworthiness. Fair values for fixed-rate certificates of deposits are estimated using
discounted cash flow analyses using interest rates offered at each reporting date by the
Bank for certificates with similar remaining maturities. The fair values of commitments
are estimated using the fees currently charged to enter into similar agreements, and are
not significant and, therefore, are not included in the above table.
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FAIR VALUE MEASUREMENTS (Continued)

Fair Value Measurements Under SFAS No. 157

On January 1, 2008, the Bank adopted Financial Accounting Standards Board (FASB)
Statement No. 157 (SFAS 157), Fair Value Measurements. SFAS No. 157 defines fair
value, establishes a framework for measuring fair value under generally accepted
accounting principles, and expands disclosures about fair value measurement. Upon
adoption of SFAS No. 157, there was no cumulative effect adjustment to beginning
retained earnings and no impact on the consolidated financial statements.

Fair Value Hierarchy

The Bank groups its assets and liabilities measured at fair value in three levels, based
on markets in which the assets and liabilities are traded and the reliability of the
assumptions used to determine fair value. Valuations within these levels are based
upon:

Level 1 — Quoted market prices for identical instruments traded in active exchange
markets.

Level 2 — Quoted prices of similar instruments in active markets, quoted prices for
identical or similar instruments in markets that are not active, and model-based valuation
techniques for which all significant assumptions are observable or can be corroborated
by observable market data.

Level 3 — Model-based techniques that use at least one significant assumption not
observable in the market. These unobservable assumptions reflect the Bank's estimates
of assumptions that market participants would use in pricing the asset or liability.
Valuation techniques included management judgment and estimation which may be
significant.

Assets and liabilities measured at fair value on a recurring basis are summarized below
(in thousands):

Fair Value Measurements
at December 31, 2008, Using
Quoted Prices

in Active

Markets for Other Significant

Fair Value for Identical Observable  Unobservable
December 31, Assets Inputs Inputs

Description 2008 (Level 1) (Level 2) (Level 3)
Investment securities $ 66,478 $ 65,997 $ - $ 481

Derivative instruments 5,931 - 5,931 -

Total assets measured
at fair value on a

recurring basis $ 72,409 $ 65,997 §$ 5931 $ 481
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FAIR VALUE MEASUREMENTS (Continued)

Fair Value Measurements Under SFAS No. 157 (Continued)

The following methods were used to estimate the fair value of each class of financial
instrument above:

Investment Securities — Fair values for investment securities are generally based on
quoted market prices or quoted market prices for similar securities. In one specific case,
where such quotes were not available, Level 3 techniques, as defined above, have been
used to estimate the fair value of the security (see Note 2).

Derivative Instruments — Fair values for derivative instruments are based on quoted
prices of similar instruments on active markets and model-based valuation techniques
for which significant assumptions are observable or can be corroborated by observable
market data.

Assets measured at fair value on a non recurring basis are summarized below (in
thousands):

Fair Value Measurements
at December 31, 2008, Using
Quoted Prices

in Active
Markets for Other Significant
Fair Value for Identical Observable  Unobservable
December 31, Assets Inputs Inputs
Description 2008 (Level 1) (Level 2) (Level 3)
Impaired loans $ 4370,000 $ - $ 4370,000 $ -

The following methods were used to estimate the fair value of each class of financial
instrument above:

Impaired Loans — The fair value of impaired loans is based on the fair value of the
collateral for all collateral dependent loans and for other impaired loans is estimated
using a discounted cash flow model.

SUBSEQUENT EVENT

On March 19, 2009 the Board of Directors authorized a one percent stock dividend
which was distributed on April 15, 2009 to shareholders of record as of March 31, 2009.
The dividend granted shareholders one additional share of the Bank's common stock for
every one hundred shares currently owned, and resulted in the issuance of
approximately 118,500 additional shares and increased the Bank's total number of
shares outstanding to approximately 12 million. Shares outstanding, stock options,
restricted stock and earnings per share have not been adjusted because management
has determined that such changes would not be significant.
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