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Chino Commercial Bank (CCB) has become one of the I[nland

Empire’s leading community banks, with three full-service banking

offices operating in the diverse and growing economic regions
of Chino, Ontario and Rancho Cucamonga, California. This
year CCB acquired a building in Chino for the relocation of the
Company’s main branch and administrative headquarters. CCB
provides small businesses and individuals with high-quality banking
products and an unmatched personalized level of service.

Founded in September 2000, Chino Commercial Bank was
established with an emphasis on the value of local ownership,
community involvement and commitment to excellent personal
service. The Bank’s remarkable growth is a testimony to the broad
acceptance of CCB’s way of doing business. In 2006, Chino
Commercial Bancorp was formed as the holding company of
Chino Commercial Bank. The holding company’s reorganization
was completed in order to allow for more alternatives for raising
capital and access to debt markets as well as increased structural
alternatives for acquisitions, and greater flexibility with respect to
engaging in non-banking activities.

At Chino Commercial Bank our goal is to provide customer service
that sets us apart from other banks. The Bank has established
standards that focus on an unsurpassed level of customer care,
which help to achieve financial performance objectives that
enhance shareholder value. In the future, the Bank will continue to
implement new technologies, and increase collective knowledge,
and thereby be able to maintain and expand a distinct competitive
advantage. . 2§ 23/8Q¥i s 1z
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The common stoc?éf‘%l!ino Commercial Bank is traded on the
Over-the-Counter:BuEpEﬁn Board (OTCBB) under the stock symbol
“CCBC".
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Selected Balance Sheet Data:

Total assets

Loans receivable

Deposits

Non-interest bearing deposits
Subordinated notes payable to subsidiary trust

Stockholders’ equity

Selected Operating Data:

Interest income

Net income

Basic income per share

Diluted income per share

Performance Ratios:

Return on avérage assets

Return on average equity

Equity to total assets at the end of the period
Core efficiency ratio

Non-interest expense to average assets

Capital Ratios:

Average equity to average assets
Leverage capital

Tier I risk-based

Risk-based capital
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Financial Highlights

As of and For the Years Ended December 31,

2010

2009

2008

(Dollars in Thousands, except per share data)

$ 113,914
60,493
103,000
1,910
3,093
7,016

4,988

305

$ 0.42
$ 042

0.27%
4.61%
6.16%

81.23%
3.68%

5.82%
8.26%
12.39%
14.70%

$ 103,581 $ 83,393
61,408 49,766
92,288 70,998
35,872 32,601
3,093 3,093
6,467 6,181
4,877 4,399

351 309
$ 050 $  0.44

$ 048 $ 041
0.37% 0.40%
5.66% 5.32%
6.24% 7.41%
73.48% 79.09%
3.71% 4.62%
6.55% 7.13%
8.23% 10.37%
11.67% 13.57%
14.24% 16.48%
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To Our Shareholders

We are very pleased to present you with Chino Commercial Bancorp’s
annual report, for 2010. This year marks the Bank’s tenth year in
business, and this will be its tenth annual report. In reviewing our
experience over the last ten years, I am intrigued by the use of Words to
describe eras or time frames in society’s experience and how they change
in relatively short periods.

On September 1, 2000, when the Bank opened, we were just recovering
from the worldwide panic about a new word: “Y2K” and the predictions
of global computer failure and economic collapse caused by the “00”
year-end. Some chose to store food and weapons in the desert, out of fear
of social panic and shortages. Fortunately, the panic was unnecessary,
and the world continued to turn pretty much as it had.

When the world did not melt as predicted at Y2K, we soon learned a new word: “DOT-COM” describing
everything on-line, and the rapid explosion of new college age millionaires with horned rimmed glasses and
pocket-protectors. Suddenly we went from irrational fear, to “Irrational Exuberance” as initial public offerings
rose in price a thousand percent in just days. Companies with made up names such as Netscape quickly became
household words. And phrases such as “Burn Rate” which described the rate at which new dot-com companies
squandered investors’ money. As could have been predicted, this era was soon followed by the new word
“Dot-Com Bubble” which described the eventual and expensive failures of many supposed overnight miracles.

Not to be slowed down, we soon learned a new title: “Day Traders.” These brave souls spurned their jobs
to stay at home and make untold millions by investirig over the Internet. Unfortunately, the overnight IPO
successes of companies such as Netscape’s had gone, and Day Tradlng at the casino of Wall Street proved to be
as proﬁtable as playing at most other casinos.

Following the Dot-Com Bubble, the government decided that increasing home ownership would stimulate the
economy, and so new words such as “Sub-Prime Mortgages” and “Stated Income Loans” became popular as
America temporarily abandoned credit qualifications and poured money into mortgages. Lending to just about
anyone willing to sign the loan documents.

Virtually free money and easy qualifications soon led to “Flippers” becoming a household word for many.
Popularized by television programs showing average couples making previously unimagined fortunes by buying
and selling real estate, Flipping became all the rage. In the process, unchecked buying and easy financing led
to increases in residential real estate prices of 20% per year and more. Stories of a couple buying a home for
$250,000 and quickly selling it for $300,000 became almost commonplace.

As many projected, the irrational exuberance of unchecked buying soon ended and we learned new words such
as “Short Sale” and “Loan Modifications.” These are particularly agonizing words, and the pain and suffering
experienced by many is heart breaking.

This past year continued to be a challenging year for the financial services industry. Though words such as
“TARP” and “Bail-out” and “Too Big to Fail” faded from memory, many of the small businesses in our
community continue to suffer from depressed economic conditions. The unemployment rate in the Inland
Empire region has improved moderately; however the current unemployment rate of 13.9% is well above State
and National levels, and continues to put downward pressure on the local economy. In a recent survey, the
Inland Empire was tied with Las Vegas, Nevada as having the highest unemployment rate in the country.




Resale values of residential and commercial real estate have continued to recede as the unemployment rate has
remained high, and the availability of financing has declined. Fortunately, residential foreclosure rates appear
to have bottomed out, and certain areas are experiencing some firming in prices.

Despite the difficult economic environment, our Bank’s retail and small business customers continue to be
innovative and have found ways to keep their loans current. As you will read, at year-end, the Bank had only
one delinquent loan. At a time like this, to have only one delinquent loan is exceptional, and we are very pleased
and proud of our leadership and staff that have worked so hard to keep our customers in business and preserve
jobs in our community.

Despite this strong actual performance of the Bank’s loan portfolio, a number of loans have been downgraded
because of the borrower’s business losses over the last few years. These downgrades resulted in 11 loans
totaling $4.2 million dollars being classified as “nonaccrual” status. Fortunately, all of these borrowers, except
one, continue to make all payments as agreed. However, with such a large number of loan downgrades the
Bank had to make a $700,000 provision to Loan Loss Reserve, raising the reserve percentage from 2.08% to
2.38% of all loans. :

Fortunately for us, the general weakness in the banking Industry has resulted in a number of customers moving
their business to our Bank, which had previously banked elsewhere. During 2010 the Bank’s total deposits
increased by $10.7 million dollars or 11.6%. O

Another milestone for the Bank in 2010 was the purchase and improvement of the new headquarters building v
in Chino. While it seems counterintuitive to purchase a new headquarters building in a slow economy, buying
the building during a time of lower prices allowed the Bank to vacate its prior leased space and occupy a larger
owned property at a lower after-tax cost. '

By focusing on words such as “fundamentals” and “sound lending” and “low cost core deposits,” the Bank is
enjoying substantial growth and profitability in what might otherwise be viewed as a difficult economic environment.

In the long run, the key strength of Chino Commercial Bank is the connection to the communities we serve, and
the stability of our leadership. Each member of our Board of Directors has been involved with the Bank since
its inception, and continues to play an important role in retaining and attracting new customers. Likewise, the
Bank has had little turnover of senior management over the past nine years, which allows for a more consistent
and steady guidance for future development.

Your management and staff are focused on building a solid foundation for future growth of the Bank, through
aggressive marketing, sound, conservative credit policies, and innovative solutions to our customers’ financial
needs. We believe that these core values are what set Chino Commercial Bank apart from the others.

Asalocally owned, locally managed independent bank, we feel that Chino Commercial Bank and Chino Commercial
Bancorp offer many highly valued benefits to our customers, our shareholders, and the community as a whole.

On behalf of your Board of Directors, Management, and Staff, I would like to thank you for your confidence
and continued support of the Bank and look forward to another successful year.

Sincerely,

Dann H. Bowman '
President and Chief Executive Officer
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Independent Auditors’ Report

HUTCHINSON and
BLOODGOOD vLLp " G anae. CA 81303

t 818.637.5000 f 818.240.0949
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS . www. hbllp.com

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Chino Commercial Bancorp
Chino, California

We have audited the accompanying consolidated statements -of financial condition of Chino
Commercial Bancorp and its subsidiary (the Company), as of December 31, 2010 and 2009, and the
related consolidated statements of income, changes in stockholders’ equity, and cash flows for each
of the years in the three-year period ended December 31, 2010. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these

financial statements based on our audits. -

We conducted our audits in accordance with standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the 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 provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Chino Commercial Bancorp and subsidiary as of December 31,
2010 and 2009, and the results of its operations and its cash flows for each of the years in the three-
year period ended December 31, 2010, in conformity with accounting principles generally accepted

in the United States of America.

Rloelsivmy el Blord, LL P

March 30, 2011




Consolidated Statements of Financial Condition

Assets
Cash and due from banks
Federal funds sold

Cash and cash equivalents

Interest bearing deposits in banks

- Investment securities available for sale (Note 4)

Investment securities held to maturity (fair value approximates
$12,302,000 in 2010 and $2,332,000 in 2009) (Note 4)

Loans held for investment, net of allowance for loan losses of
$1,442,153 in 2010 and $1,277,526 in 2009 (Note 6)

Accrued interest receivable

Stock investments, restricted, at cost (Note 5)

Premises and equipment (Note 8)

Foreclosed assets (Note 7)

Other assets

Total assets

Liabilities

Deposits
Non-interest bearing
Interest bearing

Total deposits

Accrued interest payable

Short-term borrowings (Note 12)

Other liabilities

Subordinated note payable to subsidiary trust (Note 10)

Total liabilities
Commitments and Contingencies (Notes 15, 16, and 17)

Stockholders’ Equity
Common stock, no par value; authorized 10,000,000 shares;
issued and outstanding 748,314 and 699,061 shares
at December 31, 2010 and 2009, respectively
Retained earnings
Accumulated other comprehensive income

Total stockholders’ equity

Total liabilities and stockholders” equity

2010

$ 3,041,114
4,660,527

7,701,641

19,378,252
4,706,994

12,153,915

59,051,096
382,943
626,250

6,342,670
516,534
3,053,531

2009

$ 3,089,300

$ 113,913,826

3,089,300

25,433,602
5,567,855

2,291,962

60,112,815
326,206
677,650

3,100,183
24,861
2,956,242

$ 103,580,676

$ 41,909,584
61,089,972

102,999,556
104,967

700,046
3,093,000

$ 35,872,494
56,415,964

106,897,569

92,288,458

125,823
994,000
612,667
3,093,000

2,750,285
4,190,208
75,764

97,113,948

2,498,664
3,884,907
83,157

7,016,257

$ 113,913,826

6,466,728

$ 103,580,676

-n I CHINO COMMERCIAL BANCORP The accompanying notes are an integral part of these financial statements. 7
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Consolidated Statements of Income

YEARS ENDED DECEMBER 31, 2010, 2009 anp 2008

2010 2009 2008
Interest income
Interest and fee income on loans $ 4,185,291 $ 4,093,537 $3,827135
Interest on Federal funds sold and FRB deposits 4,557 102 83,134
Interest on time deposits in banks 297,871 354,737 26,592
Interest and dividends on investment securities 500,657 428,357 462,142
Total interest income 4,988,376 4,876,733 4,399,003
Interest expense on deposits _
Money market and NOW accounts 540,899 564,978 590,309
Savings 3,838 2,429 2,921
Time deposits of $100,000 or more 97,484 270,265 97,443
Time deposits less than $100,000 248,955 109,345 77,651
Total interest expense on deposits 891,176 947,017 768,324
~ Interest expense on borrowings 204,425 204,702 204,978
Total interest expense 1,095,601 1,151,719 973,302
Net interest income 3,892,775 3,725,014 3,425,701
Provision for loan losses (Note 6) B 769,752 779,048 471,538
Net interest income after provision for loan losses 3,123,023 2,945,966 2,954,163
] Noninterest income
g Service charges on deposit accounts 1,166,555 985,202 950,257
} Customer fees and miscellaneous income 27,933 24,146 35,974
Gain on sale of foreclosed assets 235,766 20,250 -
i Dividend income from restricted stock 7,310 9,430 43,381
Income from bank owned life insurance 69,374 67,389 62,917
Total noninterest income 1,506,938 1,106,417 1,092,529
Noninterest expenses
Salaries and employee benefits 2,193,710 1,899,192 1,924,635
Occupancy and equipment expenses 436,964 322,854 345,982
Other operating expenses (Note 24) 1,564,342 1,313,347 1,303,285
Total noninterest expenses 4,195,016 3,535,393 3,573,902
Income before provision for income taxes 434,945 516,990 472,790
Provision for income taxes (Note 14) 129,644 166,319 163,842
Net income $ 305,301 $ 350,671 $ 308,948
Basic earnings per share $ 0.42 $ 0.50 $ 0.44
Diluted earnings per share $ 0.42 $ 048 § 0.41

- The accompanying notes are an integral part of these financial statements. =il E CHINO COMMERCIAL BANCORP
T




Balance at December 31, 2007
Cumulative effect of adoption of EITF 06-4

Comprehensive income:
Net income

Change in unrealized loss on
securities available for sale, net of tax
Total comprehensive income

Exercise of stock options, including
tax benefit
Stock repurchased and retired (Note 23)

Balance at December 31, 2008

Comprehensive income:
Net income
Change in unrealized gain on
securities available for sale, net of tax
Total comprehensive income

Exercise of stock-options, including
tax benefit
Stock repurchased and retired (Note 23)

Balance at December 31, 2009

Comprehensive income:
Net income
Change in unrealized gain (loss) on
securities available for sale, net of tax
Total comprehensive income

Exercise of stock options, including

tax benefit
Stock repurchased and retired (Note 23)

Balance at December 31, 2010

-aBCHINO COMMERCIAL BANCORP

YEARS ENDED DECEMBER 31 k‘20‘10 v2009 AND 2008

Consolldated Statements of CharLges in Stockholders’ Equity

ACCUMULATED
OTHER
COMPREHENSIVE
NUMBER OF COMMON RETAINED INCOME
SHARES STOCK EARNINGS (Loss) TOTAL
704,278 2,639,462 3,249,982 (3,860) 5,885,584
- - (24,694) - (24,694)
- ~ 308,948 - 308,948
- - - 32,835 32,835
341,783
. 8,622 77,828 - - 77,828
(4,480) (99,748) - - (99,748)
708,420 2,617,542 3,534,236 28,975 6,180,753
- - 350,671 - 350,671
- - - 54,182 54,182
) 404,853
7,426 59,622 - - 59,622
(16,785) (178,500) - - (178,500)
699,061 2,498,664 3,884,907 83,157 6,466,728
- - 305,301 - 305,301
- — - (7,393) (7,393)
297,908
82,541 714,043 - - 714,043
(33,288) (462,422) - - (462,422)
748,314 $ 2,750,285 $ 4,190,208 $ 75,764 $ 7,016,257
The accompanying notes are an integral part of these financial statements. 9




YEARS ENDED DECEMBER 31, 2010, 2009 AND 2008

Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Provision for loan losses
Provision for loss on foreclosed assets
Depreciation and amortization
Net amortization (accretion) of investment securities
Amortization of deferred loan (fees) costs
Loss on disposition of equipment .
Gain on sale of foreclosed assets
" Deferred income taxes (benefit)
Net change in:
Accrued interest receivable
Other assets
Accrued interest payable
Other liabilities

Net cash provided by operating activities

Cash Flows from Investing Activities
Net change in interest bearing deposits in banks
Activity in investment securities available for sale:
Purchases
Repayments and calls
Activity in investment securities held to maturity:
Purchases
Repayments and calls
Purchase (redemption) of stock investments, restricted
Loan purchases, net
Loan originations and principal collections, net -
Proceeds from sale of foreclosed assets
Purchase of premises and equipment

i Net cash used in investing activities

Cash Flows from Financing Activities
Net increase in deposits
Net increase (decrease) in borrowings
Cash received from exercise of options
Payments for stock repurchases

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Supplementary Information

Interest paid

Income taxes paid

Supplemental Disclosure of Noncash Investing and Financing Activities

Transfer of loans to foreclosed assets

Loans to facilitate the sale of foreclosed assets

Consolidated Statements of Cash Flows

2010 2009
$ 305,301 $ 350,671
769,752 779,048
56,200 28,859
172,647 150,409
49,447 (13,379)
9,317 (59,655)

- 12,040

(235,766) (20,250)
25,204 (281,856)
(56,737) (12,778)
36,092 (257,231)
(20,856) 69,762
87,379 (52,913)
1,197,980 692,727
6,055,350 (12,935,602)
- (1,414,675)

849,205 4,738,492
(12,675,279) -
2,763,332 880,759
51,400 -

- (10,509,072)

(432,307) (1,336,918)
402,850 619,661
(3,415,134) (1,282,156)
(6,400,583) (21,239,511)
10,711,098 21,290,706

- (994,000) (1,406,000)
560,268 51,981
(462,422) (178,500)
9,814,944 19,758,187
4,612,341 (788,597)
$ 3,089,300 $ 3,877,897
$ 7,701,641 $ 3,089,300
$ 1,116,457 $ 1,081,957
$ 150,000 $ 288,000
$ 1,314,957 $ -
$ 600,000 $ -

ol 10 The accompanying notes are an integral part of these financial statements.

2008

$ 308,948

471,538

170,257
(5,730)
(9,847)

740

45,922
13,562

(229,127)
(7,901)

131,497
889,859

(12,399,000)
(3,739,497)
2,344,506
709,797
(23,400)
2,272,916

(66,270)

(10,900,948)

600,842
2,400,000
59,959
(99,748)

2,961,053

(7,050,036)

$ 10,927,933

$ 3,877,897

$ 981,203
$ 196,000
$ 653,131
S
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Norte 1

Norte 2

Notes to Consolidated Financial Statements

CoMPANY DESCRIPTION

Chino Commercial Bank, N.A. (the Bank), a nationally chartered bank, was incorporated on December 8§, 1999
and began operations on September 1, 2000 with the opening of its office in Chino, California. The Bank opened a
branch office in Ontario, California in January 2006, and opened a branch office in Rancho Cucamonga, California
in April 2010. The Bank provides a variety of commercial banking services to individuals and small businesses
primarily in the Inland Empire region of Southern California. Its primary lending products are real estate and
commercial loans. Its primary deposit products are non-interest bearing deposits and money market accounts.

Chino Commercial Bancorp (the Bancorp) is a California corporation registered as a bank holding company under
the Bank Holding Company Act of 1956, as amended, and is headquartered in Chino, California. The Bancorp was
incorporated on March 2, 2006 and acquired all of the outstanding shares of Chino Commercial Bank, N.A. (the
Bank) effective July 1, 2006. The Bancorp’s principal subsidiary is the Bank, and the Bancorp exists primarily for the
purpose of holding the stock of the Bank and of such other subsidiaries it may acquire or establish. The Bancorp’s
only other direct subsidiary is Chino Statutory Trust I, which was formed on October 25, 2006 solely to facilitate the
issuance of capital trust pass-through securities. Chino Commercial Bancorp and the Bank are collectively referred-
to herein as the Company unless otherwise indicated.

SUMMARY OF SIGNIFICANT ACCOUNTING PoOLICIES

A summary of the significant accounting policies consistently applied in the preparation of the accompanying
consolidated financial statements follows:

BAsis oF PRESENTATION AND CONSOLIDATION

The consolidated financial statements include the accounts of the Chino Commercial Bancorp and its subsidiary, Chino
Commercial Bank. All significant intercompany balances and transactions have been eliminated in consolidation.
The accounting and financial reporting policies the Company follows conform, in all material respects, to accounting
principles generally accepted in the United States of America and to general practices within the financial services
industry. :

In consolidating, the Company determines whether it has a controlling financial interest in an entity by first
evaluating whether the entity is a voting interest entity or a variable interest entity under accounting principles
generally accepted in the United States. Voting interest entities are entities in which the total equity investment at risk
is sufficient to enable the entity to finance itself independently and provides the equity holders with the obligation to
absorb losses, the right to receive residual returns and the right to make decisions about the entity’s activities. The
Company consolidates voting interest entities in which it has all, or at least a majority of, the voting interest. As
defined in applicable accounting standards, variable interest entities (VIEs) are entities that lack one or more of the
characteristics of a voting interest entity. A controlling financial interest in an entity is present when an enterprise
has a variable interest, or a combination of variable interests, that will absorb a majority of the entity’s expected
losses, receive a majority of the entity’s expected residual returns, or both. The enterprise with a controlling financial
interest, known as the primary beneficiary, consolidates the VIE. The Company’s wholly-owned subsidiary, Chino
Statutory Trust I, is a VIE for which the Company is not the primary beneficiary. Accordingly, the accounts of this
entity are not included in the Company’s consolidated financial statements.

USsE oF ESTIMATES

In preparing financial statements in conformity with accounting principles generally accepted in the United States
of America, management is required to make estimates and assumptions that affect the reported amounts of assets
and liabilities as of the date of the statement of financial condition and reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates. Material estimates that are particularly
susceptible to significant change in the near term relate to the determination of the allowance for loan losses and the
valuation of the deferred tax asset.

11
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Notes to Consolidated Financial Statements

CasH AND CAsH FQUIVALENTS

For purposes of reporting cash flows, cash and cash equivalents include cash, amounts due from banks and Federal
funds sold on a daily basis.

INTEREST-BEARING DepPOsiTs IN OTHER BANKS

Interest-bearing deposits in other banks mature in less than two years and are carried at cost.

INVESTMENT SECURITIES

Debt securities that management has the positive intent and ability to hold to maturity are classified as “held to
maturity” and recorded at amortized cost. Securities not classified as held to maturity or trading, including equity
securities with readily determinable fair values, are classified as “available for sale” and recorded at fair value, with
unrealized gains and losses excluded from earnings and reported in other comprehensive income.

Purchase premiums and discounts are recognized in interest income using methods approximating the interest
method over the terms of the securities. Declines in the fair value of “held-to-maturity” and “available-for-sale”
securities below their cost that are deemed to be other-than-temporary are reflected in earnings as realized losses.
In estimating other-than-temporary impairment losses, management considers (1) the length of time and extent to
which the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3)
the intent and ability of the Company to retain its investment in the issuer for a period of time sufficient to allow for
any anticipated recovery in fair value. Gains and.losses on the sale of securities are recorded on the trade date and
are determined using the specific identification method.

LoANS HELD FOR SALE

Loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated fair
value in the aggregate. Fair value is based on commitments on hand from investors or prevailing market prices. Net

unrealized losses, if any, are recognized through a valuation allowance by charges to income. There were no loans
held for sale at December 31, 2010 and 2009.

LoaNs

The Bank grants real estate, commercial and consumer loans to customers. A substantial portion of the loan
portfolio is represented by real estate loans in the Inland Empire area. The ability of the Bank’s debtors to honor
their contracts is dependent upon the general economic conditions in this area. :

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off
generally are reported at their outstanding unpaid principal balances.

Loans, as reported, have been reduced by unadvanced loan funds, net deferred loan fees, and the allowance for loan
fosses.

Interest income is accrued daily, as earned, on all loans, except that interest is not accrued on loans that are generally
ninety days or more past due. Interest income previously accrued on such loans is reversed against current period
interest income. Interest income on non-accrual loans may be recognized only if the loan is deemed to be fully
collectible, and only to the extent of interest payments received. Otherwise, any interest payments received are
applied against the loan balance.

Loan origination fees and costs are deferred and amortized as an adjustment of the loan’s yield over the life of the
loan using a method approximating the interest method.
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Notes to Consolidated Financial Statements

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan
losses charged to expense. Loan losses are charged against the allowance when management believes the collectability
of the loan balance is unlikely. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based on management’s periodic
review of the collectability of the loans in light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral and
prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible
to significant revision as more information becomes available.

The allowance consists of specific, general and unallocated components. The specific component relates to loans
that are classified as doubtful, substandard or special mention. For'such loans that are also classified as impaired,
an allowance is established when the discounted cash flows (or collateral value or observable market price) of the
impaired loan is lower than that of the carrying value of that loan. The general component covers non-classified loans
and is based on historical loss experience adjusted for qualitative factors. An unallocated component is maintained
to cover uncertainties that could affect management’s estimate of probable losses. The unallocated component of
the allowance. reflects the margin of imprecision inherent in the underlying assumptions used in the methodologies
for estimating specific and general losses in the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that the Company will
be unable to collect the scheduled payments of principal or interest when due according to the contractual terms of
the loan agreement. Factors considered by managementin determining impairment include payment status, collateral
value, and the probability of collecting scheduled principal and interest payments when due. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired. Management determines
the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of
the circumstances surrounding the loan and the borrower, including the length of delay, the reasons for the delay,
the borrower’s prior payment record, and the amount of the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan-by-loan basis by either the present value of expected future cash flows discounted
at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is
collateral-dependent.

LOAN PORTFOLIO SEGMENTS

Management segregates the loan portfolio into portfolio segments for purposes of developing and documenting a
systematic method for determining its allowance for loan losses. The portfolio segments are segregated based on
loan types and the underlying risk factors present in each loan type. Such risk factors are periodically reviewed by
management and revised as deemed appropriate.

The Company’s loan portfolio is segregated into the following portfolio segments.

Omne to Four Family Residential. This portfolio segment consists of the origination of first mortgage loans and home
equity second mortgage loans secured by one-to four-family owner occupied residential properties located in the
Company’s market area. The Company has experienced no foreclosures on its owner occupied loan portfolio during
recent periods and believes this is due mainly to its conservative lending strategies including its non-participation in
“interest only”, “Option ARM,” “sub-prime” or “Alt-A” loans.

One to Four Family Income. This portfolio segment consists of the origination of first mortgage loans secured by
one-to four-family non-owner occupied residential properties in its market area. Such lending involves additional
risks arising from the use of the properties by non-owners.

13




- CHINO COMMERCIAL BANCORP

Notes to Consolidated Financial Statements

Commercial Real Estate Loans. This portfolio segment includes loans secured by commercial real estate, including
multi-family dwellings. Loans secured by commercial real estate generally have larger loan balances and more
credit risk than one-to four-family mortgage loans. The increased risk is the result of several factors, including the
concentration of principal in a limited number of loans and borrowers, the impact of local and general economic
conditions on the borrower’s ability to repay the loan, and the increased difficulty of evaluating and monitoring
these types of loans.

Commercial and Industrial Loans. This portfolio segment includes commercial business loans secured by assignments
of corporate assets and personal guarantees of the business owners. Commercial business loans generally have
higher interest rates and shorter terms than one- to four-family residential loans, but.they also may involve higher
average balances, increased difficulty of loan monitoring and a higher risk of default since their repayment generally
depends on the successful operation of the borrower’s business.

Consumer Loans. This portfolio segment includes loans to individuals for overdraft protection and personal lines
of credit.

Installment Loans. This portfolio segment includes loans to individuals for personal purposes, including but not
limited to automobile loans.

Crepir QUALITY INDICATORS

The Company’s policies, consistent with regulatory guidelines, provide for the classification of loans and other assets
that are considered to be of lesser quality as substandard, doubtful, or loss assets. An asset is considered substandard
if it is inadequately protected by the current net worth and paying capacity of the obligor or of the collateral pledged,
if any. Substandard assets include those assets characterized by the distinct possibility that the Bank will sustain
some loss if the deficiencies are not corrected. Assets classified as doubtful have all of the weaknesses inherent in
those classified substandard with the added characteristic that the weaknesses make collection or liquidation in full
highly questionable and improbable, based on currently existing facts, conditions and values. Assets (or portions
of assets) classified as loss are those considered uncollectible and of such little value that there continuance as
assets is not warranted. Assets that do not expose the Bank to risk sufficient to warrant classification in one of the
aforementioned categories, but which possess potential weaknesses that deserve close attention, are required to be
designated as special mention.

When assets are classified as special mention, substandard or doubtful, the Company allocates a portion of the
related general loss allowances to such assets as the Company deems prudent. Determinations as to the classification
of assets and the amount of loss allowances are subject to review by regulatory agencies, which can require that we
establish additional loss allowances. The Bank regularly reviews its asset portfolio to determine whether any assets
require classification in accordance with applicable regulations.

TRANSFERS OF FINANCIAL ASSETS

Transfers of financial assets are accounted for as sales when control over the assets has been surrendered. Control
over transferred assets is deemed to be surrendered when: 1) the assets have been isolated from the Company,
2) the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge
or exchange the transferred assets, and 3) the Company does not maintain effective control over the transferred
assets through an agreement to repurchase them before their maturity.

FORECLOSED ASSETS

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value
less cost to sell at the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure, valuations are
periodically performed by management and the assets are carried at the lower of carrying amount or fair value
less cost to sell. Revenue and expenses from operations and changes in the valuation allowance are included in net
expenses from foreclosed assets.
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ComPANY PREMISES AND FQUIPMENT

Company premises and equipment are stated at cost less accumulated depreciation and amortization. Depreciation
is provided for in amounts sufficient to relate the cost of depreciable assets to operations over their estimated service
lives. Leasehold improvements are amortized over the term of the lease or the service lives of the improvements,
whichever is shorter. The straight-line method of depreciation is followed for financial reporting purposes, while
both accelerated and straight-line methods are followed for income tax purposes.

IncoME TAXES

Deferred tax assets and liabilities are recognized for estimated future tax effects attributable to temporary differences
between the book bases and tax bases of various assets and liabilities. Valuation allowances are established when
necessary to reduce the deferred tax asset to the amount expected to be realized. The current and deferred taxes are
based on the provisions of currently enacted tax laws and rates. As changes in tax laws are enacted, deferred tax
assets and liabilities are adjusted accordingly through the provision for income taxes.

The Company uses a recognition threshold and a measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. Benefits from tax positions are
recognized in the financial statements only when it is more likely than not that the tax position will be sustained
upon examination by the appropriate taxing authority that would have full knowledge of all relevant information.
A tax position that meets the more-likely-than-not recognition threshold is measured at the largest amount of benefit
that is greater than 50 percent likely of being realized upon ultimate settlement. Tax positions that previously failed
to meet the more-likely-than-not recognition threshold ‘are recognized in the first subsequent financial reporting
period in which that threshold is met. Previously recognized tax positions that no longer meet the more-likely-than-
not recognition threshold are derecognized in the first subsequent financial reporting period in which that threshold
is no longer met. At December 31, 2010 and 2009, the Company did not have a tax position that failed to meet the
more-likely-than-not recognition threshold.

EARNINGS PER SHARE -

Basic earnings per share represent income available to common stockholders divided by the weighted-average number
of common shares outstanding during the period. Diluted earnings per share reflect additional common shares that
would have been outstanding if dilutive potential common shares had been issued, as well as any adjustment to
income that would result from the assumed issuance. Potential common shares that may be issued by the Company
relate solely to outstanding stock options, and are determined using the treasury stock method.

The weighted-average number of shares outstanding used in the computation of basic and diluted earnings per share
is shown below for years ended December 31:

Weighted-average number of shares used 2010 2009 2008
in the computation of:
Basic earnings per share 724,707 702,899 700,349
Diluted earnings per share 727,690 735,419 750,115

COMPREHENSIVE INCOME

Accounting principles generally accepted in the United States of America require that recognized revenue, expenses,
gains and losses be included in net income. Although certain changes in assets and liabilities, such as unrealized
gains and losses on available-for-sale securities, are reported as a separate component of the equity section of the
statement of financial condition, such items, along with net income, are components of comprehensive income.
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The components of comprehensive income other than net income and related tax effects are as follows:

: 2010 2009 2008
Unrealized holding gains (losses) on
securities available for sale $ (12,203) $ 91,962 $ 55,523

Reclassification of gains realized in income - - -

Net unrealized gains (losses) (12,203) 91,962 55,523
Tax effect 4,810 (37,780) (22,688)

Other comprehensive gain (loss)
net of tax - $ (7,393) $ 54,182 $ 32,835

RECENT ACCOUNTING PRONOUNCEMENTS

Financial Accounting Standards Board (FASB) Accounting Standards Update (ASU) No. 2010-06, Fair Value

Measurements and Disclosures (Topic 820): Improving Disclosures About Fair Value Measurements requires
expanded disclosures related to fair value measurements including (i) the amounts of significant transfers of assets
or liabilities between Levels 1 and 2 of the fair value hierarchy and the reasons for the transfers, (ii) the reasons for
transfers of assets or liabilities in or out of Level 3 of the fair value hierarchy, with significant transfers disclosed
separately, (iii) the policy for determining when transfers between levels of the fair value hierarchy are recognized
and (iv) for recurring fair value measurements of assets and liabilities in Level 3 of the fair value hierarchy, a gross
presentation of information about purchases, sales, issuances and settlements. ASU 2010-06 further clarifies that
(i) fair value measurement disclosures should be provided for each class of assets and liabilities (rather than major
category), which would generally be a subset of assets or liabilities within a line item in the consolidated balance
sheet and (ii) entities should provide disclosures about the valuation techniques and inputs used to measure fair
value for both recurring and nonrecurring fair value measurements for each class of assets and liabilities included
in Levels 2 and 3 of the fair value hierarchy. The disclosures related to the gross presentation of purchases, sales,
issuances and settlements of assets and liabilities included in Level 3 of the fair value hierarchy will be required for
the Company beginning January 1, 2011. The remaining disclosure requirements and clarifications made by ASU
2010-06 became effective for the Company on January 1, 2010. See Note 26, “Fair Value Measurements.”

FASB ASU No. 2010-20, Receivables (Topic 310): Disclosures about the Credit Quality of Financing Receivables
and the Allowance for Credit Losses, was issued on July 21, 2010 and requires significant new disclosures about the
allowance for credit losses and the credit quality of financing receivables. The requirements are intended to enhance
transparency regarding credit losses and the credit quality of loan and lease receivables. Under this statement, entities
are required to provide more information about the credit quality of their financing receivables in the disclosures
to financial statements, such as aging information and credit quality indicators. Both new and existing disclosures
must be disaggregated by portfolio segment or class. The disaggregation of information is based on how an entity
develops its allowance for credit losses and how it manages its credit exposure. This ASU is effective for interim and
annual reporting periods ending after December 15, 2010. The Company has included these disclosures in Note 6,
“Loans and Allowance for Loan Losses.”

FASB ASU No. 2011-01, Receivables (Topic 310): Deferral of the Effective Date of Disclosures about Troubled
Debt Restructurings in Update No. 2010-20, was issued in January 2011. ASU 2011-01 temporarily delays the
effective date of the disclosures about troubled debt restructurings in Update 2010-20 for public entities. The delay
is intended to allow the Board time to complete its deliberations on what constitutes a troubled debt restructuring.
The effective date of the new disclosures about troubled debt restructurings and the guidance for determining what
constitutes a troubled debt restructuring will then be coordinated. Currently, that guidance is anticipated to be
effective for interim and annual periods ending after June 15, 2011.
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ResTRICTIONS ON CASH AND AMOUNTS DUE FROM BANKS

R S T I AR o B e R S A B U A T D S AR R IR S R A

e e P e e

The Bank is required to maintain average balances on hand or with the Federal Reserve Bank for balances in
transaction accounts. The Bank was able to maintain compliance to avoid the requirement for a reserve balance at

December 31, 2010 and 2

INVESTMENT SECURITIES

009.

The amortized cost and fair value of investment securities at December 31 are as follows:

Securities available for sale:

Municipal bonds
Mortgage-backed

Securities held to maturity:

Municipal bonds
Federal agency

Mortgage-backed
Corporate bonds

Securities available for sale:

Municipal bonds
Mortgage-backed.

Securities held to maturity:

Municipal bonds
Mortgage-backed
Corporate bonds

2010
Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
$ 743,303 $ 10,313 $ - $ 753,616
3,834,950 118,834 (406) 3,953,378
$ 4,578,253 $ 129,147 $ (406) $ 4,706,994
$ 434,783 $ 2,008 § - § 436,791
2,500,000 38,350 - 2,538,350
9,137,219 105,469 - 9,242,688
81,913 1,901 - 83,814
$12,153,915 $ 147,728 $ - $ 12,301,643

2009
Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
$ 743203 $ 10,663 § - § 753,866
4,683,708 1 132,365 (2,084) 4,813,989
$ 5,426,911 $ 143,028 $ (2,084) $ 5,567,855
$ 437,103 $ 2,008 $ - $ 439,111
1,724,765 35,568 (726) 1,759,607
130,094 2,900 - 132,994
$2291,962 $ 40476 $ (726) $ 2,331,712
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The amortized cost and fair value of investment securities as of December 31, 2010 by contractual maturlty are
shown below:

Available for Sale Held to Maturity

Amortized Fair Amortized Fair

Cost Value Cost Value
Within 1 year $ - $ - 9 - $ -
After 1 year through 5 years - - 81,913 83,814
After S years through 10 years - - 2,934,783 2,975,141
After 10 years through 17 years 743,303 753,616 - -
Mortgage-backed securities ‘ 3,834,950 3,953,378 9,137,219 9,242,688

$ 4,578,253  § 4,706,994 $ 12,153,915 $ 12,301,643

Information pertaining to securities with gross unrealized losses at December 31, 2010, aggregated by investment
category and length of time that individual securities have been in a continuous loss position, follows:

Less than 12 Months Over 12 Months
Gross . Gross
_ » Unrealized * Fair Unrealized Fair
13 . Losses Value Losses Value
: Securities available for sale: o
Mortgage-backed securities . $ 295 $ 34,494 $ 111 $ 28,004

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more
frequently when economic or market concerns warrant such evaluation. Consideration is given to (1) the length
of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term
prospects of the issuer, and (3) the intent and ability of the Company to retain its investment in the issuer for a period
of time sufficient to allow for any anticipated recovery in fair value.

At December 31, 2010, three securities had unrealized losses with aggregate depreciation of 0.60% from the
Company’s amortized cost basis. These unrealized losses relate to mortgage-backed securities issued by federally
sponsored agencies, which are fully secured by conforming residential loans. Since the Company has the ability to
hold these securities until estimated maturity, no declines are deemed to be other than temporary.

Note5 STOCK INVESTMENTS, RESTRICTED

Restricted stock investments include the following at December 31 and are recorded at cost:

2010 2009
Federal Reserve Bank stock $ 164,150 $ 164,150
Federal Home Loan Bank (FHLB) stock 412,100 463,500
Pacific Coast Bankers’ Bank stock 50,000 50,000

$ 626,250 $ 677,650

As a member of the FHLB system, the Bank is required to maintain an investment in FHLB stock in an amount equal
to the greater of 1% of its outstanding mortgage loans or 5% of advances from the FHLB (See Note 12). No ready
market exists for FHLB stock, and it has no quoted market value.

All restricted stock is evaluated for impairment based on an estimate of the ultimate recoverability of par value.
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Note6 LoOANS AND ALLOWANCE FOR LoAN LOSSES

The composition of the Company’s loans held for investment at December 31 is as follows:

2010 2009
Real estate loans, commercial $ 48,688,634 $ 48,025,631
Real estate loans, consumer ' 2,771,247 2,905,723
Commercial loans 8,411,118 9,621,310
Construction loans - -
Installment loans : 649,454 855,564
60,520,453 61,408,228

Allowance for loan losses (1,442,153) (1,277,526)
Unearned income and deferred loan

fees, net (27,204) (17,887)
Loans held for investment, net $ 59,051,096 $ 60,112,815

At December 31, 2010, impaired loans consisted of 11 loans totaling $4,167,572 with a corresponding valuation
allowance of $98,395. For the year ended December 31, 2010, the average recorded investment in impaired loans
was $1,808,031. Interest income of approximately $19,500 was recognized on impaired loans while such loans
were considered impaired during the year ended December 31, 2010, No additional funds are committed to be
advanced in connection with impaired loans.

There were five impaired loans for $1,493,919 at December 31, 2009 which had valuation allowances totaling
$22,409. For the year ended December 31, 2009, the average recorded investment in impaired loans was
approximately $142,800. Interest income of approximately $8,800 was recognized on impaired loans while such
loans were considered impaired during the year ended December 31, 2009.

At December 31, 2010, the 11 impaired loans for $4,167,572 were on a non-accrual basis. Only one of those loans
was past due over 90 days. As of December 31, 2009, there were no loans past due over 90 days and five loans for
$1,439,919 on a non-accrual basis.

Changes in the allowance for loan losses are summarized as follows as of and for the year ended December 31:

2010 2009
Balance at January 1 $ 1,277,526 $ 702,409
Loans charged off (616,842) (205,387)
Loan recoveries 11,717 1,456
Provision charged to expense 769,752 779,048
Balance as of December 31 $ 1,442,153 $ 1,277,526

Loans serviced for others are portions of loans participated out to other banks. Loan balances are net of these
participated balances. The unpaid principal balance of loans serviced for others was $1,692,555 and $1,725,902 at
December 31, 2010 and 2009, respectively.
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The following table presents loans and the allowance for loan losses by segment as of December 31, 2010:

Loans and Allowance for Loan Losses (by Segment)
As of December 31, 2010

Oneto Four Residential Commercial  Commercial

Residential Income Real Estate  and Industrial Consumer Installment Other Total
Loans:
Balance $ 2,771,247 $479,303 $48,209,331  §$8,380,407 $28,034 $621,420  $30,711  $ 60,520,453
Individually evaluated |
for impairment 723,115 - 2,372,879 1,071,578 - - - 4,167,572
Collectively

evaluated for impairment 2,048,132 479,303 45,836,452 7,308,829 28,034 621,420 30,711 56,352,881

Allowance for loan losses:
Balance 46,335 2,876 1,140,786 241,243 746 9,178 989 1,442,153
Individually ev.aluated

for impairment 17,066 - 56,000 25,329 - - - - 98,395
Collectively

evaluated for impairment $ 29,269 $ 2876 § 1-084'7.86 $ 215914 § 746 § 9,178 § 989 § 1,343,758

The following table summarizes the loan portfolio at December 31, 2010 by credit risk profiles based on internally
assigned grades. Information has been updated for each credit quahty indicator as of December 31, 2010.

Credit Exposure
Credit Risk Profile by Internally Assigned Grade

Grade
Pass Special Mention  Substandard Doubtful Total

One to four residential:

Closed-end $ 1,795,797 $ - $ 975450 $ - $ 2,771,247

Revolvers - - - - -
Residential income ' 479,303 - - - 479,303
Commercial real estate:

Owner occupied 20,259,055 313,041 3,081,037 - 23,653,133

Non-owner occupied 22,206,112 802,731 1,547,355 - 24,556,198
Commercial and industrial:

Secured 2,470,494 150,000 1,732,331 - 4,352,825

Unsecured 3,485,320 231,852 310,410 - 4,027,582
Consumer 28,034 - - - 28,034
Installment 621,420 - - - 621,420
Other 30,711 - - - 30,711
Total $ 51,376,246 $ 1,497,624 $ 7,646,583 $ - $60,520,453
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The following table sets forth certain information with respect to the Bank’s portfolio delinquencies by loan class
and amount at December 31, 2010: )

Age Analysis of Past Due Loans (by Class)
As of December 31, 2010

. Recorded
Greater Investment
30-59 Days 60-89 Days Than Total Total 90 Days or more
Past Due Past Due 90 Days Past Due Current Loans and Accruing
One to four residential:
Closed-end $ - $ - $ ; $ - $ 2771247 $ 2771247 0§ -
Revolvers - - - - - - -
Residential income - - - - 479,303 $479,303 -
Commercial real estate:
Owner occupied - - 440,723 440,723 23,212,410 23,653,133 -
Non-owner occupied - - - - 24,556,198 24,556,198 -
Commercial and industrial:
Secured - - - - 4,352,825 4,352,825 -
Unsecured ; ; ; 4,027,582 4,027,582 -
Consurmer - - : e - 28,034 28,034 -
Installment ] . R . 621,420 621,420
Other - - N - - 30,711 30,711 -
Total $ - § - " $ 440,723 $ 440723  $60,079,730 $60,520453  § -
The following table is a summary of impaired loans by loan class at December 31, 2010:
Impaired Loans (by Class)
For the Year Ended December 31, 2010
Unpaid ‘ Average Interest
Recorded Principal Related Recorded Income
Investment Balance - Allowance Investment Recognized
With an allowance recorded:
One to four residential: :
Closed-end $ 723,115 $ 723,115 $ 17,066 $ 346,484 -
Commercial real estate:
Owner occupied 1,492,530 1,492,530 35,224 685,117 -
Non-owner occupied 880,349 880,349 20,776 473,639 -
Commercial and industrial:
Secured 1,071,578 1,071,578 25,329 302,791 -
Total:
One to four residential $ 723,115 $ 723,115 $ 17,066 $ 346,484 $ -
Commercial real estate $ 2,372,879 $ 2,372,879 $ 56,000 $ 1,158,756 $ -
Commercial and industrial $ 1,071,578 $ 1,071,578 $ 25,329 $ 302,791 $ -
’ 21
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A summary of nonaccrual loans by loan class at December 31, 2010 is as follows:

Loans on Nonaccrual Status (by Class)

As of December 31, 2010

One to four residential:

Closed-end ) $ 723,115
Commercial real estate:

Owner occupied 1,492,530

Non-owner occupied 880,349
Commercial and industrial:

Secured 1,071,578
Total $ 4,167,572

Note7 FORECLOSED ASSETS

At December 31, 2010 foreclosed assets consisted of one commercial property in the amount of $516,534 and at
December 31, 2009 foreclosed assets consisted of a participation interest in residential real property for $24,861.
Reserves for losses of approximately $56,000 and $29,000 were recorded as of December 31, 2010 and 2009,
respectively. Expenses applicable to foreclosed assets amounted to approximately $65,500 and $37,600 for the
years ended December 31, 2010 and 2009, respectively. These amounts are included in “other operating expenses”
in the consolidated statements of income. Gains of $235,766 and $20,250 were recognized on the sale of foreclosed
assets for the years ended December 31, 2010 and 2009, respectively.

Notie 8 PRrREmiSES AND EQUIPMENT

Company premises and equipment consisted of the following at December 31:

2010 2009

Land $ 1,868,422  $ 1,268,422
Building 3,212,729 1,610,308
Furniture, fixtures and equipment 1,008,521 818,872
Building and Leasehold improvements 1,424,415 487,314
Automobile , ‘ 39,544 39,544
7,553,631 4,224,460

Less accumulated depreciation
and amortization 1,210,961 1,124,277

$ 6,342,670 $ 3,100,183

Depreciation and amortization expense for years ended December 31, 2010, 2009 and 2008 amounted to $172,647,
$150,409, and $170,257, respectively.

In December 2009, the Company acquired a building in Rancho Cucamonga, California. The building is utilized
for the new branch location which opened in April 2010. In July 2010, the Company acquired a building in Chino,
California for the relocation of the Company’s main branch and administrative headquarters. The office opened on
January 10, 2011.
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DerosiTs

The aggregate amount of time deposits in denominations of $100,000 or greater at December 31, 2010 and 2009
was $16,385,864 and $17,441,461, respectively.

At December 31, 2010, the scheduled maturities of total time deposits were as follows:

Within 1 year ' $ 22,588,294
After 1 year through 3 years 175,000

$ 22,763,294

SuUBORDINATED NOTES PAYABLE TO SUBSIDIARY TRUSTS

On October 25, 2006, Chino Statutory Trust I (the Trust), a newly formed Connecticut statutory business trust
and a wholly-owned subsidiary of the Company, issued an aggregate of $3.0 million of principal amount of Capital
Securities (the Trust Preferred Securities) and $93,000 in Common Securities. Cohen & Company acted as placement
agent in connection with the offering of the Trust Preferred Securities. The securities issued by the Trust are fully
guaranteed by the Company with respect to distributions and amounts payable upon liquidation, redemption or
repayment. The entire proceeds to the Trust from the sale of the Trust Preferred Securities were used by the Trust to
purchase $3,000,000 in principal amount of the Junior Subordinated Deferrable Interest Debentures due December
15,2036 issued by the Company (the Subordinated Debt Securities). The Company issued an additional $93,000 in
principal amount of the Junior Subordinated Deferrable Interest Debentures due December 15, 2036, in exchange
for its investment in the Trust’s Common Securities.

The Subordinated Debt Securities bear interest at 6.795% for the first five years from October 27, 2006 to December
15,2011 and at a variable interest rate to be adjusted quarterly equal to LIBOR (0.303% at December 31, 2010)
plus 1.68% thereafter. During 2006 and 2007 the Company used approximately $522,000 and $2,478,000,
respectively, from the proceeds of $3.0 million to repurchase and retire Company stock. There was no cost to the
Trust associated with the issuance. .

As of December 31, 2010 and 2009, accrued interest payable to the Trust amounted to $8,494. Interest for Trust
Preferred Securities amounted to $203,850 for each of the years ended December 31, 2010 and 2009.

RELATED PARTY TRANSACTIONS

In the ordmary course of business, the Bank has granted loans to certain officers, directors and companies with
which it is associated. All such loans and commitments to lend were made under terms that are consistent with the
Bank’s normal lending policies.

Aggregate related party loan transactions were as follows as of and for the year ended December 31:

2010 2009
Balance January 1 $ 1,032,982 $ 491,646
Advances 1,506,795 744,238
Eliminated due to retired Board member - (917,416) -
Repayments, net of borrowings (373,854) (202,902)
Balance as of December 31 $ 1,248,507 $ 1,032,982

Deposits from related parties held by the Bank at December 31, 2010 and 2009 amounted to $5,021,059 and
$5,046,512, respectively.
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Note 12 FeDERAL HOME LOAN BANK BORROWINGS

As a member of the FHLB, the Bank may borrow funds collateralized by securities or qualified loans up to 25% of
its asset base. The Bank has a line of credit of $28,118,000 with no advances outstanding at December 31, 2010.
At December 31, 2009, The Bank had advances outstanding of $994,000, which matured on January 4, 2010 at an
annual rate of 0.03%.

On December 21, 2005, the Bank entered into a standby letter of credit with the FHLB for $800,000. This stand-by
letter of credit was issued as collateral for local agency deposits that the Bank is maintaining.

Note 13 FeperaL FunDs Lines oF CREDIT

The Bank had a total of $9 million in Federal funds lines of credit with three banks at December 31, 2010 and
$7 million in Federal funds lines of credit with two banks at December 31, 2009. There were no borrowings
outstanding at December 31, 2010 and 2009.

Note 14 INCOME TAXES

The following is a summary of the provision (benefit) for income taxes for the years ended December 31:

2010 2009 2008

Current tax provision: :
Federal L. $ 44451 $ 347,465 § 87,476
State . 59,989 100,710 30,444
| 104,440 448,175 117,920

Deferred tax provision (benefit): -

Federal » 38,327 (237,225) 35,933
State , - (13,123) (44.631) 9.989
' 25,204 (281,856) 45,922

$ 129,644 $ 166,319 $ 163,842

The reasons for the differences between the statutory federal income tax rates and the effective tax rates are
summarized as follows for years ended December 31:

2010 2009 2008
Statutory federal tax rate 34.0% 34.0% 34.0%
Increase (decrease) resulting from:
State taxes, net of federal tax benefit 7.2 7.2 7.2
Tax-exempt earnings on life insurance policies (6.6) (5.4) (5.5)
Tax-exempt interest from municipal bonds (3.8) (2.4) (2.6)
Other, net (1.0) (1.2) 1.6
Effective tax rate 29.8% 32.2% 34.7%
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The components of the net deferred tax asset, included in other assets on the statements of financial condition, were
as follows at December 31:

2010 2009
Deferred tax assets:
Allowance for loan losses $ 483,452 $ 420,457
Start-up expenses : 7,835 8,581
Depreciation and amortization = 80,974
State tax 5,182 35,707
Foreclosed asset expenses 23,129 . 2,686
Deferred compensation and benefits 131,994 97,402
Non-accrual interest 25,206 9,582
676,798 655,389
Deferred tax liabilities:
FHLB stock dividends (31,963) (31,963)
Cash to accrual conversion for tax purposes (9,143) (18,285)
Depreciation and amortization (55,755) -
Unrealized gain on securities available for sale (52,983) (58,005)
(149,844) (108,253)
Net deferred tax asset T $ 526,954 $ 547,136

Note 15 OFF-BALANCE-SHEET ACTIVITIES

CREDIT-RELATED FINANCIAL INSTRUMENTS

The Bank is a party to credit-related financial instruments with off-balance-sheet risk in the normal course of
business to meet the financing needs of its"customers. These financial instruments include commitments to grant
loans, unadvanced lines of credit, standby letters of credit and commercial letters of credit. Such commitments
involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the balance
sheet.

The Bank’s exposure to credit loss is represented by the contractual amount of these commitments. The Bank uses
the same credit policies in making commitments as it does for on-balance-sheet instruments. At December 31, 2010
and 2009, the following financial instruments were outstanding whose contract amounts represent credit risk:

Contract Amount

2010 2009

Undisbursed loans $ 5,557,650 $ 3,805,683
Letters of credit - -

Commitments to grant loans are agreements to lend to customers 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 may 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. The amount of collateral obtained, if deemed necessary by the Bank upon
extension of credit, is based on management’s credit evaluation of the customer. Collateral held varies but may
include accounts receivable, inventory, equlpment income-producing commercial properties, residential properties,
and properties under construction.

Unadvanced lines of credit are commitments for possible future extensions of credit to existing customers. These
lines of credit are sometimes unsecured and may not necessarily be drawn upon to the total extent to which the Bank
is committed.
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Standby and commercial letters of credit are conditional commitments 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.

OTHER COMMITMENTS AND CONTINGENCIES

OPERATING LEASE COMMITMENTS

The Company had a non-cancelable lease agreement for its headquarters office which expired in July 2010. The
Company purchased property for a new headquarters office in July 2010 and extended the lease on the existing
office on a month-to-month basis until renovations were completed on the new building. The Company surrendered
the leased property on January 31, 2011. Effective as of July 2010, the Company has no non-cancellable lease
agreements on its premises.

Rental expense for the years ended December 31, 2010, 2009 and 2008 amounted to $98,574, $86,810, and
$84,474, respectively.

EMPLOYMENT AGREEMENT

The Company has entered into a three-year employment agreement with a key officer expiring in July 2012. The
agreement provides for an annual base salary plus an incentive bonus equal to 5% of the Company’s net income. In
addition, the key officer may receive a discretionary bonus determined by the Board of Directors. Employment may
be terminated for cause, as defined, without incurring obligations. In the event of termination without cause, the key
officer is entitled to severance compensation equal to at least six months’ salary.

CONCENTRATION OF Risk

The Bank grants commercial, real estate and installment loans to businesses and individuals primarily in the Inland
Empire area. Most loans are secured by business assets, and commercial and residential real estate. Real estate and
construction loans held for investment represented 85% and 83% of total loans held for investment at December
31, 2010 and 2009, respectively. The Bank has no concentration of loans with any one customer or industry.

Depoéits from escrow companies represented 8% and 12% of total deposits on December 31, 2010 and 2009,
respectively. Four escrow companies accounted for 6% and 8% of total deposits on December 31, 2010 and 2009,
respectively.

EmpPLOYEE BENEFIT PLAN

On January 1, 2001, the Bank began a 401(k) savings and retirement plan (the Plan) that includes substantially all
employees. Employees may contribute up to 15% of their compensation subject to certain limits based on Federal
tax law. The Bank has implemented the Plan based on safe harbor provisions. Under the Plan, the Bank will match
100% of an employee’s contribution up to the first 3% of compensation, and 50% of an employee’s contribution
up to the next 2% of compensation. Matching contributions will immediately be 100% vested. For the years ended
December 31, 2010, 2009 and 2008, the Company matching contributions attributable to the Plan amounted to
$48,993, $48,596 and $46,079, respectively.

SALARY CONTINUATION AGREEMENTS

The Company has entered into salary continuation agreements, which provide for payments to certain officers at
the age of retirement. Included in other liabilities at December 31, 2010 and 2009, respectively, is $354,713 and
$282,261 of deferred compensation related to these agreements. The plans are funded through life insurance policies
that generate a cash surrender value to fund the future benefits.
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Note 20 Stock-BASED COMPENSATION

The Company’s stock option plan expired July 13, 2010. The plan allowed the Board to grant incentive stock
options and non-qualified stock options to its directors, officers and employees. At December 31, 2009, 108,405
options were available for granting. At December 31, 2010 and 2009, 13,628 and 97,394 options, respectively, were
outstanding. The Plan provided that the exercise price of these options should not be less than the market price of
the common stock on the date granted. Incentive options begin vesting after one year from date of grant at a rate of
33% per year. Non-qualified options vest as follows: 25% on the date of the grant, and 25% per year thereafter. All
options expire 10 years after the date of grant and become fully vested after four years.

There were no options granted in 2010 and 2009. The most recent grant of options occurred in 2003.

A summary of the status of the Company’s stock option plan as of December 31 and changes during the year then
ended are as follows:

2010 2009
Weighted- Weighted-
Average Average
Exercise Exercise
Shares Price Shares Price

Options outstanding at _
beginning of year 97,394 $ 7.32 104,821 $ 7.30
Options granted - $ - - $ -
Options exercised - (82,541) $ 6.79 (7,427) $§ 7.00
Options forfeited L (1,225) $ 8.67 - $ -
Outstanding at year-end A - 13,628 $ 1041 97,394 $ 7.32
Options exercisable at year-end i 13,628 $ 10.41 97,394 $ 7.32

Information pertaining to options outstanding at December 31, 2010 is as follows:

Options Outstanding Options Exercisable
Weighted-
Average
Remaining
Exercise Number Contractual Number - Exercise
Prices Outstanding Life Exercisable Price
$ 8.67 6,128 2.2 years 6,128 $ 867
$ 11.83 7,500 2.5 years 7,500 $ 11.83
13,628 2.3 years 13,628

The intrinsic value of options exercised during the year ended December 31, 2010 was $664,025. The aggregate
intrinsic value of stock options outstanding and exercisable at December 31, 2010 was $42,121. The aggregate
intrinsic value represents the total pretax intrinsic value based on stock options with an exercise price less than the
Company’s closing stock price of $13.50 as of December 31, 2010, which would have been received by the option
holders had those option holders exercised those options as of that date.
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Note 21 REeGULATORY CAPITAL

MiNIMUM REGULATORY REQUIREMENTS

The Bank is subject to various regulatory capital requirements administered by the Federal banking regulators.
Fajlure to meet 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 statements.
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 capital amounts and classifications 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
capital ratios as set forth in the following table. The Bank’s actual capital amounts and ratios as of December 31,
2010 and 2009 are also presented in the table. Management believes, as of December 31, 2010 and 2009, that the
Bank met all capital adequacy requirements to which it is subject.

As of December 31, 2010, the most recent notification from the Office of th