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Common Stock, No Par Value The NASDAQ Stock Market LLC

(NASDAQ Global Select Market)
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    ¨  Yes    þ  No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    ¨  Yes    þ  No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    þ  Yes    ¨  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  ¨    No  ¨

Check if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of
registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment
to this form 10-K.  þ

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company.

Large accelerated filer  ¨     Accelerated filer  þ Non-accelerated filer  ¨ Smaller Reporting Company  ¨
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    ¨  Yes    þ  No

As of June 30, 2009, the last business day of the registrant�s most recently completed second fiscal quarter, the aggregate market value of the
voting stock held by non-affiliates of the registrant was approximately $79 million, based on the closing price reported to the registrant on that
date of $12.63 per share.

Shares of Common Stock held by each officer and director and each person owning more than five percent of the outstanding Common Stock
have been excluded in that such persons may be deemed to be affiliates. This determination of the affiliate status is not necessarily a conclusive
determination for other purposes.

The number of shares of Common Stock of the registrant outstanding as of January 31, 2010 was 11,632,991.
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Documents Incorporated by Reference: Portions of the definitive proxy statement for the 2010 Annual Meeting of Shareholders to be filed with
the Securities and Exchange Commission pursuant to SEC Regulation 14A are incorporated by reference in Part III, Items 10-14.
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PART I

ITEM 1. BUSINESS

General

The Company

Sierra Bancorp (the �Company�), headquartered in Porterville, California, is a California corporation registered as a bank holding company under
the Bank Holding Company Act of 1956, as amended. The Company was incorporated in November 2000 and acquired all of the outstanding
shares of Bank of the Sierra (the �Bank�) in August 2001. The Company�s principal subsidiary is the Bank, and the Company exists primarily for
the purpose of holding the stock of the Bank and of such other subsidiaries it may acquire or establish. The Company�s main source of income is
dividends from the Bank, but we intend to explore supplemental sources of income in the future. The expenditures of the Company, including
(but not limited to) the payment of dividends to shareholders, if and when declared by our Board of Directors, the cost of servicing debt, audit
costs, and shareholder expenses, will generally be paid from accumulated cash or from dividends remitted to the Company by the Bank.

At the present time, the Company�s only other direct subsidiaries are Sierra Statutory Trust II and Sierra Capital Trust III, which were formed in
March 2004 and June 2006, respectively, solely to facilitate the issuance of capital trust pass-through securities (�TRUPS�). Pursuant to the
Financial Accounting Standards Board�s (FASB�s) standard on the consolidation of variable interest entities, these trusts are not reflected on a
consolidated basis in the financial statements of the Company. References herein to the �Company� include Sierra Bancorp and its consolidated
subsidiary, the Bank, unless the context indicates otherwise.

At December 31, 2009, the Company had consolidated assets of $1.3 billion, gross loans of $885 million, deposits of $1.1 billion and
shareholders� equity of $134 million. The Company�s liabilities include $30 million in debt obligations due to Sierra Statutory Trust II and Sierra
Capital Trust III, related to TRUPS issued by those entities.

The Bank

The Bank is a California state-chartered bank headquartered in Porterville, California, that offers a full range of retail and commercial banking
services to communities in the central and southern sections of the San Joaquin Valley. Our branch footprint stretches from Fresno on the north
to Bakersfield on the south, and on the southern end extends east through the Tehachapi plateau and into the northwestern tip of the Mojave
Desert. The Bank was incorporated in September 1977 and opened for business in January 1978, and in the ensuing years has grown to be the
largest independent bank headquartered in the South San Joaquin Valley. Our growth has primarily been organic, but includes the acquisition of
Sierra National Bank in 2000.

We currently operate 24 full service branch offices throughout our geographic footprint, as well as an internet branch which provides the ability
to open deposit accounts and submit certain loan applications online. The Bank�s newest �brick and mortar� branch, our second branch in the City
of Tulare, opened for business in October 2009. In addition, we recently purchased a building in Farmersville and expect to open a branch there
in March 2010, and we have plans for a branch in Selma that should be ready to open by the end of 2010. In addition to our branches, the Bank
has an agricultural credit division and an SBA lending unit with staff located at our corporate headquarters, and offsite ATM�s at eight different
non-branch locations. The locations of the Bank�s current offices are:

Porterville: Administrative Headquarters

86 North Main Street

Main Office

90 North Main Street

West Olive Branch

1498 West Olive Avenue

Bakersfield: Bakersfield California Office

5060 California Avenue

Bakersfield Ming Office

8500 Ming Avenue

Bakersfield Riverlakes Office

4060 Coffee Road

Bakersfield East Hills Office

2501 Mt. Vernon Ave.
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California City: California City Office

8031 California City Blvd.

Clovis: Clovis Office

1710 Clovis Avenue

Delano: Delano Office

1126 Main St.

Dinuba: Dinuba Office

401 East Tulare Street

Exeter: Exeter Office

1103 West Visalia Road

Fresno: Fresno Shaw Office

636 East Shaw Avenue

Fresno Herndon Office

7029 N. Ingram Avenue

Fresno Sunnyside Office

5775 E. Kings Canyon Rd

Hanford: Hanford Office

427 West Lacey Boulevard

Lindsay: Lindsay Office

142 South Mirage Avenue

Reedley: Reedley Office

1095 W. Manning Street

Tehachapi: Tehachapi Downtown Office

224 West �F� Street

Tehachapi Old Town Office

21000 Mission Street

Three Rivers: Three Rivers Office

40884 Sierra Drive

Tulare: Tulare Office

246 East Tulare Avenue

Tulare Prosperity Office

1430 E Prosperity Ave.

Visalia: Visalia Mooney Office

2515 South Mooney Blvd.

Visalia Downtown Office

128 East Main Street
The Bank�s gross loan and lease balances totaled $885 million at the end of 2009. The Bank�s lending activities include real estate, commercial
(including small business), agricultural, and consumer loans. The bulk of our real estate loans are secured by commercial or professional office
properties which are predominantly owner-occupied. We also employ real estate lending specialists who are responsible for a complete line of
land acquisition and development loans, construction loans for residential and commercial development, and multifamily credit facilities.
Secondary market services are provided through the Bank�s affiliations with Freddie Mac, Fannie Mae and various non-governmental programs.

In addition to our full-service branches, the Bank has an agricultural credit unit with staff located at our corporate headquarters. The Agricultural
Credit Center provides a complete line of credit services in support of the agricultural activities that are key to the continued economic
development of the communities we serve. Ag lending clients include a full range of individual farming customers, small business farming
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organizations, and major corporate farming units. We also actively engage in Small Business Administration (SBA) lending, and house an SBA
lending unit at corporate headquarters. We have been designated as an SBA Preferred Lender since 1999, and Bank of the Sierra is a participant
in the SBA�s innovative �Community Express� program. Another service we provide to business customers is equipment leasing, including both
direct finance and operating leases.

Our principal retail lending services include home equity lines and consumer loans, and we also have the ability to offer retail mortgage loans to
our customers through an affiliation with PHH Mortgage. PHH pays Bank of the Sierra referral fees for consumer mortgage applications that are
processed and underwritten by PHH. The resulting loans are temporarily funded by the Bank and then typically sold to PHH, although we have
the option of retaining loans on our books. PHH provides telephone, internet, and branch access channels that are branded with the Bank�s name,
and all loans underwritten by PHH are serviced by them in the Bank�s name.

2
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As of December 31, 2009, the percentage of our total loan and lease portfolio for each of the principal areas in which we directed our lending
activities was as follows: (i) loans secured by real estate (75.4%); (ii) commercial and industrial loans (including SBA loans) (15.3%);
(iii) consumer loans (6.4%); (iv) direct finance leases (1.7%); and (v) agricultural production loans (1.1%). Real estate loans and related
activities generated total revenue of $44.3 million in 2009 and $49.9 million in 2008. Interest, fees, and loan sale income on real-estate secured
loans totaled approximately 51% of our total interest and other income for 2009 and 53% in 2008.

In addition to loans, we offer a wide range of deposit products for retail and business banking markets including checking accounts,
interest-bearing transaction accounts, savings accounts (including money market demand accounts), time deposits, retirement accounts, sweep
accounts (sweep products facilitate more efficient cash management for our business customers, by automatically sweeping idle cash from
demand deposit accounts into interest-bearing repurchase agreements or money market deposit accounts), and remote deposit capture. The
Bank�s deposit accounts are insured by the Federal Deposit Insurance Corporation (FDIC) up to maximum insurable amounts. We have also been
in the CDARS network since its inception, and through CDARS are able to offer full FDIC insurance coverage to depositors with balances of up
to $50 million. We attract deposits from throughout our market area with a customer-oriented product mix, competitive pricing, convenient
locations, and drive-up banking, all provided with the highest level of customer service. At December 31, 2009 we had 79,550 deposit accounts
totaling $1.13 billion, compared to 72,776 deposit accounts totaling $1.06 billion as of December 31, 2008.

We offer a multitude of other products and services to complement our lending and deposit services. These include installment note collection,
cashier�s checks, traveler�s checks, gift cards, bank-by-mail, night depository, safe deposit boxes, direct deposit, automated payroll services,
electronic funds transfers, online banking, ATMs, and other customary banking services. In addition to onsite ATMs at all of our branches, we
operate our own offsite ATM�s at eight different non-branch locations. Furthermore, the Bank is a member of the Allpoint network, which
provides our customers with surcharge-free access to over 37,000 ATMs across the nation, including 3,900 in California. Our customers also
have access to electronic point-of-sale payment alternatives nationwide, via the Pulse EFT network. Internet banking, including optional bill-pay
functionality and mobile banking capabilities (via cellular phones and other mobile devices), had 19,700 individual and business users as of the
end of 2009. Retail customers who prefer access channels other than traditional branches also have the ability to open Bank of the Sierra deposit
accounts online, and business customers have the option of utilizing remote deposit capture capabilities to send their check deposits to us
electronically. Furthermore, to ensure that the accessibility preferences of all customers are addressed, we operate a telephone banking system
that is accessible 24 hours a day seven days a week, and we have established a convenient customer service group accessible by toll-free
telephone.

To provide non-deposit investment options we have a strategic alliance with Investment Centers of America, Inc. of Bismarck, North Dakota
(�ICA�). Through this arrangement, registered and licensed representatives of ICA provide our customers with convenient access to annuities,
insurance products, mutual funds, and a full range of investment products. They conduct business from offices located in our Porterville, Visalia,
Tulare, Fresno, Bakersfield and Tehachapi branches.

We have not engaged in any material research activities related to the development of new products or services during the last two fiscal years.
However, our officers and employees are continually searching for ways to increase public convenience, enhance public access to the electronic
payments system, and enable us to improve our competitive position. The cost to the Bank for these development, operations, and marketing
activities cannot be specifically calculated with any degree of certainty.

We hold no patents or licenses (other than licenses required by appropriate bank regulatory agencies), franchises, or concessions. Our business
has a modest seasonal component due to the heavy agricultural orientation of the Central Valley. As our branches in more metropolitan areas
such as Fresno and Bakersfield have expanded, however, we have become less reliant on the agriculture-related base. We are not dependent on a
single customer or group of related customers for a material portion of our core deposits, nor is a material portion of our loans concentrated
within a single industry or group of related industries. The amounts expended on compliance with government and regulatory mandates related
to anti-terrorism, corporate responsibility, and customer privacy have not been insignificant. However, as far as can be reasonably determined
there has been no material effect upon our capital expenditures, earnings, or competitive position as a result of Federal, state, or local
environmental regulation.
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Recent Developments

On August 28, 2009, Sierra Bancorp sold 1,935,000 shares of its common stock at a price of $11.00 per share, in a private placement to
accredited institutional investors. Aggregate proceeds totaled $21.3 million, while net proceeds from the offering, after placement fees and
transaction expenses, were approximately $20.4 million. Proceeds are available for general corporate purposes and to support organic growth.
The shares issued in the private transaction were registered with the SEC pursuant to a registration statement which became effective on
November 24, 2009.

Recent Accounting Pronouncements

Information on recent accounting pronouncements is contained in Footnote 2 to the Financial Statements.

Competition

The banking business in California in general, and specifically in many of our market areas, is highly competitive with respect to virtually all
products and services. The industry continues to consolidate, particularly with the escalation of FDIC-assisted takeovers of failed banks. There
are also many unregulated companies competing for business in our markets with financial products targeted at highly profitable customer
segments. Many of these competitors are able to compete across geographic boundaries, and provide customers with meaningful alternatives to
nearly all significant banking services and products. These competitive trends are likely to continue.

With respect to commercial bank competitors, the business is dominated by a relatively small number of major banks that operate a large
number of offices within our geographic footprint. Based on June 30, 2009 FDIC market share data for the combined four counties within which
the Company operates, namely Tulare, Kern, Fresno, and Kings counties, the top four institutions are multi-billion dollar entities with an
aggregate of 141 offices that control 51.2% of deposit market share. The largest portion of deposits in the combined four-county area was with
Bank of America (23.0%), followed by Wells Fargo (16.3%), Union Bank of California (6.0%), and J.P. Morgan Chase (5.9%). Bank of the
Sierra ranks fifth on the 2009 market share list with 5.5% of total deposits in the referenced four-county area, up from 5.1% in 2008. In Tulare
County, however, where the Bank was originally formed, we rank first for total number of branch locations (10, including our online branch but
not including our newest office in Tulare), and second for deposit market share with 20.6% of total deposits, up from 19.0% in 2008 and behind
only Bank of America (21.2%). The larger banks noted above have, among other advantages, the ability to finance wide-ranging advertising
campaigns and to allocate their resources to regions of highest yield and demand. They can also offer certain services that we do not offer
directly but may offer indirectly through correspondent institutions. By virtue of their greater total capitalization, these banks also have
substantially higher lending limits than we do. For customers whose needs exceed our legal lending limit, we typically arrange for the sale, or
�participation�, of some of the balances to financial institutions that are not within our geographic footprint.

In addition to other banks, our competitors include savings institutions, credit unions, and numerous non-banking institutions such as finance
companies, leasing companies, insurance companies, brokerage firms, and investment banking firms. In recent years, we have also witnessed
increased competition from specialized companies that offer wholesale finance, credit card, and other consumer finance services, as well as
services that circumvent the banking system by facilitating payments via the internet, wireless devices, prepaid cards, or other means.
Technological innovations have lowered traditional barriers of entry and enabled many of these companies to compete in financial services
markets. Such innovation has, for example, made it possible for non-depository institutions to offer customers automated transfer payment
services that previously were considered traditional banking products. Many customers now expect a choice of delivery channels, including
telephone, mail, personal computer, ATMs, self-service branches, and/or in-store branches. These products are offered by traditional banks and
savings associations, as well as credit unions, brokerage firms, asset management groups, finance and insurance companies, internet-based
companies, and mortgage banking firms.

Strong competition for deposits and loans among financial institutions and non-banks alike affects interest rates and other terms on which
financial products are offered to customers. Mergers between financial institutions have placed additional pressure on other banks within the
industry to remain competitive by streamlining operations, reducing
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expenses, and increasing revenues. Competition has also intensified due to federal and state interstate banking laws enacted in the mid-1990�s,
which permit banking organizations to expand into other states. The relatively large and expanding California market has been particularly
attractive to out-of-state institutions. The Financial Modernization Act, effective March 11, 2000 (see �� Regulation and Supervision � Financial
Modernization Act�), has made it possible for full affiliations to occur between banks and securities firms, insurance companies, and other
financial companies, and has also intensified competitive conditions.

For years we have countered rising competition by offering a broad array of products, with accommodative policies that allow flexibility in
structure and term that cannot always be matched by our competitors. We also offer our customers community-oriented, personalized service,
and rely on local promotional activity, personal contacts by our officers, directors, employees, and shareholders. This approach appears to be
well-received by the populace of the San Joaquin Valley, who appreciate a high-touch, customer-oriented environment in which to conduct their
financial transactions. Layered onto the Company�s traditional personal-contact banking philosophy are sophisticated telephone banking, internet
banking, online bill payment and cash management capabilities, which were initiated to meet the needs of customers with electronic access
requirements and provide automated 24-hour banking. This high-tech and high-touch approach allows individuals to customize access to the
Company to their particular preference.

Employees

As of December 31, 2009 the Company had 322 full-time and 100 part-time employees. On a full time equivalent basis, staffing stood at 402 at
December 31, 2009 as compared to 388 at December 31, 2008, an increase necessitated mainly by the addition of staff for new offices and the
enhancement of our Credit Administration group during 2009.

Regulation and Supervision

Both federal and state laws extensively regulate banks and bank holding companies. Most banking regulations are intended primarily for the
protection of depositors and the deposit insurance fund and not for the benefit of shareholders. The following is a summary of particular statutes,
regulations and certain regulatory guidance affecting the Company and the Bank. This summary is qualified in its entirety by such statutes,
regulations and guidance, all of which are subject to change in the future.

Regulation of the Company Generally

The Company�s stock is traded on the NASDAQ Global Select Market under the symbol BSRR, and as such the Company is subject to
NASDAQ rules and regulations including those related to corporate governance. The Company is also subject to the periodic reporting
requirements of Section 13 of the Securities Exchange Act of 1934 (the �Exchange Act�) which requires the Company to file annual, quarterly and
other current reports with the Securities and Exchange Commission (the �SEC�). The Company is subject to additional regulations including, but
not limited to, the proxy and tender offer rules promulgated by the SEC under Sections 13 and 14 of the Exchange Act; the reporting
requirements of directors, executive officers and principal shareholders regarding transactions in the Company�s Common Stock, and short-swing
profits rules promulgated by the SEC, under Section 16 of the Exchange Act; and certain additional reporting requirements for principal
shareholders of the Company promulgated by the SEC under Section 13 of the Exchange Act. As a publicly traded company which had more
than $75 million in public float as of June 30, 2009, the Company is classified as an �accelerated filer.� In addition to accelerated time frames for
filing SEC periodic reports, this also means that the Company is subject to the requirements of Section 404 of the Sarbanes-Oxley Act of 2002
with regard to documenting, testing, and attesting to internal controls over financial reporting.

The Company is a bank holding company within the meaning of the Bank Holding Company Act of 1956 and is registered as such with the
Federal Reserve Board. A bank holding company is required to file with the Federal Reserve Board annual reports and other information
regarding its business operations and those of its subsidiaries. It is also subject to periodic examination by the Federal Reserve Board and is
required to obtain Federal Reserve Board approval before acquiring, directly or indirectly, ownership of the voting shares of any bank if, after
such acquisition, it would directly or indirectly own or control more than 5% of the voting stock of that bank, unless it already owns a majority
of the voting stock of that bank.
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The Federal Reserve Board has by regulation determined certain activities in which a bank holding company may or may not conduct business.
A bank holding company must engage, with certain exceptions, in the business of banking or managing or controlling banks or furnishing
services to or performing services for its subsidiary banks. The permissible activities and affiliations of certain bank holding companies were
expanded in 2000 by the Financial Modernization Act (See �� Financial Modernization Act� below).

The Company and the Bank are deemed to be affiliates of each other within the meaning set forth in the Federal Reserve Act and are subject to
Sections 23A and 23B of the Federal Reserve Act. This means, for example, that there are limitations on loans by the Bank to affiliates, and that
all affiliate transactions must satisfy certain limitations and otherwise be on terms and conditions at least as favorable to the Bank as would be
available for non-affiliates.

The Federal Reserve Board has a policy that bank holding companies must serve as a source of financial and managerial strength to their
subsidiary banks. It is the Federal Reserve�s position that bank holding companies should stand ready to use their available resources to provide
adequate capital to their subsidiary banks during periods of financial stress or adversity. Bank holding companies should also maintain the
financial flexibility and capital-raising capacity to obtain additional resources for assisting their subsidiary banks.

The Federal Reserve Board also has the authority to regulate bank holding company debt, including the authority to impose interest rate ceilings
and reserve requirements on such debt. Under certain circumstances, the Federal Reserve Board may require the Company to file written notice
and obtain its approval prior to purchasing or redeeming the Company�s equity securities. The Company�s existing stock repurchase program (see
�Item 5 � Market for Registrant�s Common Equity, Related Shareholder Matters and Issuer Purchases of Equity Securities � Stock Repurchases�) is
not subject to any such notification or approval requirements.

Regulation of the Bank Generally

As a California state-chartered bank whose accounts are insured by the FDIC, the Bank is subject to regulation, supervision and regular
examination by the California Department of Financial Institutions (the �DFI�) and the FDIC. In addition, while the Bank is not a member of the
Federal Reserve System, it is subject to certain regulations of the Federal Reserve Board. The regulations of these agencies govern most aspects
of the Bank�s business, including the making of periodic reports by the Bank, and the Bank�s activities relating to dividends, investments, loans,
borrowings, capital requirements, certain check-clearing activities, branching, mergers and acquisitions, reserves against deposits and numerous
other areas. Supervision and examination of the Bank by the FDIC and any legal actions taken by the FDIC with respect thereto are generally
intended to protect depositors and are not intended for the protection of shareholders.

The earnings and growth of the Bank are largely dependent on our ability to maintain a favorable differential, or �spread,� between our yield on
interest-earning assets and the average rate paid on deposits and other interest-bearing liabilities. As a result, the Bank�s performance is
influenced by general economic conditions, both domestic and foreign, the monetary and fiscal policies of the federal government, and the
policies of the regulatory agencies, particularly the Federal Reserve Board. The Federal Reserve Board implements national monetary policies
(such as seeking to curb inflation and combat recession) by means of open-market operations in United States Government securities, adjusting
the required level of reserves for financial institutions subject to its reserve requirements, and varying the discount rate applicable to borrowings
by banks that are members of the Federal Reserve System. The actions of the Federal Reserve Board in these areas influence the growth of bank
loans, investments and deposits and also affect interest rates on loans and deposits. The nature and impact of any future changes in monetary
policies cannot be predicted.

Capital Adequacy Requirements

The Company and the Bank are subject to the regulations of the Federal Reserve Board and the FDIC, respectively, governing capital adequacy.
Each of the federal regulators has established risk-based and leverage capital guidelines for the banks or bank holding companies it regulates,
which set total capital requirements and define capital in terms of �core capital elements,� or Tier 1 capital; and �supplemental capital elements,� or
Tier 2 capital. Tier 1 capital is
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generally defined as the sum of the core capital elements less goodwill and certain other deductions, notably the unrealized net gains or losses
(after tax adjustments) on available-for-sale investment securities carried at fair market value. The following items are defined as core capital
elements: (i) common shareholders� equity; (ii) qualifying non-cumulative perpetual preferred stock and related surplus (and, in the case of
holding companies, senior perpetual preferred stock issued to the U.S. Treasury Department pursuant to the Troubled Asset Relief Program);
(iii) qualified minority interests in consolidated subsidiaries and similar items; and (iv) qualifying trust preferred securities up to a specified
limit. At December 31, 2009, approximately 19% of the Company�s Tier 1 capital consisted of trust preferred securities, however no assurance
can be given that trust preferred securities will continue to be treated as Tier 1 capital in the future. Tier 2 capital can include: (i) allowance for
loan and lease losses (but not more than 1.25% of an institution�s risk-weighted assets); (ii) perpetual preferred stock and related surplus not
qualifying as Tier 1 capital; (iii) hybrid capital instruments, perpetual debt and mandatory convertible debt instruments; (iv) a certain level of
unrealized gains on available-for-sale equity securities; and (v) qualifying subordinated debt and redeemable preferred stock (but not more than
50% of Tier 1 capital). The maximum amount of Tier 2 capital that is allowable for risk-based capital purposes is limited to 100% of Tier 1
capital, net of goodwill.

The minimum required ratio of qualifying total capital to total risk-weighted assets is 8% (�Total Risk-Based Capital Ratio�), at least one-half of
which must be in the form of Tier 1 capital, and the minimum required ratio of Tier 1 capital to total risk-weighted assets is 4% (�Tier 1
Risk-Based Capital Ratio�). Risk-based capital ratios are calculated to provide a measure of capital relative to the degree of risk associated with a
financial institution�s operations for transactions reported on the balance sheet as assets, and transactions, such as letters of credit and recourse
arrangements, which are recorded as off-balance sheet items. Under risk-based capital guidelines, the nominal dollar amounts of assets and
credit-equivalent amounts of off-balance sheet items are multiplied by one of several risk adjustment percentages, which range from 0% for
assets with low credit risk, such as certain U.S. Treasury securities, to 100% for assets with relatively high credit risk, such as unsecured loans.
As of December 31, 2009 and 2008, Bank-only Total Risk-Based Capital Ratios were 16.04% and 12.60%, respectively, and the Bank�s Tier 1
Risk-Based Capital Ratios were 14.78% and 11.35%, respectively. As of December 31, 2009 and 2008, the consolidated Company�s Total
Risk-Based Capital Ratios were 16.67% and 13.59%, respectively, and its Tier 1 Risk-Based Capital Ratios were 15.41% and 12.34%,
respectively.

The risk-based capital requirements also take into account concentrations of credit involving collateral or loan type, and the risks of
�non-traditional� activities (those that have not customarily been part of the banking business). The regulations require institutions with high or
inordinate levels of risk to operate with higher minimum capital standards, and authorize the regulators to review an institution�s management of
such risks in assessing an institution�s capital adequacy. Additionally, the regulatory Statements of Policy on risk-based capital regulations
include exposure to interest rate risk as a factor that the regulators will consider in evaluating a bank�s capital adequacy, although interest rate
risk does not impact the calculation of a bank�s risk-based capital ratios. Interest rate risk is the exposure of a bank�s current and future earnings
and equity capital to adverse movement in interest rates. While interest rate risk is inherent in a bank�s role as financial intermediary, it
introduces volatility to earnings and to the economic value of the bank.

The FDIC and the Federal Reserve Board also require financial institutions to report a leverage ratio, defined as Tier 1 capital (net of all
intangibles) to adjusted total assets. Banks and bank holding companies that have received the highest rating of the five categories used by
regulators to rate banks and are not anticipating or experiencing any significant growth must maintain a leverage ratio of at least 3%. All other
institutions are typically required to maintain a leverage ratio of at least 4% to 5%; however, pursuant to federal regulations, banks must
maintain capital levels commensurate with the level of risk to which they are exposed, including the volume and severity of problem loans, and
federal regulators may set higher capital requirements when a bank�s particular circumstances warrant. The Bank has informally committed to the
FDIC and the DFI that it will maintain a Leverage Capital Ratio of at least 9%. Bank-only leverage ratios were 11.44% and 9.12% on
December 31, 2009 and 2008, respectively. As of December 31, 2009 and 2008, the consolidated Company�s leverage ratios were 11.91% and
9.92%, respectively.

For more information on the Company�s capital, see Part II, Item 7, Management�s Discussion and Analysis of Financial Condition and Results of
Operation � Capital Resources. Risk-based capital ratio requirements are discussed in greater detail in the following section.
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Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corrective action to resolve the problems of insured financial institutions,
including but not limited to those that fall below one or more prescribed minimum capital ratios. The federal banking agencies have by
regulation defined the following five capital categories: �well capitalized� (Total Risk-Based Capital Ratio of 10%; Tier 1 Risk-Based Capital
Ratio of 6%; and Leverage Ratio of 5%); �adequately capitalized� (Total Risk-Based Capital Ratio of 8%; Tier 1 Risk-Based Capital Ratio of 4%;
and Leverage Ratio of 4%, or 3% if the institution receives the highest rating from its primary regulator); �undercapitalized� (Total Risk-Based
Capital Ratio of less than 8%; Tier 1 Risk-Based Capital Ratio of less than 4%; or Leverage Ratio of less than 4%, or 3% if the institution
receives the highest rating from its primary regulator); �significantly undercapitalized� (Total Risk-Based Capital Ratio of less than 6%; Tier 1
Risk-Based Capital Ratio of less than 3%; or Leverage Ratio less than 3%); and �critically undercapitalized� (tangible equity to total assets less
than 2%). As of December 31, 2009 and 2008, the Company and the Bank were deemed to be well capitalized for regulatory capital purposes. A
bank may be treated as though it were in the next lower capital category if, after notice and the opportunity for a hearing, the appropriate federal
agency finds an unsafe or unsound condition or practice so warrants, but no bank may be treated as �critically undercapitalized� unless its actual
capital ratio warrants such treatment.

At each successively lower capital category, an insured bank is subject to increased restrictions on its operations. For example, a bank is
generally prohibited from paying management fees to any controlling persons or from making capital distributions if to do so would make the
bank �undercapitalized.� Asset growth and branching restrictions apply to undercapitalized banks, which are required to submit written capital
restoration plans meeting specified requirements (including a guarantee by the parent holding company, if any). Significantly undercapitalized
banks are subject to broad regulatory authority, including among other things, capital directives, forced mergers, restrictions on the rates of
interest they may pay on deposits, restrictions on asset growth and activities, and prohibitions on paying bonuses or increasing compensation to
senior executive officers without FDIC approval. Even more severe restrictions apply to critically undercapitalized banks. Most importantly,
except under limited circumstances, not later than 90 days after an insured bank becomes critically undercapitalized the appropriate federal
banking agency is required to appoint a conservator or receiver for the bank.

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject to potential actions by the federal
regulators for unsafe or unsound practices in conducting their businesses or for violations of any law, rule, regulation or any condition imposed
in writing by the agency or any written agreement with the agency. Enforcement actions may include the issuance of cease and desist orders,
termination of insurance of deposits (in the case of a bank), the imposition of civil money penalties, the issuance of directives to increase capital,
formal and informal agreements, or removal and prohibition orders against �institution-affiliated� parties.

Safety and Soundness Standards

The federal banking agencies have also adopted guidelines establishing safety and soundness standards for all insured depository institutions.
Those guidelines relate to internal controls, information systems, internal audit systems, loan underwriting and documentation, compensation
and interest rate exposure. In general, the standards are designed to assist the federal banking agencies in identifying and addressing problems at
insured depository institutions before capital becomes impaired. If an institution fails to meet those standards, the appropriate federal banking
agency may require the institution to submit a compliance plan and/or institute enforcement proceedings.

The Emergency Economic Stabilization Act of 2008 and the Troubled Asset Relief Program

In response to the market turmoil and financial crises affecting the overall banking system and financial markets in the United States, the
Emergency Economic Stabilization Act of 2008 (�EESA�) was enacted in October 2008. On February 17, 2009, the American Recovery and
Reinvestment Act of 2009 (the �Stimulus Bill�) was enacted, which among other things augmented certain provisions of the EESA. Under the
EESA, the Treasury Department has authority, among other things, to purchase up to $700 billion in mortgage loans, mortgage-related securities
and certain other financial instruments, including debt and equity securities issued by financial institutions in the Troubled Asset Relief Program
(the �TARP�). The purpose of the TARP is to restore confidence and stability to the U.S. banking system and to encourage financial institutions to
increase lending to customers and to each other.

8

Edgar Filing: SIERRA BANCORP - Form 10-K

Table of Contents 14



Table of Contents

Pursuant to the EESA, the Treasury Department was initially authorized to use $350 billion for the TARP. Of this amount, the Treasury
Department allocated $250 billion to the TARP Capital Purchase Program (see description below). On January 15, 2009, the second $350 billion
of TARP monies was released to the Treasury Department.

The TARP Capital Purchase Program was developed to purchase $250 billion in senior preferred stock from qualifying financial institutions, and
was designed to strengthen the capital and liquidity positions of viable institutions and to encourage banks and thrifts to increase lending to
creditworthy borrowers. Qualifying financial institutions could be approved to issue preferred stock to the Treasury Department in amounts not
less than 1% of their risk-weighted assets and not more than the lesser of $25 billion or 3% of risk-weighted assets.

The general terms of the TARP Capital Purchase Program include:

� a requirement to pay dividends on the Treasury Department�s preferred stock at a rate of five percent for the first five years and nine
percent thereafter;

� restrictions on increases in common stock dividends for three years while the Treasury Department is an investor, unless preferred
stock is redeemed or consent from the Treasury is received;

� restrictions on any buyback of other stock (common or other preferred), unless consent from the Treasury Department is received;

� a provision giving the Treasury Department the right to appoint two directors if dividends have not been paid for six periods;

� a prohibition against the redemption of the Treasury Department�s preferred stock for three years, unless the participating institution
receives the approval of its applicable banking regulator and the Treasury Department after demonstrating to those agencies that the
participating institution is financially sound without TARP proceeds;

� warrants granting the Treasury Department the right to convert up to 15 percent of their total preferred investment in the participating
institution into common stock; and

� certain compensation restrictions, including restrictions on the amount of executive compensation that is tax deductible.
After evaluating the strategic advantages and operating restrictions inherent in issuing preferred shares to the U.S. government, the Board of
Sierra Bancorp elected not to participate in the capital purchase element of TARP.

Another program established pursuant to the EESA is the Temporary Liquidity Guarantee Program (�TLGP�), which increased the basic limit on
FDIC coverage from $100,000 to $250,000 per depositor and removed the limit on FDIC deposit insurance coverage for non-interest bearing
accounts through December 31, 2009, and provided FDIC backing for certain types of senior unsecured debt issued from October 14, 2008
through June 30, 2009. The end-date for issuing senior unsecured debt was later extended to October 31, 2009. Financial institutions that did not
opt out of unlimited coverage for non-interest bearing accounts were initially charged an annualized 10 basis points on individual account
balances exceeding $250,000, and those issuing FDIC-backed senior unsecured debt were initially charged an annualized 75 basis points on all
such debt, although those rates were subsequently increased. On August 26, 2009, the FDIC extended the Transaction Account Guarantee
(TAG) portion of the Temporary Liquidity Guarantee Program for six months, through June 30, 2010. Separately, Congress has extended the
temporary increase in the standard coverage limit to $250,000 until December 31, 2013. For institutions choosing to remain in the TAG
program, the annual assessment rate on individual account balances in excess of $250,000 was increased to either 15 basis points, 20 basis points
or 25 basis points, depending on the Risk Category assigned to the institution under the FDIC�s risk-based premium system. We have elected to
fully participate in the deposit insurance aspects of this program, and can thus offer unlimited insurance limits to our non-interest bearing
demand deposit account customers. We did not opt out of the provision backing senior unsecured debt, although we did not issue any debt under
that program.
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The Bank�s deposits are insured under the Federal Deposit Insurance Act, up to the maximum applicable limits by the Deposit Insurance Fund
(�DIF�) of the FDIC and are subject to deposit insurance assessments to maintain the DIF. Under the risk-based assessment system utilized by the
FDIC from 1996 through 2006, which had an assessment
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range of 0 to 27 basis points of deposits, the Bank was not required to pay any deposit insurance assessments. Effective January 1, 2007, the
FDIC adopted a new risk-based insurance assessment system designed to tie what banks pay for deposit insurance more closely to the risks they
pose. The FDIC also adopted a new base schedule of rates that the FDIC could adjust up or down, depending on the needs of the DIF, and set
initial premiums for 2007 that ranged from five basis points of domestic deposits in the lowest risk category to 43 basis points for banks in the
highest risk category. That assessment system resulted in annual assessments to the Bank of five basis points, although an FDIC credit available
to the Bank for contributions prior to 1996 offset this assessment in 2007 and part of 2008. FDIC deposit insurance premiums paid by the Bank
in 2008 subsequent to utilization of the credit totaled $323,000.

On October 16, 2008, in response to the problems facing the financial markets and the economy, the Federal Deposit Insurance Corporation
published a restoration plan (Restoration Plan) designed to replenish the Deposit Insurance Fund (DIF) such that the reserve ratio would return
to 1.15 percent within five years. On December 16, 2008, the FDIC adopted a final rule increasing risk-based assessment rates uniformly by
seven basis points, on an annual basis, for the first quarter 2009. On February 27, 2009, the FDIC concluded that the problems facing the
financial services sector and the economy at large constituted extraordinary circumstances and amended the Restoration Plan and extended the
time within which the reserve ratio would return to 1.15 percent from five to seven years (Amended Restoration Plan). In May 2009, Congress
amended the statutory provision governing the establishment and implementation of a Restoration Plan to allow the FDIC eight years to bring
the reserve ratio back to 1.15 percent, absent extraordinary circumstances.

On May 22, 2009, the FDIC adopted a final rule imposing a five basis point special assessment on each insured depository institution�s assets
minus Tier 1 capital as of June 30, 2009. The Bank paid $592,000 for its special assessment which was collected by the FDIC on September 30,
2009.

In a final rule issued on September 29, 2009, the FDIC amended the Amended Restoration Plan as follows:

� The period of the Amended Restoration Plan was extended from seven to eight years.

� The FDIC announced that it will not impose any further special assessments under the final rule it adopted in May 2009.

� The FDIC announced plans to maintain assessment rates at their current levels through the end of 2010. The FDIC also immediately
adopted a uniform three basis point increase in assessment rates effective January 1, 2011 to ensure that the DIF returns to 1.15
percent within the Amended Restoration Plan period of eight years.

� The FDIC announced that, at least semi-annually following the adoption of the Amended Restoration Plan, it will update its loss and
income projections for the DIF. The FDIC also announced that it may, if necessary, adopt a new rule prior to the end of the
eight-year period to increase assessment rates in order to return the reserve ratio to 1.15 percent.

On November 12, 2009, the FDIC adopted a final rule to require insured institutions to prepay their quarterly risk-based deposit insurance
assessments for the fourth quarter of 2009, and for all of 2010, 2011 and 2012, on December 30, 2009. Our prepaid assessment was $6.3 million.

In addition to DIF assessments, banks must pay quarterly assessments that are applied to the retirement of Financing Corporation bonds issued in
the 1980�s to assist in the recovery of the savings and loan industry. The assessment amount fluctuates, but is currently 1.06 cents per $100 of
insured deposits per year. These assessments will continue until the Financing Corporation bonds mature in 2019.

The enactment of the EESA (discussed above) temporarily raised the limit on federal deposit insurance coverage from $100,000 to $250,000 per
depositor for deposits in general, and to an unlimited amount for non-interest or low-interest bearing demand deposits. Unlimited coverage for
non-interest or low-interest transaction accounts will continue until June 30, 2010, and Congress has extended the temporary increase in the
standard coverage limit to $250,000 through December 31, 2013. The increased limit is permanent for certain retirement accounts, including
IRAs. An annual FDIC deposit insurance premium surcharge is applied to insurable deposit amounts in excess of $250,000, as noted in the
previous section.
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Community Reinvestment Act

The Bank is subject to certain requirements and reporting obligations under the Community Reinvestment Act (�CRA�). The CRA generally
requires federal banking agencies to evaluate the record of a financial institution in meeting the credit needs of its local communities, including
low and moderate income neighborhoods. The CRA further requires the agencies to consider a financial institution�s efforts in meeting its
community credit needs when evaluating applications for, among other things, domestic branches, consummating mergers or acquisitions, or the
formation of holding companies. In measuring a bank�s compliance with its CRA obligations, the regulators utilize a performance-based
evaluation system. They determine CRA ratings based on the bank�s actual lending, service, and investment activities, rather than on the extent to
which the institution conducts needs assessments, documents community outreach activities or complies with other procedural requirements. In
connection with its assessment of CRA performance, the FDIC assigns a rating of �outstanding,� �satisfactory,� �needs to improve� or �substantial
noncompliance.� The Bank was last examined for CRA compliance in August 2007 when it received a �satisfactory� Assessment Rating.

Financial Modernization Act

Effective March 11, 2000, the Gramm-Leach-Bliley Act, also known as the �Financial Modernization Act,� enabled full affiliations to occur
among banks and securities firms, insurance companies, and other financial service providers. This legislation permits bank holding companies
that are well-capitalized, well-managed and meet other conditions to elect to become �financial holding companies.� As financial holding
companies, they and their subsidiaries are permitted to acquire or engage in activities that were not allowed for them as bank holding companies,
such as insurance underwriting, securities underwriting and distribution, travel agency activities, broad insurance agency activities, merchant
banking and other activities that the Federal Reserve determines to be financial in nature or complementary to these activities. Financial holding
companies continue to be subject to the overall oversight and supervision of the Federal Reserve, but the Financial Modernization Act applies
the concept of functional regulation to the activities conducted by subsidiaries. For example, insurance activities would be subject to supervision
and regulation by state insurance authorities. The Company has no current intention of becoming a financial holding company, but may do so at
some point in the future if deemed appropriate in view of opportunities or circumstances at the time.

Privacy and Data Security

The Financial Modernization Act also imposed requirements on financial institutions with respect to consumer privacy. The statute generally
prohibits disclosure of consumer information to non-affiliated third parties unless the consumer has been given the opportunity to object and has
not objected to such disclosure. Financial institutions are further required to disclose their privacy policies to consumers annually. Financial
institutions, however, will be required to comply with state law if it is more protective of consumer privacy than the Financial Modernization
Act. The statute also directed federal regulators, including the Federal Reserve and the FDIC, to prescribe standards for the security of consumer
information. The Fair and Accurate Credit Transactions (FACT) Act was enacted by the FDIC and other regulatory agencies in 2003. Among
other things, it requires financial institutions and creditors to implement a written identity theft prevention program and assess the validity of
change of address requests for replacement debit or credit cards. The Company and the Bank are subject to such standards, as well as standards
for notifying consumers in the event of a security breach.

Other Consumer Protection Laws and Regulations

Activities of all insured banks are subject to a variety of statutes and regulations designed to protect consumers, such as the Fair Credit
Reporting Act (as amended by the FACT Act), Equal Credit Opportunity Act, and Truth-in-Lending Act. Interest and other charges collected or
contracted for by the Bank are also subject to state usury laws and certain other federal laws concerning interest rates. The Bank�s loan operations
are also subject to federal laws and regulations applicable to credit transactions. Together, these laws and regulations include provisions that:

� govern disclosures of credit terms to consumer borrowers;

� require financial institutions to provide information to enable the public and public officials to determine whether a financial
institution is fulfilling its obligation to help meet the housing needs of its communities;
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� prohibit discrimination on the basis of race, creed, or other prohibited factors in extending credit;

� govern the use and provision of information to credit reporting agencies; and

� govern the manner in which consumer debts may be collected by collection agencies.
The Bank�s deposit operations are also subject to laws and regulations that:

� impose a duty to maintain the confidentiality of consumer financial records and prescribe procedures for complying with
administrative subpoenas of financial records; and

� govern automatic deposits to and withdrawals from deposit accounts and customers� rights and liabilities arising from the use of
automated teller machines and other electronic banking services.

On November 17, 2009, the Board of Governors of the Federal Reserve System promulgated a rule entitled �Electronic Fund Transfers�, with an
effective date of January 19, 2010 and a mandatory compliance date of July 1, 2010. The rule, which applies to all FDIC-regulated institutions,
prohibits financial institutions from assessing an overdraft fee for paying automated teller machine (ATM) and one-time point-of-sale debit card
transactions, unless the customer affirmatively opts in to the overdraft service for those types of transactions. The opt-in provision establishes
requirements for clear disclosure of fees and terms of overdraft services for ATM and one-time debit card transactions. The rule does not apply
to other types of transactions, such as check, automated clearinghouse (ACH) and recurring debit card transactions. Since a large percentage of
the Company�s service charges on deposits are in the form of overdraft fees on point-of-sale transactions, this could have a significant adverse
impact on our non-interest income. However, the impact ultimately depends on the level of customer opt-in and cannot be predicted with any
degree of certainty.

Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the �Interstate Banking Act�) regulates the interstate activities of banks
and bank holding companies. Generally speaking, under the Interstate Banking Act, a bank holding company located in one state may lawfully
acquire a bank located in any other state, subject to deposit-percentage, aging requirements and other restrictions. The Interstate Banking Act
also generally provides that national and state-chartered banks may, subject to applicable state law, branch interstate through acquisitions of
banks in other states. The Interstate Banking Act and related California laws have increased competition in the environment in which the Bank
operates to the extent that out-of-state financial institutions directly or indirectly enter the Bank�s market areas. It appears that the Interstate
Banking Act has contributed to the accelerated consolidation of the banking industry.

USA Patriot Act of 2001

The USA Patriot Act of 2001 (the �Patriot Act�) was enacted in October 2001 in response to the terrorist attacks in New York, Pennsylvania and
Washington, D.C. on September 11, 2001. The Patriot Act was designed to strengthen the ability of U.S. law enforcement agencies and
intelligence communities to work cohesively to combat terrorism on a variety of fronts. The impact of the Patriot Act on financial institutions of
all kinds has been significant and wide ranging. The Patriot Act substantially enhanced existing anti-money laundering and financial
transparency laws, and required appropriate regulatory authorities to adopt rules to promote cooperation among financial institutions, regulators,
and law enforcement entities in identifying parties that may be involved in terrorism or money laundering. Under the Patriot Act, financial
institutions are subject to prohibitions regarding specified financial transactions and account relationships, as well as enhanced due diligence and
�know your customer� standards in their dealings with foreign financial institutions and foreign customers. For example, the enhanced due
diligence policies, procedures, and controls generally require financial institutions to take reasonable steps to:

� conduct enhanced scrutiny of account relationships to guard against money laundering and report any suspicious transactions;
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� ascertain the identity of the nominal and beneficial owners of, and the source of funds deposited into, each account as needed to
guard against money laundering and report any suspicious transactions;

� ascertain for any foreign bank, the shares of which are not publicly traded, the identity of the owners of the foreign bank, and the
nature and extent of the ownership interest of each such owner; and
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� ascertain whether any foreign bank provides correspondent accounts to other foreign banks and, if so, the identity of those foreign
banks and related due diligence information.

The Patriot Act also requires all financial institutions to establish anti-money laundering programs, which must include, at minimum:

� the development of internal policies, procedures, and controls;

� the designation of a compliance officer;

� an ongoing employee training program; and

� an independent audit function to test the programs.
The Company has incorporated the requirements of the Patriot Act into its operating procedures, and while these requirements have resulted in
an additional time burden, the financial impact on the Company is difficult to quantify.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (�Sarbanes-Oxley�) was enacted to increase corporate responsibility, provide for enhanced penalties for
accounting and auditing improprieties at publicly traded companies, and protect investors by improving the accuracy and reliability of
disclosures pursuant to the securities laws. Sarbanes-Oxley includes important requirements for public companies in the areas of financial
disclosure, corporate governance, and the independence, composition and responsibilities of audit committees. Among other things,
Sarbanes-Oxley mandates chief executive and chief financial officer certifications of periodic financial reports, additional financial disclosures
concerning off-balance sheet items, and speedier transaction reporting requirements for executive officers, directors and 10% shareholders. In
addition, penalties for non-compliance with the Exchange Act were heightened. SEC rules promulgated pursuant to Sarbanes-Oxley impose
obligations and restrictions on auditors and audit committees intended to enhance their independence from management, and include extensive
additional disclosure, corporate governance and other related rules. Sarbanes-Oxley represents significant federal involvement in matters
traditionally left to state regulatory systems, such as the regulation of the accounting profession, and to state corporate law, such as the
relationship between a board of directors and management and between a board of directors and its committees.

The Company has not experienced any significant difficulties in complying with Sarbanes-Oxley. However, the Company has incurred, and
expects to continue to incur, significant time and expense in connection with its compliance with Section 404 of Sarbanes-Oxley (�SOX 404�),
which requires management to undertake an annual assessment of the adequacy and effectiveness of the Company�s internal controls over
financial reporting and requires the Company�s auditors to attest to, and report on, management�s assessment and the operating effectiveness of
those controls.

Commercial Real Estate Lending Concentrations

On December 2, 2006, the federal bank regulatory agencies released Guidance on Concentrations in Commercial Real Estate (�CRE�) Lending,
Sound Risk Management Practices (the �Guidance�). The Guidance, which was issued in response to the agencies� concern that rising CRE
concentrations might expose institutions to unanticipated earnings and capital volatility in the event of adverse changes in the commercial real
estate market, reinforces existing regulations and guidelines for real estate lending and loan portfolio management. Highlights of the Guidance
include the following:

� The Guidance reminds institutions that strong risk management practices and appropriate levels of capital are important elements of
a sound CRE lending program.

�
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The Guidance applies to national banks and state chartered banks, and is also broadly applicable to bank holding companies. For
purposes of the Guidance, CRE loans include loans for land development and construction, other land loans, and loans secured by
multifamily and nonfarm residential properties. The definition also extends to loans to real estate investment trusts and unsecured
loans to developers if their performance is closely linked to the performance of the general CRE market.

� The agencies recognize that banks serve a vital role in their communities by supplying credit for business and real estate
development, and the Guidance is not intended to limit banks� CRE lending. Instead, the Guidance encourages institutions to identify
and monitor credit concentrations, establish internal concentration limits, and report concentrations to management and the board of
directors on a periodic basis.
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� The agencies recognize that different types of CRE lending present different levels of risk, and therefore, institutions are encouraged
to segment their CRE portfolios to acknowledge these distinctions. However, the CRE portfolio should not be divided into multiple
sections simply to avoid the appearance of risk concentration.

� Institutions should address the following key elements in establishing a risk management framework for identifying, monitoring, and
controlling CRE risk: (1) board of directors and management oversight; (2) portfolio management; (3) management information
systems; (4) market analysis; (5) credit underwriting standards; (6) portfolio stress testing and sensitivity analysis; and (7) credit
review function.

� As part of the ongoing supervisory monitoring processes, the agencies will use certain criteria to identify institutions that are
potentially exposed to significant CRE concentration risk. An institution that has experienced rapid growth in CRE lending, has
notable exposure to a specific type of CRE, or is approaching or exceeds specified supervisory guidelines may be identified for
further supervisory analysis.

The Company has a concentration in CRE loans, and thus believes that the Guidance is applicable. The Company and its board of directors
discussed the Guidance and concluded that that the Company�s underwriting policy, management information systems, independent credit
administration process and monthly monitoring of real estate loan concentrations are sufficient to address the Guidance.

Allowance for Loan and Lease Losses

On December 13, 2006, the federal bank regulatory agencies released an Interagency Policy Statement on the Allowance for Loan and Lease
Losses (�ALLL�), which revises and replaces the banking agencies� 1993 policy statement on the ALLL. The revised statement was issued to
ensure consistency with generally accepted accounting principles (GAAP) and more recent supervisory guidance. Highlights of the revised
statement include the following:

� The revised statement emphasizes that the ALLL represents one of the most significant estimates in an institution�s financial
statements and regulatory reports, and that an assessment of the appropriateness of the ALLL is critical to an institution�s safety and
soundness.

� Each institution has a responsibility to develop, maintain, and document a comprehensive, systematic, and consistently applied
process for determining the amounts of the ALLL. An institution must maintain an ALLL that is sufficient to cover estimated credit
losses on individual impaired loans as well as estimated credit losses inherent in the remainder of the portfolio.

� The revised statement updates the previous guidance on the following issues regarding ALLL: (1) responsibilities of the board of
directors, management, and bank examiners; (2) factors to be considered in the estimation of ALLL; and (3) objectives and elements
of an effective loan review system.

The Company and its board of directors discussed the revised statement and believe that the Company�s ALLL methodology is comprehensive,
systematic, and that it is consistently applied across the Company. The Company believes its management information systems, independent
credit administration process, policies and procedures are sufficient to address the guidance.

Other Pending and Proposed Legislation

Other legislative and regulatory initiatives which could affect the Company, the Bank and the banking industry in general are pending, and
additional initiatives may be proposed or introduced before the United States Congress, the California legislature and other governmental bodies
in the future. Such proposals, if enacted, may further alter the structure, regulation and competitive relationship among financial institutions, and
may subject the Bank to increased regulation, disclosure and reporting requirements. In addition, the various banking regulatory agencies often
adopt new rules and regulations to implement and enforce existing legislation. It cannot be predicted whether, or in what form, any such
legislation or regulations may be enacted or the extent to which the business of the Company or the Bank would be affected thereby.
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ITEM 1A. RISK FACTORS

Statements and financial discussion and analysis by management contained throughout this report that are not historical facts are
forward-looking statements made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements involve a number of risks and uncertainties. Factors that could cause actual results to differ materially from
forward-looking statements herein include, without limitation, the factors set forth below.

Risks Relating to our Bank and the Banking Business

Our business has been and may continue to be adversely affected by volatile conditions in the financial markets and deteriorating
economic conditions generally. The National Bureau of Economic Research (NBER) declared that recessionary conditions in the United States
began in December 2007. Negative developments in 2007 and 2008 in the financial services industry resulted in uncertainty in the financial
markets in general and a related economic downturn, which continued into 2009. Business activity across a wide range of industries and regions
remains at relatively low levels even into early 2010, and many local governments and businesses are in serious difficulty due to the low level of
consumer and business confidence and the lack of spending. Unemployment has increased significantly, to around 10% at the national level and
over 12% for the State of California. The NBER has not yet established an official date for the end of the recession.

Since mid-2007, and particularly during the second half of 2008 and first half of 2009, the financial services industry and the securities markets
generally were materially and adversely affected by significant declines in the values of nearly all asset classes and by a serious lack of liquidity.
This was initially triggered by declines in home prices and the values of subprime mortgages, but spread to all mortgage and real estate asset
classes, to leveraged bank loans and to nearly all other asset classes, including equities. The global markets have been characterized by
substantially increased volatility and short-selling and an overall loss of investor confidence, initially in financial institutions but more recently
in companies in a number of other industries and in the broader markets.

Market conditions have also contributed to the failure of a number of prominent financial institutions. Financial institution failures or
near-failures have resulted in further systemic losses as a consequence of defaults on securities issued by them and defaults under contracts
entered into with them as counterparties. Furthermore, declining asset values, defaults on mortgages and consumer loans, and the lack of market
and investor confidence, as well as other factors, have all combined to increase credit default swap spreads, to cause rating agencies to lower
credit ratings, and to otherwise increase the cost and decrease the availability of liquidity, despite very significant declines in rates on advances
from the Federal Reserve and other government actions. Some banks and other lenders have suffered significant losses and have been reluctant
to lend, even on a secured basis, due to the increased risk of default and the impact of declining asset values on the value of collateral. The
foregoing has significantly weakened the strength and liquidity of many financial institutions worldwide. In 2008 and 2009, the U.S.
government, the Federal Reserve and other regulators took numerous steps to increase liquidity and to restore investor confidence, including
investing approximately $250 billion in the equity of banking organizations, but asset values continued to decline and access to liquidity remains
limited for weakened institutions.

As a result of these financial and economic crises, many lending institutions, including our company, have experienced significant declines in
the performance of their loans, particularly construction, development and land loans, and unsecured commercial and consumer loans. Our total
nonperforming assets increased to $72.6 million at December 31, 2009 from $37.0 million at December 31, 2008, representing 7.98% and 3.88%
of total gross loans and other real estate owned at December 31, 2009 and 2008, respectively. Moreover, competition among depository
institutions for quality loans has increased. In addition, the values of real estate collateral supporting many commercial loans and home
mortgages have declined and may continue to decline. Financial institution stock prices have been negatively affected, and the ability of banks
and bank holding companies to raise capital or borrow in the debt markets has become more difficult compared to recent years. As a result, there
is the potential for new federal or state laws and regulations regarding lending and funding practices and liquidity standards, and bank regulatory
agencies have been very aggressive in responding to concerns and trends identified in examinations, including the issuance of many regulatory
enforcement actions or orders. The impact of new legislation or regulatory orders in
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response to those developments could restrict our business operations, including our ability to originate or sell loans, and could adversely impact
our financial performance or stock price.

In addition, continued negative market developments may affect consumer confidence levels and may cause adverse changes in payment
patterns, causing increased delinquencies and default rates, which could further increase our charge-offs and provision for loan losses. A
worsening of these conditions would likely exacerbate the already adverse impact on us and others in the financial services industry.

The California economy has been particularly hard hit, and the economic decline has been a major factor leading to the significant increase in
the Company�s nonperforming assets and loan charge-offs. While unemployment levels have always been relatively high in the San Joaquin
Valley, in Tulare County, which is our geographic center and the base of our agriculturally oriented communities, the unemployment rate
reached 17.5% in December 2009, up from 14.3% in December 2008 and well above the 12.4% aggregate unemployment rate for California.
Overall, the general business environment and local market conditions have had an adverse effect on our business during the past year, and there
can be no assurance that the environment will improve in the near term. Until conditions improve, it is expected that our business, financial
condition and results of operations will be adversely affected.

Conditions which have a negative impact on the agricultural industry could have an adverse effect on our customers and their ability to
make payments to us. While the current spike up in the Company�s nonperforming assets is comprised mainly of other real estate owned and
loans secured by land, lots, and residential real estate, many of our large increases in years past have been the direct consequence of persistent
agricultural difficulties. This is due to the fact that a sizable portion of our total loan portfolio consists of loans to borrowers either directly or
indirectly involved in the agricultural industry. While a great number of our borrowers may not be individually involved in agriculture, many of
the jobs in the San Joaquin Valley are ancillary to the regular production, processing, marketing and sales of agricultural commodities.

The entry of global suppliers into the market has, in the past, led to a supply glut for many agricultural products, and a drop in consumer demand
is currently impacting the agricultural industry. Because of increased supply from overseas competition, declining demand and other factors, low
prices currently characterize the markets for many agricultural products. The ripple effect of lower commodity prices for milk, nuts, olives,
grapes, oranges and tree fruit has a tendency to depress land prices, lower borrower income, and decrease collateral values. A degenerative cycle
of weather also has the potential to adversely affect agricultural industries as well as consumer purchasing power, and has the potential to create
further unemployment throughout the San Joaquin Valley. Weather patterns are also of critical importance to row crop, tree fruit, and orange
production. Another potential looming issue that could have a major impact on the agricultural industry involves water distribution rights. If the
amount of water available to agriculture becomes increasingly scarce due to drought and/or diversion to other uses, farmers may not be able to
continue to produce agricultural products at a reasonable profit, which has the potential to force many out of business. Such conditions have
affected and may continue to adversely affect our borrowers and, by extension, our business, and if general agricultural conditions decline
further our level of nonperforming assets could increase.

Concentrations of real estate loans could subject us to increased risks in the event of a prolonged real estate recession or natural
disaster. Our loan portfolio is heavily concentrated in real estate loans, particularly commercial real estate. At December 31, 2009, more than
75% of our loan portfolio consisted of loans secured by real estate. Balances secured by commercial properties and construction and
development loans represent 63% of all real estate loans, while loans secured by residential properties account for 28%, and loans secured by
farmland are 9% of real estate loans.

The $35.6 million increase in nonperforming assets experienced by the Company in 2009 includes an $18.5 million increase in foreclosed assets,
including other real estate owned (OREO) which consists primarily of vacant land, lots, and residential properties. The remainder of the increase
is comprised of nonperforming loans, including an $11 million increase in nonperforming real estate loans. See �Item 7, Management�s Discussion
and Analysis of Financial Condition and Results of Operations � Nonperforming Assets,� for a detailed discussion of this increase.

The Central Valley residential real estate market experienced declining prices and increasing foreclosures during 2008 and the first half of 2009.
If residential real estate values slide further, and/or if this weakness flows over into
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commercial real estate, the Company�s nonperforming assets could increase from current levels. Such an increase could have a material impact
on our financial condition and results of operations by reducing our income, increasing our expenses, and leaving less cash available for lending
and other activities. As noted above, the primary collateral for many of our loans consists of commercial real estate properties, and continued
deterioration in the real estate market in the areas the Company serves would likely reduce the value of the collateral value for many of our loans
and could negatively impact the repayment ability of many of our borrowers. It might also reduce further the amount of loans the Company
makes to businesses in the construction and real estate industry, which could negatively impact our organic growth prospects. Similarly, the
occurrence of a natural disaster like those California has experienced in the past, including earthquakes, brush fires, and flooding, could impair
the value of the collateral we hold for real estate secured loans and negatively impact our results of operations.

In addition, banking regulators are now giving commercial real estate loans greater scrutiny, due to risks relating to the cyclical nature of the real
estate market and related risks for lenders with high concentrations of such loans. The regulators have required banks with higher levels of CRE
loans to implement enhanced underwriting, internal controls, risk management policies and portfolio stress testing, which has resulted in higher
allowances for possible loan losses. Expectations for higher capital levels have also materialized. See �Regulation and Supervision � Commercial
Real Estate Lending Concentrations� above.

We may experience loan and lease losses in excess of our allowance for loan and lease losses. We are careful in our loan underwriting
process in order to limit the risk that borrowers might fail to repay; nevertheless, losses can and do occur. We create an allowance for estimated
loan and lease losses in our accounting records, based on estimates of the following:

� industry standards;

� historical experience with our loans;

� evaluation of economic conditions;

� regular reviews of the quality mix and size of the overall loan portfolio;

� a detailed cash flow analysis for nonperforming loans;

� regular reviews of delinquencies; and

� the quality of the collateral underlying our loans.
We maintain an allowance for loan and lease losses at a level that we believe is adequate to absorb specifically identified losses as well as any
other losses inherent in our loan portfolio at a given date. However, changes in economic, operating and other conditions, including changes in
interest rates, which are beyond our control, may cause our actual loan losses to exceed our current allowance estimates. If actual losses exceed
the amount reserved, it will have a negative impact on our profitability. In addition, the FDIC and the DFI, as part of their supervisory functions,
periodically review our allowance for loan and lease losses. Such agencies may require us to increase our provision for loan and lease losses or
to recognize further losses, based on their judgments, which may be different from those of our management. Any increase in the allowance
required by the FDIC or the DFI could also hurt our business.

Our use of appraisals in deciding whether to make a loan on or secured by real property does not ensure the value of the real property
collateral. In considering whether to make a loan secured by real property, we generally require an appraisal of the property. However, an
appraisal is only an estimate of the value of the property at the time the appraisal is made. If the appraisal does not reflect the amount that may
be obtained upon any sale or foreclosure of the property, we may not realize an amount equal to the indebtedness secured by the property.
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Our expenses have increased and are likely to continue to increase as a result of higher FDIC insurance premiums. Under the Federal
Deposit Insurance Act, the FDIC, absent extraordinary circumstances, must establish and implement a plan to restore the deposit insurance
reserve ratio to 1.15% of insured deposits at any time that the reserve ratio falls below 1.15%. Recent bank failures have depleted the deposit
insurance fund balance, which was in a negative position by the end of 2009, and the FDIC currently has eight years to bring the reserve ratio
back to the statutory minimum. The FDIC expects insured institution failures to peak in 2010, which will result in continued charges against the
Deposit Insurance Fund, and they have implemented a restoration plan that changes both its risk-based assessment system and its base
assessment rates. As part of this plan, the FDIC imposed a special assessment in 2009 and also required the prepayment of three years of FDIC
insurance premiums at the end of 2009. See �Regulation and Supervision � Deposit Insurance� above. The prepayments are designed to help
address liquidity
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issues created by potential timing differences between the collection of premiums and charges against the DIF, but it is generally expected that
assessment rates will continue to increase in the near term due to the significant cost of bank failures and the relatively large number of troubled
banks.

We may not be able to continue to attract and retain banking customers, and our efforts to compete may reduce our profitability.
Competition in the banking industry in the markets we serve may limit our ability to continue to attract and retain banking customers. The
banking business in our current and intended future market areas is highly competitive with respect to virtually all products and services. In
California generally, and in our service areas specifically, branches of major banks dominate the commercial banking industry. Such banks have
substantially greater lending limits than we have, offer certain services we cannot offer directly, and often operate with �economies of scale� that
result in lower operating costs than ours on a per loan or per asset basis. We also compete with numerous financial and quasi-financial
institutions for deposits and loans, including providers of financial services over the Internet. Technology and other changes are allowing parties
to complete financial transactions that historically have involved banks through alternative methods. For example, consumers can now maintain
funds that would have historically been held as bank deposits in brokerage accounts or mutual funds. Consumers can also complete transactions
such as paying bills and/or transferring funds directly without the assistance of banks. The process of eliminating banks as intermediaries, known
as �disintermediation,� could result in the loss of fee income, as well as the loss of customer deposits and the related income generated from those
deposits. The loss of these revenue streams and the lower cost deposits as a source of funds could have a material adverse effect on our financial
condition and results of operations.

In addition, with the increase in bank failures, customers increasingly are concerned about the extent to which their deposits are insured by the
FDIC. Customers may withdraw deposits in an effort to ensure that the amount they have on deposit with their bank is fully insured. Decreases
in deposits may adversely affect our funding costs and net income. Ultimately, competition can and does increase our cost of funds, reduce loan
yields and drive down our net interest margin, thereby reducing profitability. It can also make it more difficult for us to continue to increase the
size of our loan portfolio and deposit base, and could cause us to rely more heavily on wholesale borrowings, which are generally more
expensive than deposits. See �Item 1, Business � Competition.�

If we are not able to successfully keep pace with technological changes affecting the industry, our business could be hurt. The financial
services industry is constantly undergoing rapid technological change with frequent introductions of new technology-driven products and
services. The effective use of technology increases efficiency and enables financial institutions to better service clients and reduce costs. Our
future success depends, in part, upon our ability to address the needs of our clients by using technology to provide products and services that will
satisfy client demands, as well as create additional efficiencies within our operations. Some of our competitors have substantially greater
resources to invest in technological improvements. We may not be able to effectively implement new technology-driven products and services or
be successful in marketing these products and services to our clients. Failure to successfully keep pace with technological change in the financial
services industry could have a material adverse impact on our business and, in turn, on our financial condition and results of operations.

If our information systems were to experience a system failure or a breach in security, our business and reputation could suffer. We rely
heavily on communications and information systems to conduct our business. The computer systems and network infrastructure we use could be
vulnerable to unforeseen problems. Our operations are dependent upon our ability to protect our computer equipment against damage from fire,
power loss, telecommunications failure or a similar catastrophic event. In addition, we must be able to protect our computer systems and
network infrastructure against physical damage, security breaches and service disruption caused by the Internet or other users. Such computer
break-ins and other disruptions would jeopardize the security of information stored in and transmitted through our computer systems and
network infrastructure. We have protective measures in place to prevent or limit the effect of the failure, interruption or security breach of our
information systems and will continue to implement security technology and monitor and update operational procedures to prevent such damage.
However, if such failures, interruptions or security breaches were to occur, they could result in damage to our reputation, a loss of customer
business, increased regulatory scrutiny, or possible exposure to financial liability, any of which could have a material adverse effect on our
financial condition and results of operations.
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If the Emergency Economic Stabilization Act of 2008 and other recently enacted government programs do not help stabilize the U.S.
financial system, our operations could be adversely affected. The Emergency Economic Stabilization Act of 2008 (as augmented by the
Stimulus Bill) was intended to stabilize and provide liquidity to the U.S. financial markets. The U.S. Treasury and banking regulators have
implemented a number of programs under this legislation and otherwise to address capital and liquidity issues in the banking system, including
the TARP Capital Purchase Program. In addition, other regulators have taken steps to attempt to stabilize and add liquidity to the financial
markets, such as the FDIC�s Temporary Liquidity Guarantee Program (TLGP). We did not elect to participate in the TARP Capital Purchase
Program, but we are a participant in the TLGP.

It cannot currently be predicted what impact the EESA and other programs will ultimately have on the financial markets. The failure of the
EESA and other programs to stabilize the financial markets and a continuation or worsening of current financial market conditions could
materially and adversely affect our business, financial condition, results of operations, access to credit, or the trading price of our common stock.
The EESA is relatively new legislation and, as such, is subject to change and evolving interpretation. As a result, it is impossible to predict the
effects that such changes will have on the effectiveness of the EESA or on our business, financial condition or results of operations.

We may be adversely affected by the soundness of other financial institutions. Our ability to engage in routine funding transactions could be
adversely affected by the actions and commercial soundness of other financial institutions. Financial services institutions are interrelated as a
result of trading, clearing, counterparty, or other relationships. We have exposure to many different industries and counterparties, and routinely
execute transactions with counterparties in the financial services industry, including commercial banks, brokers and dealers, investment banks,
and other institutional clients. Many of these transactions expose us to credit risk in the event of a default by a counterparty or client. In addition,
our credit risk may be exacerbated when collateral held by us cannot be liquidated at prices sufficient to recover the full amount of the credit or
derivative exposure due to us. Any such losses could adversely affect our business, financial condition or results of operations.

Our earnings are subject to interest rate risk. Banking companies� earnings depend largely on the relationship between the cost of funds,
primarily deposits and borrowings, and the yield on earning assets, such as loans and investment securities. This relationship, known as the
interest rate spread, is subject to fluctuation and is affected by the monetary policies of the Federal Reserve Board and the international interest
rate environment, as well as by economic, regulatory and competitive factors which influence interest rates, the volume and mix of interest
earning assets and interest bearing liabilities, and the level of nonperforming assets. Many of these factors are beyond our control. We are
subject to interest rate risk to the degree that our interest bearing liabilities reprice or mature more slowly or more rapidly or on a different basis
than our interest earning assets. Fluctuations in interest rates also affect the demand of customers for our products and services.

Given the current volume, mix, and re-pricing characteristics of the Company�s interest earning assets and interest bearing liabilities, if interest
rates were to increase by 100 basis points over the next 12 months, interest-earning assets would initially re-price more slowly than
interest-bearing liabilities which could have a slight negative impact on our net interest margin, all else being equal. The more rates rise,
however, the more asset-sensitive we become and the more the initial negative impact would be offset. If interest rates were to decline, rates on
many of our deposits would hit natural floors of close to zero while asset yields would continue to decline, compressing our net interest margin
and also creating a negative impact on net interest income. There are also scenarios where fluctuations in interest rates in either direction could
have a more substantial negative effect on net income. For example, if funding rates rise faster than asset yields in a rising rate environment (i.e.,
if basis compression occurs), or if we do not actively manage certain loan index rates in a declining rate environment, we could be negatively
impacted. See �Item 7, Management�s Discussion and Analysis of Financial Condition and Results of Operations � Liquidity and Market Risk
Management � Interest Rate Risk Management.�

We depend on our executive officers and key personnel to implement our business strategy and could be harmed by the loss of their
services. We believe that our continued growth and success depends in large part upon the skills of our management team. The competition for
qualified personnel in the financial services industry is intense, and the loss of key personnel or an inability to continue to attract, retain or
motivate key personnel could adversely affect our business. If we are not able to retain our existing key personnel or attract additional qualified
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personnel, our business operations would be hurt. Our President/Chief Executive Officer has been with us since the Bank�s inception in 1977. He
is fully vested in his retirement benefits, but does not currently have any plans for immediate retirement. Our Executive Vice President/Chief
Credit Officer and our Executive Vice President/Chief Financial Officer joined us in 2005 and 2001, respectively. Our Executive Vice
President/Chief Banking Officer joined the Bank in 2001 and was promoted to his current position in 2006. None of our executive officers have
employment agreements.

Risks Related to our Common Stock

The price of our common stock may fluctuate significantly, and this may make it difficult for you to sell shares of common stock at times
or at prices you find attractive. The trading price of the shares of our common stock and the value of our other securities will depend on many
factors which may change from time to time, including, without limitation, our financial condition, performance, creditworthiness and prospects,
future sales of our equity or equity related securities, and other factors identified elsewhere in this �RISK FACTORS� section. In addition, the
stock market is subject to broad fluctuations that affect the market prices of the shares of many companies, including ours. Many of these factors
are beyond our control. Among the factors that could affect our common stock price in the future are:

� actual or anticipated quarterly fluctuations in our operating results and financial condition;

� changes in revenue or earnings estimates or publication of research reports and recommendations by financial analysts;

� formal regulatory action against us;

� failure to meet analysts� revenue or earnings estimates;

� speculation in the press or investment community;

� strategic actions by us or our competitors, such as acquisitions or restructurings;

� acquisitions of other banks or financial institutions, through FDIC-assisted transactions or otherwise;

� actions by institutional shareholders;

� fluctuations in the stock price, trading volumes, and operating results of our competitors;

� general market conditions and, in particular, developments related to the financial services industry;

� proposed or adopted regulatory changes or developments;

� anticipated or pending investigations, proceedings, or litigation that involve or affect us; and
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� domestic and international economic factors unrelated to our performance.
The stock market and, in particular, the market for financial institution stocks, has experienced significant volatility. As a result, the market price
of our common stock may be volatile. In addition, the trading volume in our common stock may fluctuate more than usual with significant price
variations occurring. The capital and credit markets have been experiencing volatility and disruption for more than a year. In recent months, the
volatility and disruption have reached unprecedented levels. In some cases, the markets have produced downward pressure on stock prices and
credit availability for certain issuers without regard to those issuers� underlying financial strength. A significant decline in our stock price could
result in substantial losses for individual shareholders and could lead to costly and disruptive securities litigation.

You may not be able to sell your shares at the times and in the amounts you want if the trading market for our stock is not active.
Although our stock has been listed on NASDAQ for many years, trading in our stock does not consistently occur in high volumes and cannot
always be characterized as amounting to an active trading market.

Your investment may be diluted because of the ability of management to offer stock to others and stock options. The shares of our
common stock do not have preemptive rights. This means that you may not be entitled to buy additional shares if shares are offered to others in
the future. We are authorized to issue 24,000,000 shares of common stock, and as of December 31, 2009 we had 11,620,491 shares of our
common stock outstanding. Nothing restricts management�s ability to offer additional shares of stock for fair value to others in the future. In
addition, when our directors, executive officers and key employees exercise any of their stock options, your ownership in the Company will be
diluted. As of December 31, 2009 there were outstanding options to purchase an aggregate of 757,658 shares of our common stock with an
average exercise price of $15.12 per share. There were also an additional 1,160,000 shares available remaining for grant under our 2007 Stock
Incentive Plan.

Shares of our preferred stock issued in the future could have dilutive and other effects. Shares of our preferred stock eligible for future
issuance and sale could have a dilutive effect on the market for shares of our common stock.

20

Edgar Filing: SIERRA BANCORP - Form 10-K

Table of Contents 33



Table of Contents

Our Articles of Incorporation authorize us to issue 10,000,000 shares of preferred stock, none of which is presently outstanding. Although our
Board of Directors has no present intent to authorize the issuance of shares of preferred stock, such shares could be authorized in the future. If
such shares of preferred stock are made convertible into shares of common stock, there could be a dilutive effect on the shares of common stock
then outstanding. In addition, shares of preferred stock may be provided a preference over holders of common stock upon our liquidation or with
respect to the payment of dividends, in respect of voting rights or in the redemption of our common stock. The rights, preferences, privileges and
restrictions applicable to any series or preferred stock would be determined by resolution of our Board of Directors.

The holders of our debentures have rights that are senior to those of our shareholders. In 2004 we issued $15,464,000 of junior
subordinated debt securities due March 17, 2034 and in 2006 we issued an additional $15,464,000 of junior subordinated debt securities due
September 23, 2036 in order to raise additional regulatory capital. These junior subordinated debt securities are senior to the shares of our
common stock. As a result, we must make interest payments on the debentures before any dividends can be paid on our common stock, and in
the event of our bankruptcy, dissolution or liquidation, the holder of the debt securities must be paid in full before any distributions may be made
to the holders of our common stock. In addition, we have the right to defer interest payments on the junior subordinated debt securities for up to
five years, during which time no dividends may be paid to holders of our common stock. In the event that the Bank is unable to pay dividends to
us, then we may be unable to pay the amounts due to the holders of the junior subordinated debt securities and, thus, we would be unable to
declare and pay any dividends on our common stock.

Our directors and executive officers control a large amount of our stock, and your interests may not always be the same as those of the
board and management. As of December 31, 2009, our directors and executive officers together with their affiliates beneficially owned
approximately 17% of the Company�s outstanding voting stock (not including vested option shares). As a result, if all of these shareholders were
to take a common position, they might be able to affect the election of directors as well as the outcome of corporate actions requiring
shareholder approval, such as the approval of mergers or other business combinations. Such concentration may also have the effect of delaying
or preventing a change in control of our company. In some situations, the interests of our directors and executive officers may be different from
the shareholders. However, our directors and executive officers have a fiduciary duty to act in the best interest of the shareholders, rather than in
their own best interests, when considering a proposed business combination or any of these types of matters.

Provisions in our articles of incorporation will delay or prevent changes in control of our corporation or our management. These
provisions make it more difficult for another company to acquire us, which could reduce the market price of our common stock and the price
that you receive if you sell your shares in the future. These provisions include staggered terms of office for members of the board of directors; no
cumulative voting in the election of directors; and the requirement that our Board of Directors consider the potential social and economic effects
on our employees, depositors, customers and the communities we serve as well as certain other factors, when evaluating a possible tender offer,
merger or other acquisition of the Company.

The Company relies heavily on the payment of dividends from the Bank. Other than $4.6 million in cash available at the holding company
level at December 31, 2009, our ability to meet debt service requirements and to pay dividends depends on the Bank�s ability to pay dividends to
us, as we have no other source of significant income. However, the Bank is subject to regulations limiting the amount of dividends it may pay to
us. For example, the payment of dividends by the Bank is affected by the requirement to maintain adequate capital pursuant to the capital
adequacy guidelines issued by the Federal Deposit Insurance Corporation. All banks and bank holding companies are required to maintain a
minimum ratio of qualifying total capital to total risk-weighted assets of 8.0%, at least one-half of which must be in the form of Tier 1 capital,
and a ratio of Tier 1 capital to average adjusted assets of 4.0%. If (i) any of these required ratios are increased; (ii) the total of risk-weighted
assets of the Bank increases significantly; and/or (iii) the Bank�s income decreases significantly, the Bank�s Board of Directors may decide or be
required to retain a greater portion of the Bank�s earnings to achieve and maintain the required capital or asset ratios. This will reduce the amount
of funds available for the payment of dividends by the Bank to us. The Bank has also informally committed to the FDIC and the DFI that it will
obtain the prior written consent of both agencies prior to paying any cash dividends, although the Company has sufficient cash on hand to cover
anticipated expenses and dividend payments to shareholders through the end of 2010 without supplemental dividends from the Bank. Further, in
some cases, the Federal Reserve Board could take the position that it has the power to prohibit the Bank from paying dividends if, in its view,
such payments would constitute unsafe or unsound banking practices. The Bank�s ability to
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pay dividends to us is also limited by the California Financial Code. Whether dividends are paid and their frequency and amount will also
depend on the financial condition and performance, and the discretion of the Board of Directors of the Bank. Information concerning the
Company�s dividend policy and historical dividend practices is set forth below in Item 5. However, no assurance can be given that our future
performance will justify the payment of dividends in any particular year.

ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 2. PROPERTIES

The Company�s administrative headquarters is located at 86 North Main Street, Porterville, California, and is leased through July 2013 from
parties unrelated to the Company. It consists of approximately 37,000 square feet in a three-story building of which the Company is sole
occupant, and the rent as of December 31, 2009 was $12,010 per month. The Company�s main office is adjacent to its administrative
headquarters, at 90 N. Main Street, Porterville, California, and consists of a one-story brick building that sits upon unencumbered property
owned by the Company. The Company also owns unencumbered property on which 13 of its 23 other branches are located, including the
branches in Lindsay, Exeter, Three Rivers, Dinuba, Tulare, Hanford, Tehachapi, and California City. One of the Fresno branches is owned while
the other two are leased from unrelated parties, one of our two Visalia branches is owned and the other is leased from unrelated parties, and three
of the four branches in Bakersfield are leased from unrelated parties. The Clovis and Delano branches are both leased from unrelated parties. In
addition, the Company operates a technology center in Porterville which consists of approximately 12,000 square feet in a freestanding
single-story building that is leased from unrelated parties. The Bank has eight remote ATM locations leased from unrelated parties, although the
amount of monthly rent at these locations is minimal. Management believes that the Company�s existing back office facilities are adequate to
accommodate the Company�s operations for the immediately foreseeable future, although limited branch expansion is planned.

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Company is a party to claims and legal proceedings arising in the ordinary course of business. After taking into
consideration information furnished by counsel to the Company as to the current status of these claims or proceedings to which the Company is
a party, management is of the opinion that the ultimate aggregate liability represented thereby, if any, will not have a material adverse affect on
the financial condition of the Company.

ITEM 4. RESERVED

PART II

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

(a) Market Information

Sierra Bancorp�s Common Stock trades on the NASDAQ Global Select Market under the symbol BSRR, and the CUSIP number for our stock is
#82620P102. Trading in the Common Stock of the Company has not consistently occurred in high volumes, and such trading activity cannot be
characterized as constituting an active trading market. Management is aware of the following securities dealers which make a market in the
Company�s stock: Barclays Capital Inc., New York; Cantor Fitzgerald & Co., New York; Citadel Derivatives Group LLC, Chicago; Credit Suisse
Securities USA, New York; D.A. Davidson & Co., Inc., Great Falls, Montana; E*Trade Capital Markets, LLC, New York; Goldman, Sachs &
Co., New York; Howe Barnes Hoefer & Arnett, Inc., San Francisco; Keefe, Bruyette & Woods, Inc., New York; Knight Equity Markets, L.P.,
New York; Morgan Stanley & Co., New York; Merrill Lynch, New York; Sandler O�Neill & Partners, New York; Susquehanna Capital Group,
Bala Cynwyd, Pennsylvania;
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Timber Hill Inc., Greenwich, Connecticut; UBS Securities, LLC, Stamford, Connecticut; Wedbush Morgan Securities, Inc., Los Angeles; and
Wunderlich Securities Inc., Memphis.

The following table summarizes trades of the Company�s Common Stock, setting forth the approximate high and low sales prices and volume of
trading for the periods indicated, based upon information provided by public sources.

Calendar

Quarter Ended

Sale Price of the Company�s
Common Stock (per share)

Approximate

Trading Volume
In SharesHigh Low

March 31, 2008 $ 25.06 $ 18.00 1,794,071
June 30, 2008 $ 24.00 $ 16.44 1,567,348
September 30, 2008 $ 24.00 $ 13.50 2,163,120
December 31, 2008 $ 24.50 $ 14.00 1,089,343
March 31, 2009 $ 21.61 $ 6.10 1,732,221
June 30, 2009 $ 15.26 $ 9.39 1,345,876
September 30, 2009 $ 14.21 $ 11.55 1,247,179
December 31, 2009 $ 12.70 $ 7.00 2,041,361

(b) Holders

As of February 1, 2010 there were approximately 2,203 shareholders of the Company�s Common Stock. Per the Company�s stock transfer agent
there were 622 registered holders of record on that date, and there were approximately 1,581 beneficial holders whose shares are held under a
street name.

(c) Dividends

The Company paid cash dividends totaling $4.1 million, or $0.40 per share in 2009, and $6.5 million, or $0.68 per share in 2008, representing
46% of annual net earnings for dividends paid in 2009 and 49% in 2008. The Company�s general dividend policy is to pay cash dividends within
the range of typical peer payout ratios, provided that such payments do not adversely affect the Company�s financial condition and are not overly
restrictive to its growth capacity. In an effort to conserve capital in an uncertain environment, our quarterly per-share dividend was reduced in
2009 and was lowered again for the dividend declared in January 2010, and no assurance can be given that earnings and/or growth in any given
year will justify the continued payment of a cash dividend.

As a bank holding company that currently has no significant assets other than its equity interest in the Bank, the Company�s ability to declare
dividends depends primarily upon current levels of accumulated cash, as supplemented by dividends it might receive from the Bank. The Bank�s
dividend practices in turn depend upon the Bank�s earnings, financial position, current and anticipated capital requirements, and other factors
deemed relevant by the Bank�s Board of Directors at that time. The power of the Bank�s Board of Directors to declare cash dividends is also
subject to statutory and regulatory restrictions. Under California banking law, the Bank may declare dividends in an amount not exceeding the
lesser of its retained earnings or its net income for the last three years (reduced by dividends paid during such period) or, with the prior approval
of the California Commissioner of Financial Institutions, in an amount not exceeding the greatest of (i) the retained earnings of the Bank, (ii) the
net income of the Bank for its last fiscal year, or (iii) the net income of the Bank for its current fiscal year. The payment of any cash dividends
by the Bank will depend not only upon the Bank�s earnings during a specified period, but also on the Bank meeting certain regulatory capital
requirements. The Bank has also informally committed to the FDIC and the DFI that it will obtain the prior written consent of both agencies
prior to paying any cash dividends, although the Company has sufficient cash on hand to cover anticipated expenses and dividend payments to
shareholders through the end of 2010 without supplemental dividends from the Bank.

The Company�s ability to pay dividends is also limited by state corporation law. The California General Corporation Law allows a California
corporation to pay dividends if the company�s retained earnings equal at least the amount of the proposed dividend. If a California corporation
does not have sufficient retained earnings available for the proposed dividend, it may still pay a dividend to its shareholders if immediately after
the dividend the sum of the
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company�s assets (exclusive of goodwill and deferred charges) would be at least equal to 125% of its liabilities (not including deferred taxes,
deferred income and other deferred liabilities) and the current assets of the company would be at least equal to its current liabilities, or, if the
average of its earnings before taxes on income and before interest expense for the two preceding fiscal years was less than the average of its
interest expense for the two preceding fiscal years, at least equal to 125% of its current liabilities. In addition, during any period in which the
Company has deferred payment of interest otherwise due and payable on its subordinated debt securities, it may not make any dividends or
distributions with respect to its capital stock (see �Item 7, Management�s Discussion and Analysis of Financial Condition and Results of
Operations � Capital Resources�).

(d) Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information as of December 31, 2009, with respect to options outstanding and available under our 2007 Stock
Incentive Plan and the now-terminated 1998 Stock Option Plan, which are our only equity compensation plans other than an employee benefit
plan meeting the qualification requirements of Section 401(a) of the Internal Revenue Code:

Plan Category

Number of Securities
to be Issued

Upon Exercise of
Outstanding Options

Weighted-Average
Exercise Price
of Outstanding

Options

Number of Securities
Remaining Available
for Future Issuance

Equity compensation plans approved by security holders 757,658 $ 15.12 1,160,000
(e) Performance Graph

The following is a five-year performance graph comparing the total cumulative shareholder return on the Company�s common stock to the
cumulative total returns of the NASDAQ Composite Index (a broad equity market index), the SNL Bank Index, and the SNL $1 billion to $5
billion (asset size) Bank Index (the latter two qualifying as peer bank indices), assuming a $100 investment on December 31, 2004 and
reinvestment of dividends:
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Period Ending
Index 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08 12/31/09
Sierra Bancorp 100.00 101.68 133.46 115.79 100.91 38.03
NASDAQ Composite 100.00 101.37 111.03 121.92 72.49 104.31
SNL Bank $1B-$5B 100.00 98.29 113.74 82.85 68.72 49.26
SNL Bank 100.00 101.36 118.57 92.14 52.57 52.03
Source: SNL Financial LC, Charlottesville, VA

(f) Stock Repurchases

The Company has a stock repurchase program that became effective July 1, 2003, under which all share repurchases are executed in accordance
with SEC Rule 10b-18. The plan initially allowed for the repurchase of up to 250,000 shares, and was supplemented by an additional 250,000
shares in May 2005, another 250,000 shares in March 2006, and 500,000 shares in April 2007. As noted in the following table, the Company did
not repurchase any of its Common Stock during the fourth quarter of 2009:

October November December
Total shares purchased 0 0 0
Average per share price N/A N/A N/A
Number of shares purchased as part of publicly announced plan or program 0 0 0
Maximum number of shares remaining for purchase under a plan or program 100,669 100,669 100,669

ITEM 6. SELECTED FINANCIAL DATA

The following table presents selected historical financial information concerning the Company, which should be read in conjunction with our
audited consolidated financial statements, including the related notes and �Management�s Discussion and Analysis of Financial Condition and
Results of Operations,� included elsewhere herein. The selected financial data as of December 31, 2009 and 2008, and for each of the years in the
three year period ended December 31, 2009, is derived from our audited consolidated financial statements and related notes which are included
in this Annual Report. The selected financial data for prior years is derived from our audited financial statements which are not included in this
Annual Report. Throughout this Annual Report, information is for the consolidated Company unless otherwise stated.
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Selected Financial Data

As of and for the years ended December 31,
(Dollars in thousands, except per share data) 2009 2008 2007 2006 2005
Income Statement Summary
Interest income $ 70,146 $ 77,938 $ 87,816 $ 81,004 $ 64,135
Interest expense $ 12,177 $ 21,329 $ 31,435 $ 25,131 $ 13,332
Net interest income before provision for loan losses $ 57,969 $ 56,609 $ 56,381 $ 55,873 $ 50,803
Provision for loan losses $ 21,574 $ 19,456 $ 3,252 $ 3,851 $ 3,150
Non-interest income $ 17,279 $ 15,987 $ 14,635 $ 10,986 $ 9,258
Non-interest expense $ 44,138 $ 35,859 $ 35,981 $ 33,841 $ 32,634
Income before provision for income taxes $ 9,536 $ 17,281 $ 31,783 $ 29,167 $ 24,277
Provision for income taxes $ 608 $ 3,868 $ 10,761 $ 9,977 $ 8,083
Net Income $ 8,928 $ 13,413 $ 21,022 $ 19,190 $ 16,194

Balance Sheet Summary
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