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SANTA CRUZ COUNTY BANK — OUR MISSION 

OUR MISSION is to become the commercial bank of choice for individuals residing in Santa Cruz 
County and for local owner-operated businesses, by consistently providing our clients with 
experienced and committed bankers and state-of-the-art financial products. 

SANTA CRUZ COUNTY BANK is a locally owned and 
operated commercial bank, serving the needs of the 
residents and owner-operated businesses of Santa Cruz 
County. We believe strongly in the importance of 
local decision making and responsive customer service. 
We offer a complete line of short and intermediate 
term loan products, including commercial term loans 
and lines of credit, Small Business Administration 
guaranteed term loans, construction loans, mini-perm 
commercial real estate loans and home equity lines of 
credit. All our deposit products are augmented by 
state-of-the-art services, both personal and electronic, 
including online banking, bill payment, cash 
management, and merchant services. 

Santa Cruz County Bank operates three banking 
offices located in Santa Cruz, Scotts Valley, 
and Watsonville. 

Santa Cruz County Bank is the only locally owned 
commercial bank in Santa Cruz County. 
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SHAREHOLDER LETTER 
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TO OUR SHAREHOLDERS, EMPLOYEES, CLIENTS, AND FRIENDS, 

2004
 
On February 3, 2004, Santa Cruz County once again had its own County Bank. That day marked the culmination 
of two years of effort by a determined band of organizers, which identified the need and defined the opportunity 
for a locally owned Bank, which made the pilgrimage to the regulatory headwaters (San Francisco) and waded 
through the red tape of the application, which assembled the executive team and shareholder group, uniting all 
behind a common commitment to lend both money and personal effort to the building of the Bank. So, that day 
marked the successful conclusion of Phase One. It also marked the beginning of Phase Two, our collective first day 
on the job – groundbreaking for a construction project that could take up to 10 years to complete. The goal 
of Phase Two is to build a mature Bank, one that is reliable, accessible, responsive, and profitable, one that serves 
all of Santa Cruz County. 

Over our first eleven months in business, we made a good start. The Bank opened its doors with $13.2 
million of capital, sixteen banking professionals, and a solid platform of banking products and systems. These 
included internet banking and bill pay, business courier services, 24 hour telephone banking, ATM and debit cards, 
night depository service, and a full line of commercial lending services. We had only one location and we compensated 
for this limitation by offering clients the flexibility of banking with a click, a swipe, a dial, or a smile. 

At the beginning of the second quarter, we qualified our stock for listing on the Over the Counter (OTC) 
Bulletin Board under the symbol SCZC. 

During the third and fourth quarters, we launched our merchant credit card services program, and lined up 
secondary sources of liquidity, both with federal funds lines at two correspondent banks and by securing 
membership in the Federal Home Loan Bank, which authorized us for secured borrowings. We also expanded our 
electronic interface with our business clients, launching our My County Cash Management product. 

In November, we opened our Scotts Valley Banking office at 4604 Scotts Valley Drive, headed by longtime 
Scotts Valley veteran, Chuck Maffia. 

In January 2005, we rolled out a credit card product for consumers and businesses. The consumer card 
allows the option of having either a MasterCard or a Visa card and both cards include Travel Reward Options. 

In February 2005, the U.S. Small Business Administration in the San Francisco region awarded Santa Cruz 
County Bank Preferred Lender (PLP) status. As a Preferred Lender, Santa Cruz County Bank is now permitted 
to make decisions to grant SBA guaranteed loans unilaterally, without prior review by SBA. The PLP designation is 
a much coveted vote of confidence from the Small Business Administration that often takes some years to achieve. 
It reflects the experience and commitment of our lending staff and it will enhance our competitive positioning by 
allowing us to respond more quickly to client loan applications. 

Also in February of 2005, we opened our Watsonville banking office, located at 595 Auto Center Drive, at 
the intersection of Auto Center Drive and Main Street, in Watsonville. This office represents the fulfillment of our 
original commitment to create anchor geographic locations at either end of our County. Two days later, on February 
3, 2005 we celebrated the first anniversary of the Bank’s opening.  

Let us now summarize the Bank’s financial performance, through 12/31/04 (reflecting just under eleven 
months of operations). Our most basic raw material, and the first measure of our success, is the quality and volume 
of our deposits. During our first eleven months of operations we made a good start at building a stable and 
diversified base of deposits. Deposit growth during the course of the year was as follows: 

Q-1 Q-2 Q-3 Q-4 
Total Deposits $7,827,279 $21,255,635 $30,185,754 $33,795,455 
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Because our deposits are garnered with service, more so than with rate of interest, our total cost of funds 
for the year was a favorable 0.71 % of average total deposits. This average was aided by a healthy mix of 
non-interest bearing deposits, which at year end totaled 25% of total deposits. At year-end, 51 % of our deposit 
base came from consumer deposits and 49% came from commercial sources, evidencing its diversity and stability. 

Loan growth mirrored deposit growth throughout the year: 

Q:1 Q:2 Q:2 Q:1 
Total Gross Loans $3,405,116 $15,325,872 $24,929,125 $32,542,668 

At year-end, approximately 32% of the loan portfolio was concentrated in local market construction loans, 
with the balance in commercial loans to local business, usually secured by real estate. Because the Bank was able 
to position itself with a high loan-to-deposit ratio, we enjoyed excellent margins. Our net interest margin (interest 
income less interest expense, divided by average earning assets) of 5. 51 % for our first eleven months in business 
compares well, even when compared with more mature banks. As a result of these favorable margins and the 
Bank's steadily growing volume of loans, net interest income grew substantially by quarter (see chart on inside 
cover). Overhead levels (Total Non Interest Expense) ramped up in the fourth quarter from stabilized second and 
third quarter levels, as the Bank made ready for the Scotts Valley and, to a lesser extent, the Watsonville opening: 

Q:1 Q:2 Q:2 Q:1 
Non-interest Expense $398,151 $638,527 $659,388 $814,791 

Despite the ramp-up of expenses in the fourth quarter, net losses declined throughout the last three 
quarters of the year. These results represented consistently favorable variances to plan throughout the year: 

Q:1 Q:2 Q:2 Q:1 
Net Losses ($384,442) ($524,124) ($360,797) ($317,132) 

As we enter our second year, we remain committed to building on our Scotts Valley, Santa Cruz, and 
Watsonville foundation, so that we may better serve the entire County. However, our primary focus for now will 
be on growing and stabilizing our three start-up locations, and establishing a favorable pattern of narrowing 
tnonthly losses. We appreciate all of the help and encouragement you have afforded us over the past year. 
Please keep the referrals coming! 

George Gallucci 
Chairman of the Board 
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John E. Rossell 
President & CEO 

David V. Heald 

Executive ¼ce President 
& Chief Credit Officer 



Vavrinek, Trine, Day & Co., LLP 
Certified Public Accountants & Consultants 

VALUE THE DIFFERENCE 

The Board of Directors 
Santa Cruz County Bank 

We have audited the statement of condition of Santa Cruz County Bank as of December 31, 
2004, and the related statements of operations, changes in stockholders' equity and other 
comprehensive income, and cash flows for the period from February 3, 2004 (inception) 
through December 31, 2004. These financial statements are the responsibility of the Bank's 
management. Our responsibility is to express an opinion on these financial statements based on 
our audit. 

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

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of Santa Cruz County Bank as of December 31, 2004 and the results of its 
operations and cash flows for the period from February 3, 2004 (inception) through December 
31, 2004, in conformity with accounting principles generally accepted in the United States of 
America. 

INDEPENDENT AUDITORS' REPORT 

SanJos'!ea~o:::--1 ~ l), ~ UJ. uP 
January 14, 2005 

3880 South Bascom Avenue Suite 215 San Jose, CA 95124 Tel: 408.558.0770 Fax: 408.558.0765 www.vtdcpa.com 

FRESNO • LAGUNA HILLS • PALO ALTO • PLEASANTON • RANCHO CUCAMONGA • SAN JOSE 



















NOTES TO FINANCIAL STATEMENTS 

December 31, 2004 

Pre-Opening Expenses. Prior to receipt of approval from the California Department of 
Financial Institutions to commence banking operations, certain pre-opening expenses were 
incurred by the Bank's organizers. Such expenses were funded through organizer contributions 
and loans to the "in organization" bank from its correspondent bank. Upon commencement of 
banking operations on February 3, 2004, the Bank applied to the California Department of 
Financial Institutions for approval to reimburse the organizers for the pre-opening expenses. 
The Bank made such reimbursement, amounting to approximately $594,000, subsequent to 
receiving such approval. The pre-opening expenses were comprised of the following: 

Consulting services $ 371,558 

Legal fees 53,943 

Filing fees 33,500 

Business development and promotion 44,814 

Occupancy 41,524 

Other 48,241 

Total pre-opening expenses $ 593,580 

Current Accounting Pronouncements. In December 2004, FASS revised SFAS 123 and 
issued it under its new name, "Share-Based Payment". This Statement eliminates the 
alternative to use Opinion 25's intrinsic value method of accounting discussed in Note 1., 
Accounting Policy for Stock Options I Stock-Based Compensation. Instead, this Statement 
generally requires entities to recognize the cost of employee services received in exchange for 
awards of stock options, or other equity instruments, based on the grant-date fair value of those 
awards. This cost will be recognized over the period during which an employee is required to 
provide service in exchange for the award, generally the vesting period. 

The Bank must adopt this Statement in 2006 for ali new stock option awards as weli as any 
existing awards that are modified, repurchased or cancelled. In addition, the unvested portion 
of previously awarded options will also be recognized as expense. The Bank is unable to 
estimate the impact of this Statement on its financial condition and results of operations as the 
decision to grant option awards is made annually on a case-by-case basis, and, accordingly, 
the Bank cannot estimate the amount of stock awards that will be made in 2006. 

Disclosure About Fair Value of Financial Instruments. SFAS No. 107 specifies the 
disclosure of the estimated fair value of financial instruments. The Bank's estimated fair value 
amounts have been determined by the Bank using available market information and appropriate 
valuation methodologies. 

However, considerable judgment is required to develop the estimates of fair value. Accordingly, 
the estimates are not necessarily indicative of the amounts the Bank could have realized in a 
current market exchange. The use of different market assumptions and/or estimation 
methodologies may have a material effect on the estimated fair value amounts. 

Although Management is not aware of any factors that would significantly affect the estimated 
fair value amounts, such amounts have not been comprehensively revalued for purposes of 
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SANTA CRUZ COUNTY BANK ORGANIZERS 
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“Santa Cruz County has a long history 
of successful community banks.”

SANTA CRUZ COUNTY BANK ORGANIZERS 

A group of local business people joined to create 
a bank focused solely on serving the residents and 
businesses of Santa Cruz County when it became 
apparent that the last of the local independents 
were soon to be consumed by large out-of-area bank 
holding companies. Each of these people contributed 
time, money, and talent to the organizing effort. 
Today, they remain involved, serving as the Bank’s 
ambassadors in the community. 

Richard Alderson 

Joseph Anzalone 

Victor Bogard 

Anthony & Rebecca Campos 

Charles Canfield 

O Kenneth Chappell 

Kate & Fred Chen 

Marshall Delk 

O George Gallucci 

O Thomas Griffin 

O Tila Guerrero 

O William J. Hansen 

O David Heald 

Mark Holcomb 

O Steve John 

Mateo Lettunich 

Robert Lockwood 

William Moncovich 

Stuart Mumm 

George Ow, Jr. 

Louis Rittenhouse 

O John Rossell 

Frank Saveria 

Robert & Bjorg Yonts 

O Directors  
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BOARD OF DIRECTORS 

SANTA CRUZ	 
COUNTY BANK 
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“We want all of our client relationships to be
mutually advantageous partnerships. This
means building trust and loyalty with each 
customer and maintaining long-term 
relationships.” 

BOARD OF DIRECTORS 

Kenneth Chappell 
CPA, Partner, Hutchison & Bloodgood LLP 

George Gallucci (Chairman) 

Director of Client Relations for Scharf Investments
 

Thomas Griffin 
Managing Attorney, Grunsky, Ebey, Farrar & Howell 

William J. Hansen (Vice-Chairman) 

President & CEO, Hansen Insurance
 

David V.  Heald 
Executive Vice President & Chief Credit Officer, 
Santa Cruz County Bank 

Steve John 
President, Ocean Chevrolet 

Tila Guerrero 
President & CEO, MasMac, Inc. 
McDonald’s Restaurants 

John E. Rossell 
President & CEO, 
Santa Cruz County Bank 
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SHAREHOLDER RELATIONS AND INFORMATION 

STOCK LISTING SHAREHOLDER RELATIONS AND INFORMATION
 

Santa Cruz County Bank’s common stock is listed on 
the Over the Counter (OTC) Bulletin Board and 
trades under the ticker symbol SCZC. 

At December 31, 2004 there were 1,320,000 shares of 
Santa Cruz County Bank common stock issued and 
outstanding and there were approximately 280 holders 
of record. 

2004 Stock Price Range 

High Low 
First Quarter $10.00 $10.00 
Second Quarter $15.00 $10.00 
Third Quarter $14.40 $14.80 
Fourth Quarter $14.80 $14.80 

MARKET MAKER 

Hoefer & Arnett 
Dave Bonaccorso 
800.346.5544 

Shareholders with questions regarding their 
stockholder account, stock transfer, lost certificates or 
changes of address should contact their broker. In the 
event that certificates are held directly, shareholders 
should contact the transfer agent: 

U.S. Stock Transfer Corporation 
1745 Gardena Avenue 
Glendale, California  91204-2991 
818.502.1404 or 800.835.8778 
www.usstock.com 

For assistance with other stock related matters or to 
change your mailing address for quarterly shareholder 
communications sent directly from the bank, 
shareholders should contact: 

Mary Anne Carson, Shareholder Relations 
Santa Cruz County Bank 
325 Soquel Avenue 
Santa Cruz, CA  95062 
831.457.5000 

For financial information beyond that shown in this 
report, shareholders should contact:  

Donald H. Soman, Chief Financial Officer 
Santa Cruz County Bank 
325 Soquel Avenue 
Santa Cruz, CA  95062 
831.457.5000 

SANTA CRUZ 
COUNTY BANK 

Put your money where your life is. 

http:www.usstock.com
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BANKING OFFICES & DIRECTORY 

SANTA CRUZ 
325 Soquel Avenue 
Santa Cruz, CA 95062 
831.457.5000 

SCOTTS VALLEY 
4604 Scotts Valley Drive 
Scotts Valley, CA 95066 
831.461.5000 

WATSONVILLE 
595 Auto Center Drive 
Watsonville, CA 95076 
831.761.7600
 

www.sccountybank.com 

24-hour BANKING 
831.457.5002 

SBA Preferred Lender 
MEMBER FDIC 

http:www.sccountybank.com
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