


Pictured above is an invitation to an open house at NCB celebrating the christening 
of the Bank’s newly constructed Main Office Building in February of 1891. This was 
two years after the Bank’s founding in rented space in the Washington Hall Building, 
which stood at the northeast corner of Pennsylvania Avenue and Third Street, S.E.
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Successful businesses are acutely aware that you cannot always control the 
circumstances with which you are presented. Management must be prepared to 
respond with thoughtful solutions to all kind of threats that are often beyond 
its control. Not only does this statement accurately explain how our business 
has thrived for more than 120 years, it was never more evident than during this 
recent period, one that Fed Chairman Bernanke called “the worst financial crisis 
in modern history.” It is a distinct pleasure to report that the Directors, Officers 
and Staff of the National Capital Bank were once again up to the task. Despite 
unprecedented challenges from external factors, management finished 2009 with 

a sense of great accomplishment and a renewed commitment to the enduring 
principles which have been our hallmark for five generations.

Your Board continued its 120 year record of never having missed a dividend. 
Stockholders received a robust payout when compared to that of our competition 
and the share price of our sparsely traded common shares increased substantially. 
While net income remained strong in 2009, it fell slightly short of last year by 5%. 
If we had not been forced to “contribute” a special assessment to the FDIC’s Bank 
Insurance Fund (BIF), net earnings would have exceeded those of last year.

To Our Shareholders

1889-1929-1969-1999-2009 Timeline
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In 2009, your Bank was the only financial institution in the nation to be recognized 
as both one of the “20 Strongest Banks” (Weiss Safety Ratings/TheStreet.com) and 
one of the “Top 200 Community Banks” (U.S. Banker-June 2009). These ratings 
are especially gratifying because each of these companies uses different criteria 
in its analyses. In addition, National Capital Bank was one of only 29 financial 
institutions in the nation to receive an A+ rating for safety by Weiss, the nation’s 
only independent provider of ratings and analyses covering over eight thousand 
companies in our industry. These awards are also a testament to the financial 
acumen of our predecessors who established the pragmatic policies that enabled 
us not only to survive during the crisis, but to prosper. We are proud to be the 

custodians of this legacy. Like NCB, the vast majority of community banks in the 
nation remain highly capitalized, well-managed, ethically run and ready to profit 
from the promise of a level playing field.  

The reasons behind the “housing bubble” and its disastrous consequences to the 
American economy will be debated for many years. It seems clear to us that two 
misguided events stand out as major contributors to this financial fiasco. In fact, 
had those events not occurred, the “bubble” would never have been inflated to such 
fragile proportions. What these events have in common is political “hot air” and its 
pernicious effect on the economy.

1889-1929-1969-1999-2009 Timeline
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The first of these events started in 1984 when the bureaucrats decided that some 
financial institutions were “too big to fail.” By sheltering these firms from the 
normal market discipline that controls the risk/reward econometrics, government 
allowed them to operate basically unchecked. A select group of mega banks were 
given an implicit guarantee that the government would back them no matter what 
and were told that they should regulate themselves. Is it surprising, then, that 
risk taking became dangerously excessive? These banks engaged in the trading 
of impossibly complex securities, as well as in other precarious practices with 
impunity because they knew that the taxpayers would bail them out and foot the 
bill should their house of cards collapse. Obviously, that was the opportune time to 
devise a system that allowed even the biggest banks to fail and prevent the serious 

indebtedness American taxpayers now face. But, as usual, Washington passed on 
its responsibility in favor of more politically expedient agendas. Now our nation is 
forced to unwind twenty five years of Wall Street abuse.

Years later, the Chairman of the House Financial Services Committee gave his 
infamous “Roll the Dice” speech regarding Fannie Mae and Freddie Mac. In 
1993 he said, “I do think I do not want the same kind of focus on safety and 
soundness that we have in the OCC (Office of the Comptroller of the Currency) 
and OTS (Office of Thrift Supervision). I want to roll the dice a little bit more 
in this situation towards subsidized housing.” These words opened the floodgates, 
prompting many mortgage originators to lend to anyone who could sign a name. 

1889-1929-1969-1999-2009 Timeline
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Low doc and no doc loans abounded. Borrowers were encouraged to apply for 
mortgage loans they had no chance of repaying under the false assumption that 
rising real estate values would allow them to refinance at will. The Chairman 
obviously rolled “snake eyes” on that shortsighted idea, and the losses continue to 
amass today with no end in sight. At the present time, the U.S. directly or indirectly 
underwrites nine out of every ten new residential mortgages. The housing market 
has now been nationalized to keep interest rates artificially low, and the U.S. has 
agreed to absorb the unlimited losses of the Fannie and Freddie debacle for the 
next three years. The cost to the taxpayers is estimated to be $300 billion but that 
liability does not yet appear on the government books. When it does, the deficit 
will increase even more dramatically and future generations will face enormous tax 

bills just to repay the interest on this debt. Remember, too, that foreign countries 
will be the recipients of a large portion of this interest paid. Thomas Jefferson was 
frighteningly accurate when he declared that, “A government big enough to give 
you everything you want is strong enough to take everything you have.”

We think the OCC, the regulator of National Banks, does an outstanding 
job despite these Congressional foibles. Historically, bureaucratic focus is 
concentrated on short term election support at the expense of the reasonable 
long-term goals of financial safety and soundness -- the stated goals of our 
regulators. We know and accept that sensible regulation is essential to the health 
of our Bank and our entire industry. 

NCB’s Commitment to the CommunityTimeline 1889-1929-1969-1999-2009 
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Management is gratified to state that the accompanying financial statements audited by Yount, 
Hyde & Barbour, P.C., for the year ending December 31, 2009 illustrate extremely healthy 
results in every area of your Bank this year. Careful attention to non-essential expenses and 
substantial increases in non-interest income contributed to a solid financial performance -- 
especially meaningful against the backdrop of the prevailing industry-wide weaknesses.

Government manipulated, unrealistically low interest rates during the year intensified pressure 
on net interest margins and led the Bank to concentrate on growing loan and deposit volumes. 
Total Assets grew to $298 million from last year’s $259 million - a formidable increase of $39 
million or 15%. Strong loan demand throughout the year resulted in an increase of $35 million 
to $228 million (19%). While many of these loans were issued at a fixed rate, half of the Bank’s 
real estate loan portfolio is still comprised of variable rate or callable loans with enviable loan-
to-value ratios. It is a privilege to report that net charge offs in 2009 were less than $20,000. In 
addition, we had no seriously past due or substandard loans on the books to report at yearend. 
The Allowance for Loan Loss Provision account stood at $1,140,000, an increase of $133,000 
or 13% over 2008. The Board thought it was reasonable and prudent to continue to bolster 
these reserves because of the new loan growth that we experienced this year.

Deposits recorded an impressive gain of $38 million to $251 million or 18%. We hope that at 
least part of this increase is attributable to the realization by residents of our community that 
those financial institutions which absconded with taxpayer money plunging their children 
and grandchildren into an unmanageable cycle of debt simply do not deserve their business or 
their trust. The largest percentage increase came in certificates of deposit which registered a 
$17 million gain amounting to 47%. Equally encouraging results were found in basic demand, 
savings and money market accounts.

Our $44 million securities portfolio remains very conservatively invested. Sixty percent of these 
investments are scheduled to mature within five years. The consequences of these relatively 
short-term investments are lower yields, but we are convinced that when the anti-stimulus, 
market driven economy is again allowed to operate freely, a large portion of the portfolio will 
be re-invested at progressively higher returns. At yearend, we had no substandard or classified 
securities and the portfolio showed unrealized gains of $143,000. 

Interest on total loans was down $353,000 or 3% because those categories that were 
tied to our base (prime) rate, namely commercial lines of credit and home equity loans, 
produced substantially less income. However, our growth in safe, secure first trust real 

estate loans partially eclipsed the deficit in the rest of the portfolio and total loan income 
stood at $10,937,000 at yearend. Real estate loan income grew by $527,000 or 6% over 
2008. Management responded effectively to the historically low rates on the loan side by 
corresponding drops in the interest rates paid on the deposit side, including repurchase 
agreements. Interest expense trailed last year by $855,000 or 39% to a total of $1,311,000. 
However, the end result was that net interest income, after the provision for Loan Losses, 
ended the year ahead by $110,000 or 1%.

We were encouraged by a $75,000 increase in other income. This revenue stream will be 
increasingly relied upon in our future banking paradigm. Investment Department earnings 
stood at $262,000 -- an increase of 15% from 2008. In addition, we did not have to reduce 
rents to maintain full tenant occupancy and we expect no vacancies in our Main Office 
suites next year.

The considerable deposit and loan growth we worked so hard to achieve this year dictated 
that we augment our staff by eight percent however total salary expense showed a relatively 
conservative 6% increase in 2009. It was also a year of necessary major facilities renovation; 
new elevators, the first of three phases of security enhancements, and major interior 
renovations that utilize space more efficiently while allowing for additional flexibility. We 
expect more renovations next year to assure maximum customer privacy – a major goal of our 
last strategic planning conference. FDIC expenses showed an astonishing 368% ($278,000) 
increase. In total, your Bank paid over $353,000 to the FDIC this year. That seems much 
too much to spend for a handful of plastic lobby signs! Remember that NCB is one of the 

Operating ResultsManagement’s 
Discussion of
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very strongest banks in the nation and far exceeds all capital strength ratios. In our view, that 
required “protection money” payment has deprived our shareholders of value and forced us 
to curtail some sorely needed non-profit contributions that the Bank would otherwise have 
made. It’s a sad day indeed when we are forced to sacrifice community needs in order to 
repay the FDIC’s deficit. A strong case could be made that this special assessment constitutes 
“guilt by association.”  Absolutely no evidence exists that NCB had even the slightest role in 
contributing to the banking crisis.   

We are most fortunate to have obtained the services of Mr. David Glaser, who will commence 
employment early in 2010. Mr. Glaser, as Vice President-Business Development, will satisfy 
a long-recognized need in our senior administration. Management has continually searched 
for an individual who embodies the ideals consistent with our model of the consummate 
banker, and we are unanimously convinced that he fills that need. David will be responsible for 
maintaining solid relationships with our present customers as well as building many new ones 
within our communities. 

The Board formalized two new committees this year – Succession Planning and Business 
Development. The Succession Planning Committee, chaired by Mr. Robert Comstock, 
sets in place procedures that will be followed in the event that the CEO should become 
unable to perform the duties required of him or her and to assure that the individual 
chosen as successor is in the best interest of the Bank and its shareholders. The Business 
Development Committee chaired by James “Art” Monk, is charged with setting a course 
to promote effective deposit and loan growth consistent with the ideals of the Bank.  The 

other Board committees are also to be highly commended for their selfless dedication and 
focused efforts to improve our operation. The Executive Committee members, Chairman 
Vince Cleary, Bob Donohoe and Bob Comstock, again proved that no substitute exists for 
experience and wisdom when directing the operations of senior management in its quest 
for excellence! 

With deep sadness we report the deaths of Mr. James B. Sullivan, Jr. who succumbed after a 
long illness on June 28th and Edward Claxton who died the next day. Messrs. Sullivan and 
Claxton, who served on our Board for a combined 54 years, did so with great distinction, and 
their contributions will be forever remembered. They did a lot of the “heavy lifting” required to 
make the Bank as solid as it remains today.

Considering the tenuous financial landscape, we are proud to have provided shareholders 
greater than reasonable returns. The Board displayed faith in senior management by 
continuing a $1.68 quarterly dividend throughout the year. It must be remembered that 
mid-way through 2009 our net income trailed last year by as much as 17%, yet the Board 
saw the long-term value in our earnings strategy and offered its steadfast support. It ’s 
a matter of record that many banks were forced to reduce dividends sharply or suspend 
them altogether because their earnings projections looked anemic. We patiently stayed 
the course and prospered. MarketWatch.com listed the value of our common stock 
(NACB) on December 31st at $212.00 per share. It started the year at $150.00. Although 
this represents an increase of 41% the valuation should be taken in the context of an 
historically low trading volume scenario.
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In 2010, the U.S. spending spree brought about by years of reckless 
credit expansion will continue to haunt us. Our budget deficit is now 
at an astounding $1.4 trillion and the Congressional Budget Office 
called the situation “bleak.” The recovery will be severely tested next 
year when the Fed stops buying mortgage debt and other stimulus 
programs are expected to expire. No doubt the Fed Chairman will be 
facing a number of very tricky challenges to counteract the impending 
withdrawal of this monetary adrenaline. A sensitive decision about 
when to raise interest rates to sustain economic recovery without adding 
to the decline in real estate values and foreclosures will be first on the 
agenda. Then tax increases need to be realistically addressed to partially 
offset out-of-control spending. It remains to be seen whether this can 

be accomplished without seriously impeding our primary economic need -- job creation. Also, it 
appears obvious that many banks are still using “smoke and mirror” financial tactics to hide their loan 
losses. We can expect bank failures to be even more plentiful in 2010 as highly leveraged financial 
institutions attempt to deal with deteriorating credit quality and shrinking capital levels. 

President Kennedy was once quoted as saying that, “When written in Chinese, the word ‘crisis’ is 
composed of two characters -- one represents danger and the other represents opportunity.” National 
Capital Bank has always maintained very respectable capital and liquidity ratios and we remain 
steadfast in our support of an industry-wide increase in those minimum requirements. You may rest 
assured that shareholder and customer satisfaction will continue to drive all major decisions in your 
Bank. If growth opportunities present themselves, we will exercise the utmost in due diligence. Our 
benchmark, as always, will be proven, long term shareholder value. Growth for growth’s sake alone is 
not an acceptable option. The only unchecked “greed” you will ever find at the National Capital Bank 
is our eagerness to discover new and better ways to serve our customers. And we give you our solemn 
promise that no government agency will ever regulate that!

Outlook  for

Richard A. Didden                                                        James M. Didden
Chairman & CEO                                                         President

AuDIT COMMITTee
From left to right: Donna J. Atkins, William T. Pedas, Dorothee D. Riederer

Inset: Committee Chairman, Rev. Wesley S. Williams, Jr. LLD

BusINess DeVelOPMeNT COMMITTee
From left to right: David M. Glaser, James M. Didden, Dorothee D. Riederer, William T. Pedas

Inset: Committee Chairman, James “Art” Monk

Richard and Jimmy Didden
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exeCuTIVe COMMITTee
Seated: Richard A. Didden, Vincent D. Cleary, Chmn.

Standing: James M. Didden, Robert F. Comstock, Robert B. Donohoe

INDePeNDeNT AuDITOR’s RePORT

To the Board of Directors
The National Capital Bank of Washington
Washington, D.C.

We have audited the accompanying balance sheets of The National Capital Bank of Washington as of 
December 31, 2009 and 2008, and the related statements of income, changes in stockholders’ equity, and cash 
flows for the years then ended.  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 audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States 
of America.  Those standards require that we plan and perform the 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 audits provide 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 The National Capital Bank of Washington as of December 31, 2009 and 2008, and the results of 
its operations and its cash flows for the years then ended in conformity with accounting principles generally 
accepted in the United States of America.

Winchester, Virginia
February 17, 2010

VINCeNT D. CleARY
Chairman of the Board 
Cantwell-Cleary Company, Inc. 
Chairman of the Executive Committee

ROBeRT F. COMsTOCk 
Attorney at Law

DONAlD A. DIDDeN
Executive Vice President
 
JAMes M. DIDDeN
President

kAThRYN h. DIDDeN 
Investor 

RIChARD A. DIDDeN
Chairman and CEO 

ROBeRT B. DONOhOe
Vice President 
The Donohoe Companies, Inc. 

WIllIAM J.DuRkIN 
Attorney at Law

JAMes A. MONk
Managing Member 
Alliant Merchant Services
 
GeORGe T. PeDAs
Attorney at Law
 

JAMes PeDAs 
Co-Owner
Circle Management

WIllIAM T. PeDAs
Vice President 
Circle Management 

DOROThee D. RIeDeReR 
Investor 

heMAN M.WARD
Real Estate Development 

ReV. WesleY s. 
WIllIAMs, JR. llD 
President and Co-Chairman 
Lockhart Companies Inc.

2009Board of Directors
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Financial Report
The National Capital Bank of Washington 
 
Notes to Financial Statements 

 

 
Note 1. Nature of Banking Activities and Significant Accounting Policies 
 
Nature of Operations:  The National Capital Bank of Washington (the Bank) operates under a national bank charter 
and provides full banking services principally to customers in the Washington, D.C. metropolitan area.  As a national 
bank, the Bank is subject to regulations of the Office of the Comptroller of the Currency (OCC) and the Federal 
Deposit Insurance Corporation (FDIC).  The accounting and reporting policies of the Bank conform to accounting 
principles generally accepted in the United States of America and prevailing practices within the banking industry. 
 
Use of Estimates: The preparation of financial statements requires management to make estimates and assumptions 
that affect the amounts reported in the financial statements and accompanying notes.  Actual results could differ from 
those estimates.  Material estimates that are particularly susceptible to significant change relate to the determination 
of the allowance for loan losses.  Management uses available information to recognize losses on loans currently, 
while future additions to the allowance may be necessary based on changes in economic conditions.  In addition, 
there are inherent risks and uncertainties related to the operation of a financial institution, such as interest rate risk.  
The possibility exists that because of changing economic conditions, unforeseen changes could occur and have an 
adverse effect on the financial position of the Bank. 
 
Investment Securities:  Debt and equity securities are segregated into the following three categories: trading, held-to-
maturity, and available-for-sale.  Trading securities are purchased and held principally for the purpose of reselling 
them within a short period of time.  Unrealized gains and losses on trading securities are included in earnings.  As of 
December 31, 2009 and 2008, the Bank did not hold any trading securities.  
 
Securities classified as held-to-maturity are accounted for at amortized cost and require the Bank to have both the 
positive intent and ability to hold these securities to maturity.  Securities not classified as either trading or held-to-
maturity are considered to be available-for-sale and are carried at fair value.  Unrealized gains and losses on 
available-for-sale securities are reported, net of taxes, in accumulated other comprehensive income until realized.  
Realized gains or losses on the sale of securities are reported in earnings and are determined using the adjusted cost 
of the specific security sold.  Interest income is accrued on the investment’s face value.  Purchase premium and 
discounts are recognized in interest income using the interest method over the term of the securities. 
 
An impairment is considered “other than temporary” if any of the following conditions are met:  the Bank intends to 
sell the security, it is more likely than not that the entity will be required to sell the security before the recovery of its 
amortized cost basis, or the Bank does not expect to recover the security’s entire amortized cost basis (even if the 
entity does not intend to sell).  The Bank does not have any securities impairment that is considered “other than 
temporary” at December 31, 2009 and 2008. 
 
Loans:  Loans are reported at the principal amount outstanding, as adjusted for net deferred fees or cost of loan 
originations and the allowance for loan losses.  Interest income is accrued on the unpaid principal balance.  Loan 
origination fees and certain direct origination costs are deferred and recognized as an adjustment of the yield on the 
related loans using the interest method.  Loans on which the accrual of interest has been discontinued are 
designated as nonaccrual loans.  Accrual of interest on loans is discontinued either when reasonable doubt exists as 
to the full, timely collection of interest or principal in accordance with the loan’s contractual terms, or when a loan 
becomes contractually past due by ninety days or more with respect to principal or interest.  All interest accrued but 
not collected for loans placed on non-accrual or charged off is reversed against interest income.  Income on such 
loans is then recognized only to the extent that cash is received and where the future collection of principal is 
probable.  Accruals are resumed on loans only when they are brought fully current with respect to interest and 
principal and when, in the judgment of management, the loan is estimated to be fully collectible as to both principal 
and interest.  The Bank had no nonaccrual loans as of December 31, 2009 and 2008. 
 
Allowance For Loan Losses:  An allowance for loan losses is maintained at a level deemed appropriate by 
management to provide for known and inherent risks that are probable within the loan portfolio.  The allowance is 
based upon management’s continuing assessment of various factors affecting the collectibility of loans, including 
current economic conditions, past credit experience, the value of the underlying collateral, and such other factors as 
in management’s judgment deserve current recognition in estimating probable credit losses.  This evaluation is 
inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes 
available.  Loans deemed uncollectible are charged off and deducted from the allowance, while subsequent 
recoveries are credited to the allowance. 
 
 

The National Capital Bank of Washington 
 
Notes to Financial Statements 

 

 
Note 1. Nature of Banking Activities and Significant Accounting Policies (Continued) 
 
The allowance consists of specific, general and unallocated components.  For loans that are also classified as impaired, 
a specific allowance is established when the discounted cash flows (or collateral value or observable market price) of 
the impaired loan is lower than the carrying value of that loan.  The general component covers non-classified loans and 
is based on historical loss experience adjusted for qualitative factors.  An unallocated component is maintained to cover 
uncertainties that could affect management’s estimate of probable losses. The unallocated component of the allowance 
reflects the margin of imprecision inherent in the underlying assumptions used in the methodologies for estimating 
specific and general losses in the portfolio. 
 
A loan is considered impaired when management determines that it is probable that the Bank will be unable to collect all 
amounts due according to the original contractual terms of the loan agreement.  Impaired loans are carried at the 
estimated present value of total expected future cash flows, discounted at the loan’s effective rate, or the fair value of 
the collateral, if the loan is collateral-dependent, or if less than the recorded investment in the loan (including accrued 
interest, net deferred loan fees or costs and unamortized premium or discount).  As of and during the years ended 
December 31, 2009 and 2008, the Bank did not have any impaired loans. 
 
Large groups of homogeneous loans are collectively evaluated for impairment.  Accordingly, the Bank does not 
separately identify individual consumer and residential loans for impairment disclosures, unless such loans are the 
subject of a restructuring agreement. 
 
Premises and Equipment:  Land is carried at cost.  Property and equipment are stated at cost, less accumulated 
depreciation, which is computed on the straight-line method over the estimated useful lives of the assets, which range 
between 3 and 31 years. Maintenance and repairs of property and equipment are charged to operations, and major 
improvements are capitalized.  Upon retirement, sale, or other disposition of premises and equipment, the cost and 
accumulated depreciation are eliminated from the accounts, and gain or loss is included in noninterest income and 
noninterest expenses, respectively. 
 
Foreclosed Assets:  Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at 
fair value less cost to sell at the date of foreclosure, establishing a new cost basis.  Subsequent to foreclosure, 
valuations are periodically performed by management and the assets are carried at the lower of carrying amount or fair 
value less cost to sell.  Revenue and expenses from operations and changes in the valuation allowance are included in 
net expenses from foreclosed assets.  As of and during the years ended December 31, 2009 and 2008, the Bank did not 
have any foreclosed assets. 
 
Earnings Per Share Of Common Stock:  The Bank has a simple capital structure, with no potential common stock 
outstanding, such as stock options or warrants.  Earnings per share represents income available to common 
stockholders divided by the weighted average number of common shares outstanding during the year after giving 
retroactive effect to stock splits. 
 
Income Taxes:  Deferred income tax assets and liabilities are computed annually for differences between the financial 
statement and tax bases of assets and liabilities that will result in taxable or deductible amounts in the future based on 
the currently enacted tax laws and rates applicable to periods in which the differences are expected to affect taxable 
income.  Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected 
to be realized.  Income tax expense is the tax payable or refundable for the period adjusted for the change during the 
period in deferred tax assets and liabilities. 
 
When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the 
taxing authorities, while others are subject to uncertainty about the merits of the position taken or the amount of the 
position that would be ultimately sustained.  The benefit of a tax position is recognized in the financial statements in the 
period during which, based on all available evidence, management believes it is more likely than not that the position will 
be sustained upon examination, including the resolution of appeals or litigation processes, if any.  Tax positions taken 
are not offset or aggregated with other positions.  Tax positions that meet the more-likely-than-not recognition threshold 
are measured as the largest amount of tax benefit that is more than 50 percent likely of being realized upon settlement 
with the applicable taxing authority.  The portion of the benefits associated with tax positions taken that exceeds the 
amount measured as described above is reflected as a liability for unrecognized tax benefits in the accompanying 
balance sheet along with any associated interest and penalties that would be payable to the taxing authorities upon 
examination. 
 
Interest and penalties associated with unrecognized tax benefits are classified as additional income taxes in the 
statement of income. 
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Note 1. Nature of Banking Activities and Significant Accounting Policies (Continued) 
 
Advertising Costs:  Advertising costs are expensed as incurred. 
 
Cash and Cash Equivalents:  For purposes of the statement of cash flows, cash equivalents are highly liquid 
investments with original maturities of three months or less and include cash and due from banks and federal funds sold.  
Included in cash and due from banks on the balance sheets were restricted funds on required deposit with the Federal 
Reserve Bank totaling $3,983,000 and $6,554,000 at December 31, 2009 and 2008, respectively. 
 
In addition, the Bank maintains cash balances in other correspondent banks that may exceed federally insured limits.  
The Bank has not experienced any losses in such accounts and does not believe it is exposed to any significant credit 
risk.  
 
Comprehensive Income:  Accounting principles generally require that recognized revenue, expenses, gains, and 
losses be included in net income.  However, certain changes in assets and liabilities, such as unrealized gains and 
losses on available-for-sale securities, are reported as a separate component of the equity section of the balance 
sheet.  Such items, along with net income, are components of comprehensive income. 
 
Reclassifications:  Certain 2008 balances have been reclassified to conform to the 2009 financial statement 
presentation. 
 
Recent Accounting Pronouncements: 
The Bank adopted new guidance impacting FASB Topic 805: Business Combinations (“Topic 805”) on January 1, 2009. 
This guidance requires the acquiring entity in a business combination to recognize the full fair value of assets acquired 
and liabilities assumed in the transaction (whether a full or partial acquisition); establishes the acquisition-date fair value 
as the measurement objective for all assets acquired and liabilities assumed; requires expensing of most transaction 
and restructuring costs; and requires the acquirer to disclose to investors and other users all of the information needed 
to evaluate and understand the nature and financial effect of the business combination. The adoption of the new 
guidance did not have a material impact on the Bank’s financial statements.  
 
In April 2009, the FASB issued new guidance impacting Topic 805. This guidance addresses application issues raised 
by preparers, auditors, and members of the legal profession on initial recognition and measurement, subsequent 
measurement and accounting, and disclosure of assets and liabilities arising from contingencies in a business 
combination. This guidance was effective for business combinations entered into on or after January 1, 2009. This 
guidance did not have a material impact on the Bank’s financial statements.  

 
In April 2009, the FASB issued new guidance impacting FASB Topic 820: Fair Value Measurements and Disclosures.  
This provides additional guidance for estimating fair value when the volume and level of activity for the asset or liability 
have significantly decreased. This also includes guidance on identifying circumstances that indicate a transaction is not 
orderly and requires additional disclosures of valuation inputs and techniques in interim periods and defines the major 
security types that are required to be disclosed. This guidance was effective for interim and annual periods ending after 
June 15, 2009 and should be applied prospectively. The adoption of the standard did not have a material impact on the 
Bank’s financial statements.  
 
In April 2009, the FASB issued new guidance impacting FASB Topic 320-10: Investments – Debt and Equity Securities. 
This guidance amends GAAP for debt securities to make the guidance more operational and to improve the presentation 
and disclosure of other-than-temporary impairments on debt and equity securities in the financial statements. This 
guidance was effective for interim and annual periods ending after June 15, 2009, with earlier adoption permitted for 
periods ending after March 15, 2009. The Bank did not have any cumulative effect adjustment related to the adoption of 
this guidance.   
 
In May 2009, the FASB issued new guidance impacting FASB Topic 855: Subsequent Events. This provides guidance 
on management’s assessment of subsequent events that occur after the balance sheet date through the date that the 
financial statements are issued. This guidance is generally consistent with current accounting practice. In addition, it 
requires certain additional disclosures. This guidance was effective for periods ending after June 15, 2009 and had no 
impact on the Bank’s financial statements.  
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Note 1. Nature of Banking Activities and Significant Accounting Policies (Continued) 
 
In August 2009, the FASB issued new guidance impacting FASB Topic 820: Fair Value Measurements and Disclosures 
– Overall. This guidance is intended to reduce ambiguity in financial reporting when measuring the fair value of liabilities. 
This guidance was effective for the first reporting period after issuance and had no impact on the Bank’s financial 
statements.  
 
In June 2009, the FASB issued new guidance relating to the accounting for transfers of financial assets. The new 
guidance, which was issued as SFAS No. 166, “Accounting for Transfers of Financial Assets, an amendment to SFAS 
No. 140”, was adopted into Codification in December 2009 through the issuance of Accounting Standards Updated 
(“ASU”) 2009-16. The new standard provides guidance to improve the relevance, representational faithfulness, and 
comparability of the information that an entity provides in its financial statements about a transfer of financial assets; the 
effects of a transfer on its financial position, financial performance, and cash flows; and a transferor’s continuing 
involvement, if any, in transferred financial assets.  The Bank will adopt the new guidance in 2010 and is evaluating the 
impact it will have, if any, on its financial statements.  
 
In June 2009, the FASB issued new guidance relating to the variable interest entities.  The new guidance, which was 
issued as SFAS No. 167, “Amendments to FASB Interpretation No. 46(R),” was adopted into Codification in December 
2009. The objective of the guidance is to improve financial reporting by enterprises involved with variable interest 
entities and to provide more relevant and reliable information to users of financial statements. SFAS No. 167 is effective 
as of January 1, 2010. The Bank does not expect the adoption of the new guidance to have a material impact on its 
financial statements. 
 
In September 2009, the FASB issued new guidance impacting Topic 820. This creates a practical expedient to measure 
the fair value of an alternative investment that does not have a readily determinable fair value. This guidance also 
requires certain additional disclosures. This guidance is effective for interim and annual periods ending after 
December 15, 2009. The Bank does not expect the adoption of the new guidance to have a material impact on its 
financial statements.  
  
In October 2009, the FASB issued Accounting Standards Update No. 2009-15 (ASU 2009-15), “Accounting for Own-
Share Lending Arrangements in Contemplation of Convertible Debt Issuance or Other Financing.” ASU 2009-15 amends 
Subtopic 470-20 to expand accounting and reporting guidance for own-share lending arrangements issued in 
contemplation of convertible debt issuance. ASU 2009-15 is effective for fiscal years beginning on or after December 15, 
2009 and interim periods within those fiscal years for arrangements outstanding as of the beginning of those fiscal 
years. The Bank does not expect the adoption of ASU 2009-15 to have a material impact on its financial statements. 
 
In January 2010, the FASB issued Accounting Standards Update No. 2010-01 (ASU 2010-01), “Equity (Topic 505): 
Accounting for Distributions to Shareholders with Components of Stock and Cash – a consensus of the FASB Emerging 
Issues Task Force.” ASU 2010-01 clarifies that the stock portion of a distribution to shareholders that allows them to 
elect to receive cash or stock with a potential limitation on the total amount of cash that all shareholders can elect to 
receive in the aggregate is considered a share issuance that is reflected in EPS prospectively and is not a stock 
dividend.  ASU 2010-01 is effective for interim and annual periods ending on or after December 15, 2009 and should be 
applied on a retrospective basis.  The Bank does not expect the adoption of ASU 2010-01 to have a material impact on 
its financial statements. 
 
In January 2010, the FASB issued Accounting Standards Update No. 2010-06, “Fair Value Measurements and 
Disclosures (Topic 820): Improving Disclosures about Fair Value Measurements.” ASU 2010-06 amends Subtopic 820-
10 to clarify existing disclosures, require new disclosures, and includes conforming amendments to guidance on 
employers’ disclosures about postretirement benefit plan assets. ASU 2010-06 is effective for interim and annual periods 
beginning after December 15, 2009, except for disclosures about purchases, sales, issuances, and settlements in the 
roll forward of activity in Level 3 fair value measurements. Those disclosures are effective for fiscal years beginning after 
December 15, 2010 and for interim periods within those fiscal years.  The Bank does not expect the adoption of ASU 
2010-06 to have a material impact on its financial statements. 
 
In February 2010, the FASB issued Accounting Standards Update No. 2010-08, “Technical Corrections to Various 
Topics.” ASU 2010-08 clarifies guidance on embedded derivatives and hedging. ASU 2010-08 is effective for interim 
and annual periods beginning after December 15, 2009. The Bank does not expect the adoption of ASU 2010-08 to 
have a material impact on its financial statements. 
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Note 2. Investment Securities  
 
Investment securities are summarized as follows at December 31: 
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Note 2. Investment Securities (Continued) 
 
As of December 31, 2009, U.S. Treasury & Agency Obligations with a fair value of $18,836,620 had gross unrealized 
losses of $169,234.  These securities have been in a continuous loss position for less than twelve months.  All other 
securities have gross unrealized gains.  As of December 31, 2008, all securities have gross unrealized gains.  
 
The amortized cost and estimated fair value of debt securities at December 31, 2009, by contractual maturity are 
shown in the table that follows.  Maturities may differ from contractual maturities in mortgage-backed securities 
because the mortgages underlying the securities may be called or prepaid without any penalties.  Therefore, these 
securities are not included in the maturity categories in the following summary. 
 

 

 
Investment securities with an amortized cost of $43,482,225 and $33,298,178 and fair market value of $43,625,258 
and $33,680,402, were pledged to secure repurchase agreements and for other purposes as required or permitted by 
law at December 31, 2009 and 2008, respectively. 
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Note 3. Loans Receivable 
 
Loans receivable consisted of the following at December 31: 
 

 
The Bank is principally engaged in banking in the Washington, D.C. metropolitan area.  The Bank primarily grants 
commercial and residential loans, the majority of which are secured by real estate.  Although the Bank has a 
diversified portfolio, a substantial portion of its debtors’ ability to honor their contracts is dependent upon the economy 
of the Washington, D.C. metropolitan area. 
 
A summary of transactions in the allowance for loan losses is as follows for the years ended December 31: 
 

 
There were no loans past due over 90 days and still accruing interest, nonaccrual loans, or impaired loans as of 
December 31, 2009 and 2008. 
 
Note 4. Premises and Equipment 
 
Premises and equipment are comprised of the following at December 31: 
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Note 5. Deposits 
 
Deposits as of December 31, are summarized as follows: 
 

 
 
At December 31, 2009, the scheduled maturities of certificates of deposit are as follows: 

 
 
Note 6. Securities Sold Under Agreements to Repurchase 
 
Securities sold under agreements to repurchase of $10,550,686 at December 31, 2009 mature within one to ninety 
days from the transaction date and are secured by U.S. Government securities with a fair value of $43,625,258.  The 
weighted average interest rate on these agreements was .10 percent at December 31, 2009.  Securities sold under 
agreements to repurchase are reflected at the amount of cash received in connection with the transaction.  The Bank 
may be required to provide additional collateral based on the fair value of the underlying securities.   
 
Note 7. Line of Credit 
 
During 2009, the Bank renewed a $9,000,000 line of credit agreement with another financial institution.  The interest 
rate on this agreement is equal to the prevailing Federal Funds rate.  During 2009 and 2008, the Bank’s outstanding 
balances did not exceed $9,000,000 for any period of the borrowing and no balances were outstanding as of 
December 31, 2009 or 2008. 
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Note 8. Defined Contribution Plan 
 
The Bank has a defined contribution plan that covers substantially all of the Bank’s full-time employees.  Participants 
can contribute up to 15%, or the maximum amount allowable by law, of their annual compensation and receive a dollar 
for dollar matching employer contribution of up to 4% of their annual compensation.  Related expenses were $103,987 
and $51,381 for the years ended December 31, 2009 and 2008, respectively. 
 
Note 9. Stockholders’ Equity 
 
Restriction on dividends: 
The amount of dividends that the Bank can pay without approval from the Office of the Comptroller of the Currency is 
limited to its retained net income for the current year plus its retained net income for the preceding two years.  At 
December 31, 2009, the Bank’s retained earnings available for the payment of dividends was $4,479,814.  In addition, 
dividends paid by the Bank would be prohibited if the effect thereof would cause the Bank’s capital to be reduced 
below applicable minimum capital requirements. 
 
Note 10. Regulatory Matters 
 
The Bank is subject to various regulatory capital requirements administered by the federal banking agencies.  Failure 
to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by 
regulators that, if undertaken, could have a direct material effect on the Bank’s financial statements.  Under capital 
adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital 
guidelines that involve quantitative measures of the Bank’s assets, liabilities, and certain off-balance-sheet items as 
calculated under regulatory accounting practices.  The Bank’s capital amounts and classification are also subject to 
qualitative judgments by the regulators about components, risk weighting, and other factors. 
 
Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum 
amounts and ratios (set forth in the following table) of Total and Tier 1 Capital (as defined in the regulations) to risk-
weighted assets (as defined) and of Tier 1 Capital (as defined) to average assets (as defined).  Management believes, 
as of December 31, 2009 and 2008, that the Bank met all capital adequacy requirements to which it is subject. 
 
As of December 31, 2009, the most recent notification from the Office of the Comptroller of the Currency categorized 
the Bank as well capitalized under the regulatory framework for prompt corrective action.  To be categorized as well 
capitalized, the Bank must maintain minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth 
in the table that follows.  There are no conditions or events since that notification that management believes have 
changed the Bank’s category. 
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Note 10. Regulatory Matters (Continued) 
 
The Bank’s required and actual capital amounts and ratios are set forth in the following table: 
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Note 11. Income Taxes 
 
The Bank files income tax returns in the U.S. federal jurisdiction and the District of Columbia.  With few exceptions, the 
Bank is no longer subject to U.S. federal and state income tax examinations by tax authorities for years prior to 2006. 
 
The provision for income taxes consists of the following for the years ended December 31: 
 

 
 
A reconciliation of the statutory income tax to the income tax expense included in the financial statements is as follows 
for the years ended December 31: 
 

 
 
The tax effects of items comprising the Bank’s net deferred tax assets (liabilities) at December 31 are as follows: 
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Note 12. Fair Value Measurements 
 
The Bank follows authoritative accounting guidance to record fair value adjustments to certain assets and liabilities 
and to determine fair value disclosures. The guidance clarifies that fair value of certain assets and liabilities is an exit 
price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants.  The guidance provides key considerations in determining the fair value of a 
financial asset when the market for that financial asset is not active.  
 
Authoritative accounting guidance specifies a hierarchy of valuation techniques based on whether the inputs to those 
valuation techniques are observable or unobservable. Observable inputs reflect market data obtained from 
independent sources, while unobservable inputs reflect the Bank’s market assumptions. The three levels of the fair 
value hierarchy based on these two types of inputs are as follows:  
 
Level 1 –  Valuation is based on quoted prices in active markets for identical assets and liabilities. 
     
Level 2 – Valuation is based on observable inputs including quoted prices in active markets for similar assets 

and liabilities, quoted prices for identical or similar assets and liabilities in less active markets, and 
model-based valuation techniques for which significant assumptions can be derived primarily from or 
corroborated by observable data in the market. 

     
Level 3 –  Valuation is based on model-based techniques that use one or more significant inputs or 

assumptions that are unobservable in the market. 
 
 
The following describes the valuation techniques used by the Bank to measure certain financial assets and liabilities 
recorded at fair value on a recurring basis in the financial statements: 
  
Securities available-for-sale: Securities available-for-sale are recorded at fair value on a recurring basis. Fair value 
measurement is based upon quoted market prices, when available (Level 1). If quoted market prices are not available, 
fair values are measured utilizing independent valuation techniques of identical or similar securities for which 
significant assumptions are derived primarily from or corroborated by observable market data. Third party vendors 
compile prices from various sources and may determine the fair value of identical or similar securities by using pricing 
models that considers observable market data (Level 2).  
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Note 12. Fair Value Measurements (Continued) 
 
The following table presents the balances of financial assets and liabilities measured at fair value on a recurring basis 
as of December 31, 2009:  
 

 
Certain financial and nonfinancial assets are measured at fair value on a nonrecurring basis in accordance with GAAP. 
Adjustments to the fair value of these assets usually result from the application of lower-of-cost-or-market accounting 
or write-downs of individual assets.  
 
The following describes the valuation techniques used by the Bank to measure certain financial and nonfinancial 
assets recorded at fair value on a nonrecurring basis in the financial statements: 
 
Impaired Loans: Loans are designated as impaired when, in the judgment of management based on current 
information and events, it is probable that all amounts due according to the contractual terms of the loan agreement 
will not be collected. The measurement of loss associated with impaired loans can be based on either the observable 
market price of the loan or the fair value of the collateral. Fair value is measured based on the value of the collateral 
securing the loans. Collateral may be in the form of real estate or business assets including equipment, inventory, and 
accounts receivable. The vast majority of the collateral is real estate. The value of real estate collateral is determined 
utilizing an income or market valuation approach based on an appraisal conducted by an independent, licensed 
appraiser outside of the Bank using observable market data (Level 2). However, if the collateral is a house or building 
in the process of construction or if an appraisal of the real estate property is over two years old, then the fair value is 
considered Level 3. The value of business equipment is based upon an outside appraisal if deemed significant, or the 
net book value on the applicable business’ financial statements if not considered significant using observable market 
data. Likewise, values for inventory and accounts receivables collateral are based on financial statement balances or 
aging reports (Level 3). Impaired loans allocated to the Allowance for Loan Losses are measured at fair value on a 
nonrecurring basis. Any fair value adjustments are recorded in the period incurred as provision for loan losses on the 
Statements of Income. The Bank had no impaired loans as of December 31, 2009. 
 
Other Real Estate Owned (OREO): OREO is measured at fair value based on an appraisal conducted by an 
independent, licensed appraiser outside of the Bank using observable market data (Level 2). However, if an appraisal 
of the real estate property is over two years old, then the fair value is considered (Level 3).  The Bank had no OREO 
as of December 31, 2009. 
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Note 12. Fair Value Measurements (Continued) 
 
Authoritative accounting guidance requires disclosures of the estimated fair values of financial instruments, which is 
defined as the amount at which the instrument could be exchanged in a current transaction between willing parties 
other than in a forced or liquidation sale.  The assumptions used by management are more fully detailed below.  It 
should be noted that different assumptions could significantly affect these estimates and the net realizable values 
could be materially different from the estimates presented below. 
 
The Bank had determined the fair value of its financial instruments using the following assumptions: 
 
Cash and Cash Equivalents and Accrued Interest Receivable and Payable – The fair value of cash and cash 
equivalents and accrued interest receivable and payable was estimated to equal the carrying value due to the short-
term nature of these financial instruments. 
 
Investment Securities – The fair value of securities was estimated based on quoted market prices, dealer quotes, and 
prices obtained from independent pricing services.  The carrying value of restricted stock approximates fair value 
based on the redemption provisions of the respective entity. 
 
Loans – The fair value of loans receivable was estimated by discounting estimated future cash flows using current 
rates on loans with similar credit risks and terms. 
 
Deposits – The fair value of demand and savings deposits was estimated to equal the carrying value due to the short-
term nature of the financial instruments.  The fair value of time deposits was estimated by discounting estimated future 
cash flows using current rates on time deposits with similar maturities. 
 
Short-Term Borrowings – The carrying amounts of borrowing under repurchase agreements, and other short-term 
borrowings maturing within ninety days, approximate their fair values. 
 
Off-Balance-Sheet-Instruments – The estimated fair value of fee income on letters of credit at December 31, 2009 and 
2008 was insignificant.  Loan commitments on which the committed interest rate is less than the current market rate 
are also insignificant at December 31, 2009 and 2008. 
 
The fair value estimates presented below are based on pertinent information available as of December 31, 2009 and 
2008.  However, considerable judgment is required to interpret market data to develop the estimates of fair value.  
Accordingly, the estimates presented are not necessarily indicative of the amounts that the Bank could realize in a 
current market transaction.  The use of different market assumptions and/or estimation methodologies may have a 
material effect on the estimated fair value amounts. 
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Note 13. Financial Instruments With Off-Balance Sheet Risk 
 
The Bank is a party to financial instruments with off-balance sheet risk in the normal course of business to meet the 
financial needs of its customers.  These financial instruments include commitments to extend credit, commitments 
under credit card arrangements, and commercial and standby letters of credit.  Those instruments involve, to varying 
degrees, elements of credit and interest rate risk in excess of amounts recognized in the balance sheets.  The contract 
amounts of those instruments reflect the extent of involvement the Bank has in particular classes of financial 
instruments. 
 
The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for 
commitments to extend credit and commercial and standby letters of credit is represented by the contractual amount of 
those obligations.  The Bank uses the same policies in making commitments and conditional obligations as it does for 
on-balance-sheet instruments. 
 
The contract amounts of these financial instruments at December 31 are as follows: 

 
Commitments to extend credit are agreements to lend to a customer as long as there are no violations of any condition 
established in the contract.  Commitments generally have fixed expiration dates or other termination clauses and may 
require payment of a fee.  Since many of the commitments are expected to expire without being drawn upon, the total 
commitment amounts do not necessarily represent future cash requirements.  The Bank evaluates each customer’s 
creditworthiness on a case-by-case basis.  The amount of collateral obtained, if deemed necessary by the Bank upon 
extension of credit, is based on management’s credit evaluation of the customer.  Collateral held varies but may 
include inventory, real estate, equipment, securities, cash, and income-producing commercial properties.  Credit card 
commitments are unsecured.   
 
Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer 
to a third party.  Those guarantees are primarily issued to support public and private borrowing arrangements and, 
generally, have terms of one year or less.  The credit risk involved in issuing letters of credit is essentially the same as 
that involved in extending loan facilities to customers. The Bank generally holds collateral supporting these 
commitments.  In the event the customer does not perform in accordance with the terms of the agreement with the 
third-party, the Bank would be required to fund the commitment.   The maximum potential amount of future payments 
the Bank could be required to make is represented by the contractual amount of the commitment.  If the commitment is 
funded, the Bank would be entitled to seek recovery from the customer.  At December 31, 2009 and 2008, no amounts 
have been recorded as liabilities for the Bank’s potential obligations under these guarantees. 
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Note 14. Commitments and Contingencies 
 
In the ordinary course of business, the Bank has various outstanding commitments and contingent liabilities that are 
not reflected in the accompanying financial statements.  In the opinion of management, after consultation with legal 
counsel, the ultimate disposition of these matters is not expected to have a material adverse effect on the financial 
condition of the Bank. 
 
Note 15. Related Party Transactions 
 
In the normal course of banking business, loans are made to executive officers and directors.  These loans were made 
on substantially the same terms, including interest rates and collateral, as those prevailing at the same time for 
comparable transactions with other persons and did not involve more than normal risks of collectibility or present other 
unfavorable features.  At December 31, 2009 and 2008, these loans totaled $8,929,000 and $7,445,000, respectively. 
 
In addition, the Bank held deposits of $11,954,000 and $11,431,000 from officers and directors at December 31, 2009 
and 2008. 
 
Note 16. Concentrations of Credit 
 
All of the Bank’s loans, commitments, and commercial and standby letters of credit have been granted to customers in 
the Bank’s market area.  The concentrations of credit by type of loan are set forth in Note 3.  Commercial and standby 
letters of credit were granted primarily to commercial borrowers. 
 
Note 17. Subsequent Events 
 
In preparing these financial statements the Bank has evaluated events and transactions for potential recognition or 
disclosure through February 17, 2010, the date financial statements were issued. 
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