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CONDENSED STATEMENTS OF CONDITION 
 June 30, 2010 and December 31, 2009 

  
 

June 30, 2010 December 31, 2009
ASSETS (unaudited)
Cash and due from banks 3,875,137$                5,260,064$                        
Federal funds sold 5,200,000                  7,080,000                          

TOTAL CASH AND CASH EQUIVALENTS 9,075,137                  12,340,064                        

Investment securities, available-for-sale 12,128,955                7,207,890                          
Loans, net of deferred costs 67,170,489                63,403,209                        
Allowance for loan losses (1,107,500)                 (954,000)                            
Loans, net  66,062,989                62,449,209                        
Premises and equipment, net 611,263                     684,111                             
Correspondent bank stock, at cost 881,643                     845,602                             
Accrued interest receivable and other assets 779,400                     739,338                             

TOTAL ASSETS 89,539,387$                 84,266,214$                          

LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits:

Non-interest bearing demand 13,512,443$              12,480,904$                      
Interest bearing demand 7,415,324                  7,114,476                          
Money market 22,645,144                25,444,962                        
Savings 1,489,024                  1,593,691                          
Time, less than $100,000 8,425,651                  7,894,284                          
Time, $100,000 or more 19,287,820                12,987,719                        

TOTAL DEPOSITS 72,775,406                67,516,036                        

Accrued interest payable and other liabilities 306,310                     363,313                             

TOTAL LIABILITIES 73,081,716                67,879,349                        

Commitments and contingencies 

Stockholders' Equity:
Common stock - 30,000,000 shares authorized,
$5.00 par value, 2,288,884 issued and outstanding 11,442,233                11,442,233                        
  in 2010; 2,288,884 issued and outstanding in 2009.
Additional Paid in Capital 12,021,533                11,975,636                        
Accumulated deficit (7,189,263)                 (7,152,426)                         

   Accumulated other comprehensive income 183,168                     121,422                             
TOTAL STOCKHOLDERS' EQUITY 16,457,671                16,386,865                        

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 89,539,387$             84,266,214$                      

 
                 
 
 
 

The accompanying notes are an integral part of these condensed financial statements. 
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CONDENSED STATEMENTS OF OPERATIONS 
For Three and Six Months Ended June 30, 2010 and 2009    

(unaudited) 
 

  

2010 2009 2010 2009
INTEREST AND DIVIDEND INCOME

Interest and fees on loans 946,602$   801,225$     1,857,615$      1,513,564$  
Interest on investment securities 97,496 69,227 171,807 146,798
Interest on federal funds sold 1,976         480              3,286               677              
Interest on money market deposits 2,493         -                  4,959               -                  
Dividend income 7,572 7,661 16,338 16,389

TOTAL INTEREST AND DIVIDEND INCOME 1,056,139  878,593       2,054,005        1,677,428    
INTEREST EXPENSE

Interest on deposits 147,360     171,815       302,260           337,702       
Interest on other borrowings -                 -                  -                      7                  

TOTAL INTEREST EXPENSE 147,360     171,815       302,260           337,709       
NET INTEREST INCOME 908,779     706,778       1,751,745        1,339,719    

Provision for loan losses 39,000       64,000         153,500           164,000       
NET INTEREST INCOME AFTER

PROVISION   FOR LOAN LOSSES 869,779     642,778       1,598,245        1,175,719    
NONINTEREST INCOME
   Gain on sale of securities -           -                4,132               111,250     

Service charges and other noninterest income 56,382       34,057         116,755           67,253         
TOTAL NONINTEREST INCOME 56,382       34,057         120,887           178,503       

NONINTEREST EXPENSE
Salaries and benefits 475,640     445,418       961,372           931,547       
Occupancy expense 124,176     118,006       244,840           233,601       
Data processing expense 78,864       82,448         162,430           149,993       
Professional services 63,444       54,205         142,261           127,758       
Marketing 22,072       5,401           31,973             23,278         
Other expenses 104,849 106,885 212,293 219,407

TOTAL NONINTEREST EXPENSE 869,045     812,363       1,755,169        1,685,584    
INCOME (LOSS) BEFORE INCOME TAXES 57,116       (135,528)     (36,037)           (331,362)     

Income taxes -                 -                  800                  800              
NET INCOME (LOSS) 57,116$     (135,528)$   (36,837)$         (332,162)$   

NET INCOME (LOSS) PER SHARE - BASIC 0.02$         (0.06)$         (0.02)$             (0.15)$         

NET INCOME (LOSS) PER SHARE - DILUTIVE 0.02$         N/A N/A N/A

Three Months Ended June 30, Six Months Ended June 30,

 

 

 

The accompanying notes are an integral part of these condensed financial statements. 
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CONDENSED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY and 
COMPREHENSIVE  LOSS 

for the Six Month Period Ending June 30, 2010, (unaudited) 

 

Common Stock Accumulated
Additional Other

Comprehensive Paid In Accumulated Comprehensive
Income (Loss) Shares Amount Capital Deficit Income Total

Balance at December 31, 2009 2,288,884   11,442,233$ 11,975,636$  (7,152,426)$  121,422$        16,386,865$  
Stock-Based Compensation -             45,897           45,897           
Comprehensive income:

Net Loss (36,837)        (36,837)          (36,837)          
Other comprehensive income:

Unrealized holding (loss)/gain
 on securities available-
for-sale arising during  
the year 65,877         65,878            65,878           

    Less: reclassification 
     adjustment for gain 
     included in net income (4,132)          (4,132)             (4,132)            
Total Comprehensive Income 24,908$       
Balance at June 30, 2010 2,288,884   11,442,233$ 12,021,533$  (7,189,263)$  183,168$        16,457,671$  

 
  

 

 

 

The accompanying notes are an integral part of these condensed financial statements. 
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2010 2009

OPERATING ACTIVITIES
Net loss (36,837)$                        (332,162)$                
Adjustments to reconcile net loss to net cash 
  used by operating activities:

Depreciation and amortization 78,351                           87,091                    
Amortization and accretion on securities 27,139                           25,468                    

      Gain on sale of securities available-for-sale (4,132)                           (111,250)                  
Provision for loan losses 153,500                         164,000                   
Stock based compensation expense 45,898                             88,267                     
Net change in accrued interest receivable and other assets (40,062)                         (12,500)                    
Net change in accrued interest payable and other liabilities (57,003)                         74,052                    

NET CASH FROM (USED BY) OPERATING ACTIVITIES 166,854                         (17,034)                    
INVESTING ACTIVITIES

Purchases of securities available-for-sale (6,695,890)                    (2,447,856)               
Proceeds of matured, sold and called securities available-for-sale 1,813,564                      4,738,205                
Net change in loans (3,767,279)                    (7,614,678)               
Purchase of premises and equipment (5,503)                           (8,755)                     
(Purchase) of correspondent bank stock (36,043)                           (412)                         

NET CASH FROM (USED BY) INVESTING ACTIVITIES (8,691,151)                    (5,333,496)               
FINANCING ACTIVITIES

Net changes in demand, money market and savings deposits (1,572,097)                    5,859,842                
Net changes in time deposits 6,831,468                      5,402,086                

NET CASH PROVIDED BY FINANCING ACTIVITIES 5,259,371                       11,261,928               
(3,264,927)                    5,911,398                

Cash and cash equivalents at beginning of year 12,340,064                    3,678,377                
Cash and cash equivalents at end of the period 9,075,137$                      9,589,775$              

Supplemental disclosures of cash flow information:
Interest paid 348,247$                         264,788$                 
Income taxes paid 800$                                800$                        

Supplemental disclosure of noncash activities:
Net change in unrealized gains and losses on available-for-sale securities (61,745)$                         (155,318)$                

 
 
 
 
 
 
 
 
 
 
 
 
 
 

The accompanying notes are an integral part of these condensed financial statements. 
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Notes to Financial Statements - (Unaudited) 
 
NOTE 1 - Organization and Summary of Significant Accounting and Reporting Policies 
 
The accounting and reporting policies of Bank of Napa, N.A. (the “Bank”) conform to 
accounting principles generally accepted in the United States of America (GAAP) and 
general practices within the banking industry. A summary of the significant accounting 
policies applied in the preparation of the accompanying financial statements follows. 
 
The Bank operates through one office located at 2007 Redwood Road, Suite 101 in Napa, 
California. The Bank’s business banking focus is on small to medium sized businesses, 
professionals and not-for-profit organizations. The Bank offers a broad range of 
commercial and retail lending programs designed to meet the needs of its target markets. 
These include commercial loans and lines of credit, construction financing, consumer 
loans, auto loans, home improvement loans and home equity lines of credit. The Bank 
offers a proprietary Visa credit card combined with a rewards program to its customers, 
which includes a Business Visa program for business and professional customers.  
 
The Bank offers a variety of checking and savings accounts, and a number of time 
deposit alternatives, including interest bearing and noninterest bearing personal and 
business checking accounts and time certificates of deposit. The Bank also offers direct 
deposit of payroll, social security and pension checks. A deposit pick-up service is 
available to the Bank’s professional and business clients. An automatic teller machine 
(ATM) is available at the office location. The Bank’s ATM network is linked to both the 
PLUS and EXCHANGE networks. The Bank offers its depositors 24-hour access to their 
accounts by telephone and to both consumer and business accounts through its internet 
banking products. 
 
The Bank attracts deposit relationships from individuals, merchants, small-to-medium 
sized businesses, not-for-profit organizations and professionals who live and/or work in 
Napa County. The Bank does not directly offer international banking services, but does 
make such services available to its customers through other financial institutions with 
whom the Bank has correspondent banking relationships. 
 
Estimates – In preparing financial statements in conformity with GAAP, management is 
required to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and the disclosure of contingent assets and liabilities at the date of the financial 
statements and revenues and expenses during the reported period. Actual results could 
differ from those estimates.  
 
Interim Financial Data - The interim financial data as of June 30, 2010 and for the three 
and six months ended June 30, 2010 and 2009 is unaudited.  However, in the opinion of 
management, the interim data includes all adjustments, consisting of normal recurring 
accruals, necessary for a fair statement of the Bank’s results for the interim periods.  The 
results of operations for the interim periods are not necessarily indicative of the results to 
be expected for the full year. 
 
Allowance for loan losses - The allowance for loan losses is the most significant 
accounting estimate reflected in the Bank’s financial statements.  The allowance for loan  
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NOTE 1 - Organization and Summary of Significant Accounting and Reporting 
Policies - Continued  
 
losses includes charges to reduce the recorded balances of loans receivable to their 
estimated net realizable value.   The allowance is based on estimates, and ultimate losses 
may vary from current estimates.  The Bank provides for estimated losses on loans 
receivable.  These estimates for losses are based on individual assets and their related 
cash flow forecasts, sales values, independent appraisals, the volatility of certain real 
estate markets, and concern for disposing of real estate in distressed markets.  Although 
management of the Bank believes the estimates underlying the calculation of specific 
allowances are reasonable, there can be no assurance that the Bank could ultimately 
realize these values. In addition to providing valuation allowances on specific assets 
where a decline in value has been identified, the Bank establishes general valuation 
allowances for losses based on the overall portfolio composition, general market 
conditions, concentrations, and prior loss experience. 
 
Other significant management judgments and accounting estimates reflected in the 
Bank’s financial statements include: 
 

• Decisions regarding the timing and placement of loans on non-accrual; 
• Determination, recognition, and measurement of impaired loan; 
• Determination and evaluation of deferred tax assets and liabilities; 
• Determination of the fair value of stock option awards; and 
• Determination of fair values of financial instruments and fair value 

measurements. 
 

Cash and cash equivalents – Cash and cash equivalents include cash on hand, amounts 
due from banks, money market funds, and federal funds sold. Generally, federal funds are 
sold for one-day periods. The Bank maintains the minimum required amount of funds on 
deposit with other federally insured financial institutions under correspondent banking 
agreements. Generally, banks are required to maintain noninterest bearing cash reserves 
equal to a percentage of certain deposits. As of June 30, 2010 and December 31, 2009, no 
reserve balance was required. 
 
Investment Securities - Investment securities consist of U.S. agency securities, 
obligations of states and political subdivisions, corporate securities and other securities. 
At the time of purchase of a security, the Bank designates the security as held-to-maturity 
or available-for-sale, based on its investment objectives, operational needs, and intent to 
hold. The Bank does not purchase securities with the intent to engage in trading activity. 
Held-to-maturity securities are recorded at amortized cost, adjusted for amortization of 
premiums or accretion of discounts. The Bank did not have any investments in the held-
to-maturity portfolio as of June 30, 2010 or December 31, 2009. Securities available-for-
sale are recorded at fair value with unrealized holding gains or losses, net of the related 
tax effect, reported as a separate component of stockholders’ equity until realized.  A 
decline in the market value of any security available-for-sale or held-to-maturity below 
cost that is deemed other than temporary results in a charge to results of operations and 
the corresponding establishment of a new cost basis for the security. Amortization of 
premiums and accretion of discounts on debt securities are included in interest income 
over the life of the related security held-to-maturity or available-for-sale using the 
effective interest method. Dividend and interest income are recognized when earned. 
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NOTE 1 - Organization and Summary of Significant Accounting and Reporting Policies - 
Continued  
 
Realized gains and losses for securities classified as available-for-sale and held-to-
maturity are included in results of operations and are derived using the specific 
identification method for determining the cost of securities sold. 
 
Other Than Temporary Impairment - Investments with fair values that are less than 
amortized cost are considered impaired.  Impairment may result from either a decline in 
the financial condition of the issuing entity or, in the case of fixed interest rate 
investments, from rising interest rates. At each financial statement date, management 
assesses each investment to determine if impaired investments are temporarily impaired 
or if the impairment is other than temporary.  This assessment includes a determination of 
whether the Bank intends to sell the security, or if it is more likely than not that the Bank 
will be required to sell the security before recovery of its amortized cost basis. For debt 
securities that are considered other than temporarily impaired and that the Bank does not 
intend to sell and will not be required to sell prior to recovery of the amortized cost basis, 
the amount of impairment is separated into the amount that is credit related (credit loss 
component) and the amount due to all other factors.  The credit loss component is 
recognized in results of operations and is calculated as the difference between the 
security’s amortized cost basis and the present value of its expected future cash flows.  
The remaining difference between the security’s fair value and the present value of the 
future expected cash flows is deemed to be due to factors that are not credit related and is 
recognized in other comprehensive income (loss).  
 
Federal Home Loan Bank (“FHLB”) and Federal Reserve Bank (“FRB”) Stock - The 
Bank is a member of the FHLB system. Members are required to own a certain amount of 
stock based on the level of borrowings and other factors, and may invest in additional 
amounts. As of June 30, 2010 and December 31, 2009, the Bank held stock in the FHLB 
totaling $336,100 and $294,400, respectively.  FHLB stock is carried at cost, classified as 
a restricted security, and periodically evaluated for impairment. Because this stock is 
viewed as a long term investment, impairment is based on ultimate recovery of par value. 
As of June 30, 2010, we did not recognize an impairment charge related to our FHLB 
stock holdings; however, future negative changes to the financial condition of the FHLB 
may require us to recognize an impairment charge with respect to such stock holdings.  
Both cash and stock dividends are reported as income. FHLB paid a dividend in the first 
and second quarters of 2010 at a rate of .27% and .26% respectively.   
 
The Bank is also member of the FRB. As of June 30, 2010 and December 31, 2009, the 
Bank held stock in the FRB totaling $492,000 and $498,000, respectively.  FRB stock is 
carried at cost, classified as a restricted security, and cash dividends are reported as 
income.  FRB paid a dividend in the second quarter of 2010 at a rate of 6%.  
 
FHLB and FRB stock is included in Correspondent bank stock on the statement of 
condition. 
 
Loans and allowance for loan losses – Loans are reported at the principal amount 
outstanding, net of deferred loan fees and costs, and the allowance for loan losses. 
Interest on loans is calculated by using the simple interest method on the daily balance of  
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NOTE 1 - Organization and Summary of Significant Accounting and Reporting Policies - 
Continued  
 
the principal amount outstanding.  Loans on which the accrual of interest has been 
discontinued are designated as non-accrual loans.  Accrual of interest on loans is 
discontinued either when reasonable doubt exists as to the full and timely collection of 
interest or principal or when a loan becomes contractually past due by ninety days or 
more with respect to interest or principal. When a loan is placed on non-accrual status, all 
interest previously accrued but not collected is reversed against current period 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. Interest accruals are resumed on 
such loans only when they are brought fully current with respect to interest and principal 
and when, in the judgment of management, the loans are estimated to be fully collectible.  
 
A loan that is more than 90 days delinquent may continue to accrue interest if the loan is 
well collateralized and in process of collection or renegotiation. 
 
The allowance for loan losses is established through a provision for loan losses charged 
to expense. Loans are charged against the allowance for loan losses when management 
believes that the collectability of principal is unlikely. The allowance is an amount that 
management believes will be adequate to absorb losses inherent in existing loans, based 
on evaluations of collectability and prior loss experience of loans. The evaluations take 
into consideration such factors as changes in the nature and volume of the portfolio, 
overall portfolio quality, loan concentrations, specific problem loans, and current 
economic conditions that may affect the borrower's ability to pay. 
 
Impaired loans are measured based on the present value of expected future cash flows 
discounted at the respective loan's effective interest rate or the fair value of the collateral 
if the loan is collateral dependent. The Bank considers a loan impaired when it is 
probable that all amounts of principal and interest due, according to the contractual terms 
of the loan agreement, will not be collected, which is the same criteria used for the 
transfer of loans to non-accrual status. Interest income is recognized on impaired loans in 
the same manner as non-accrual loans. 
 

Premises and equipment – Premises and equipment are stated at cost less accumulated 
depreciation and amortization. Depreciation and amortization are provided for in amounts 
sufficient to relate the cost of depreciable assets to operations over their estimated service 
lives using the straight-line method. 
  
The estimated lives used in determining depreciation and amortization are: 

Furniture, fixtures and equipment 2 – 7 years 

Data processing and computers 2 – 7 years 
 
Leasehold improvements are amortized over the lesser of the useful life of the asset or 
the term of the lease. The straight-line method of depreciation is followed for all assets 
for financial reporting purposes, but accelerated methods are used for tax purposes.  
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NOTE 1 - Organization and Summary of Significant Accounting and Reporting 
Policies - Continued 
 
Income taxes – The Bank files income tax returns in the U.S. federal jurisdiction, and 
California.   
 
The Bank is not subject to U.S. federal or state/local income tax examinations by tax 
authorities for years before 2006. 
 
The Bank recognizes interest accrued and penalties related to unrecognized tax benefits 
in tax expense.  During the periods ended June 30, 2010 and 2009 the Bank recognized 
no interest and penalties.   
 
The Bank had no unrecognized tax benefits at June 30, 2010 or December 31, 2009. 
 
Net Income (Loss) Per Common Share- Basic net income (loss) per share amounts are 
computed by dividing net income (loss) available to stockholders by the weighted 
average number of common shares outstanding during the year.  Diluted earnings per 
share reflects the potential dilution that could occur if securities or other contracts to issue 
common stock, such as stock options, result in the issuance of common stock which share 
in the earnings of the Bank.  The treasury stock method is applied to determine the 
dilutive effect of stock options when computing diluted earnings per share.  However, 
dilutive earnings per share amounts are not presented when a net loss occurs because the 
conversion of potential common stock is anti-dilutive. For the quarter and six months 
ended June 30, 2010, 125,500 and 119,500 options, respectively, were anti-dilutive and 
excluded from the computations.   
 
Recent Accounting Pronouncements- 
 
ASU 2010-20, Receivables (Topic 310) Disclosures about the Credit Quality of 
Financing Receivables and the Allowance for Credit Losses 
 
This ASU requires significant new disclosures about the allowance for credit losses and 
the credit quality of financing receivables.  The requirements are intended to enhance 
transparency regarding credit losses and the credit quality of loan and lease receivables.  
Under this statement, allowance for credit losses and fair value are to be disclosed by 
portfolio segment, while credit quality information, impaired financing receivables and 
nonaccrual status are to be presented by class of financing receivable.  Disclosure of the 
nature and extent, the financial impact and segment information of troubled debt 
restructurings will also be required.  The disclosures are to be presented at the level of 
disaggregation that management uses when assessing and monitoring the portfolio’s risk 
and performance.  This ASU is effective for interim and annual reporting periods after 
December 15, 2010.  The Bank will include these disclosures in the notes to the financial 
statements beginning in the fourth quarter of 2010 as applicable.  
 
(ASU 2010-18, Effect of a Loan Modification When the Loan is Part of a Pool 
Accounted for as a Single Asset (Topic 310) 
This ASU codifies the consensus reached in Emerging Issues Task Force (“EITF”) Issue 
No. 09-I, “Effect of a Loan Modification When the Loan is Part of a Pool Accounted for 
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as a Single Asset.”  The amendments to the FASB Accounting Standards Codification 
(the “Codification” or “ASC”) provide that modifications of loans that are accounted for 
within a pool under Subtopic 310-30 do not result in the removal of those loans from the 
pool even if the modification of those loans would otherwise be considered a troubled 
debt restructuring.  An entity will continue to be required to consider wheter the pool of 
assets in which the loan is included is impaired if expected cash flows for the pool 
change.  ASU 2010-18 does not affect the accounting for loans under the scop of 
Subtopic 310-30 that are not accounted for within pools.  Loans accounted for 
individually under Subtopic 310-30 continue to be subject to the troubled debt 
restructuring accounting provisions within Subtopic 310-40. 
 
ASU 2010-18 is effective prospectively for modifications of loans accounted for within 
pools under Subtopic 310-30 occurring in the first interim or annual period ending on or 
after July 15, 2010.  Early application is permitted.  Upon initial adoption of ASU 2010-
18, an entity may make a one-time election to terminate accounting for loans as a pool 
under Subtopic 310-30.  This election may be applied on a pool-by-pool basis and does 
not preclude an entity from applying pool accounting to subsequent acquisitions of loans 
with credit deterioration.  We do not expect this ASU to have an impact on our financial 
condition or results of operations. 
 
ASU 2010-06, Fair Value Measurements and Disclosures (Topic 820): Improving 
Disclosures about Fair Value Measurements   
This ASU amends FASB ASC Topic 820, Fair Value Measurements and Disclosures, to 
require reporting entities to make new disclosures about recurring or nonrecurring fair-
value measurements including significant transfers into and out of Level 1 and Level 2 
fair-value measurements and information about purchases, sales, issuances, and 
settlements on a gross basis in the reconciliation of Level 3 fair-value measurements.  
The ASU also clarifies existing fair-value measurement disclosure guidance about the 
level of disaggregation, inputs, and valuation techniques.  The guidance in the ASU was 
adopted by the Bank on January 1, 2010 with no material impact on its financial 
statements. 
 
NOTE 2 – CASH AND DUE FROM BANKS 
 
At June 30, 2010, the Bank had cash deposits at other financial institutions in excess of 
the FDIC insured limits. However, as the Bank places these deposits with major well-
capitalized financial institutions and management monitors these institutions on a 
quarterly basis and believes the risk of loss to be minimal. 
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NOTE 3 - INVESTMENT SECURITIES  
 
All securities held by the Bank at June 30, 2010 are classified as available for sale and are 
stated at fair value with unrealized holding gains and losses reported as a separate 
component of stockholders’ equity.  Realized gains or losses on sales of available for sale 
securities are reported as part of noninterest income based on the net proceeds and the 
adjusted carrying amount of the securities sold.  Premiums and discounts are recognized 
in interest income over the period to maturity unless the security is called prior to 
maturity.  Management evaluates securities for other-than-temporary impairment on a 
monthly basis, and more frequently when economic or market concerns warrant such 
evaluation.  Consideration is given to (1) the length of time and the extent to which the 
fair value has been less than cost, (2) the financial condition and near-term prospects of 
the issuer, and (3) the intent and ability of the Bank to retain its investment in the issuer 
for a period of time sufficient to allow for any anticipated recovery in fair value or until 
maturity.  The Bank does not have the intent to sell the investments that are temporarily 
impaired, and it is more likely than not that the Bank will not be required to sell those 
investments before recovery of the amortized cost basis  

Under certain interest rate environments, some, or all of these securities may be called for 
redemption by their issuers prior to scheduled maturities.  None of the securities in an 
unrealized loss position have been in that position for twelve consecutive months or 
more.   

The amortized cost and fair value of investment securities by contractual maturity at June 
30, 2010 are shown below.   

 

Due in one year or less 2,745,283$         2,775,122$          
Due from one year to five years 8,211,532           8,302,353            
Due from five years to ten years 988,972              1,051,480            
Due after ten years -                      -                       

11,945,787$      12,128,955$       

June 30, 2010

($ in thousands) 
Amortized Cost Fair Value
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NOTE 3 - INVESTMENT SECURITIES - Continued 

The amortized cost and fair value of investment securities by security type at June 30, 
2010 and December 31, 2009 are shown below.   

 

Gross Gross Estimated 
Amortized Unrealized  Unrealized  Market 
 Cost Gains Losses Value

U.S. Government agency securities 3,528,874$         65,970$   -$              3,594,844$        
Municipal securities 6,838,863           113,659   (9,836) 6,942,686          
Corporate securities 1,578,050           13,375     -                1,591,425          

11,945,787$       193,004$ (9,836)$         12,128,955$      

Gross Gross Estimated 
Amortized Unrealized  Unrealized  Market 
 Cost Gains Losses Value

U.S. Government agency securities 2,540,295$         75,643$   -$              2,615,938$        
Municipal securities 4,546,173           48,756     (2,976)           4,591,953          

7,086,468$        124,398$ (2,976)$        7,207,890$        

December 31, 2009

June 30, 2010

 

During the six months ended June 30, 2010 and 2009, the Bank received proceeds in the 
amount of $992,500 and $4,738,205 and realized a gain in the amount of $4,132 on the 
sale of U.S. Treasury securities and $111,250, on the sale of U.S. Government agency 
securities, respectively. 
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NOTE 4 - Loans and allowance for loan losses   
 
Loans are reported at the principal amount outstanding, net of deferred loan fees and 
costs, and the allowance for loan losses. Interest on loans is calculated by using the 
simple interest method on the daily balance of the principal amount outstanding. 
 
Loans on which the accrual of interest has been discontinued are designated as non-
accrual loans. Accrual of interest on loans is discontinued either when reasonable doubt 
exists as to the full and timely collection of interest or principal or when a loan becomes 
contractually past due by ninety days or more with respect to interest or principal. When 
a loan is placed on non-accrual status, all interest previously accrued but not collected is 
reversed against current period 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. Interest accruals are resumed on such loans only when they are brought fully 
current with respect to interest and principal and when, in the judgment of management, 
the loans are estimated to be fully collectible. A loan that is more than 90 days delinquent 
may continue to accrue interest if the loan is well collateralized and in process of 
collection or renegotiation. 
 
Major classifications of loans at June 30, 2010 and December 31, 2009 are as follows: 
 
 

Amount Percent of Total Amount Percent of Total
Loan category
Agricultural Loans 575,250$        0.9% 570,750$            0.9%
Construction and land development 2,862,282        4.3% 2,582,419          4.1%
Commercial 16,577,809      24.8% 16,405,134        26.0%
Real Estate 46,342,509      69.3% 43,064,411        68.2%
Installment and other 504,102          0.8% 492,579             0.8%
  Total Gross Loans 66,861,952      100% 63,115,293        100%

Deferred loan fees and costs, net 308,537          287,916             
Allowance for loan losses (1,107,500)      (954,000)            
  Net Loans 66,062,989$    62,449,209$       

December 31, 2009June 30, 2010

 
 
The allowance for loan losses is established through a provision for loan losses charged 
to expense. Loans are charged against the allowance for loan losses when management 
believes that the collectability of principal is unlikely. The allowance is an amount that 
management believes will be adequate to absorb losses inherent in existing loans, based 
on evaluations of collectability and prior loss experience of loans. The evaluations take 
into consideration such factors as changes in the nature and volume of the portfolio, 
overall portfolio quality, loan concentrations, specific problem loans, and current 
economic conditions that may affect the borrower's ability to pay. 
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NOTE 4 - Loans and allowance for loan losses - Continued   
 

June 30, June 30,
2010 2009

Allowance for loan losses:
Balance at the beginning of the period 954,000$                   528,000$          
Loans charged off -                              -                    
Recoveries -                            -                   
Provisions 153,500                      164,000            
Balance at the end of the period 1,107,500$                 692,000$          

For the Six Months Ended

 
 
Impaired loans, as defined, are measured based on the present value of expected future 
cash flows discounted at the respective loan's effective interest rate or the fair value of the 
collateral if the loan is collateral dependent. The Bank considers a loan impaired when it 
is probable that all amounts of principal and interest due, according to the contractual 
terms of the loan agreement, will not be collected, which is the same criteria used for the 
transfer of loans to non-accrual status. Interest income is recognized on impaired loans in 
the same manner as non-accrual loans.  At June 30, 2010 and June 30, 2009, the Bank 
had $104,000 and $0, respectively, in non-accrual loans.  Impaired loan balances totaled 
$104,000 and $0 at June 30, 2010 and June 30, 2009, respectively.  A specific valuation 
allowance of $104,000 and $0 was made against impaired loans as of June 30, 2010 and 
June 30, 2009, respectively.  Generally, we charge off our estimated losses related to 
specifically-identified impaired loans as losses are identified.  The charged off portion of 
impaired loans was $0 for periods ending June 30, 2010 and June 30, 2009. 
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NOTE 5 - Premises and equipment   
 
Premises and equipment are stated at cost less accumulated depreciation and 
amortization. Depreciation and amortization are provided for in amounts sufficient to 
relate the cost of depreciable assets to operations over their estimated service lives using 
the straight-line method. 

  
Leasehold improvements are amortized over the lesser of the useful life of the asset or 
the term of the lease. The straight-line method of depreciation is followed for all assets 
for financial reporting purposes, but accelerated methods are used for tax purposes.  
 
 

June 30, December 31, 
2010 2009

Leasehold improvements 721,440$              721,440$                 
Furniture, fixtures, and equipment 358,048 353,365
Data processing & computers 171,169 170,350

1,250,657              1,245,155                
Less:  Accumulated depreciation and amortization (639,394)                (561,044)                  

611,263$                 684,111$                   
 

 
NOTE 6 – Income taxes    
 
The Bank uses the asset and liability method to account for income taxes. Under such 
method, deferred tax assets and liabilities are recognized for the future tax consequences 
of differences between the financial statement carrying amounts of existing assets and 
liabilities and their respective tax bases (temporary differences). Deferred tax assets and 
liabilities are reflected at currently enacted income tax rates applicable to the period in 
which the deferred tax assets or liabilities are expected to be realized or settled. As 
changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted 
through the provision for income taxes in the period of enactment.  A valuation 
allowance is established to the extent that it is not more likely than not, that the benefits 
associated with the deferred tax assets will be fully realized.  As of June 30, 2010 and 
December 31, 2009, the Bank has a 100% valuation allowance equal to the amount of its 
net deferred tax asset. 
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NOTE 7 - Net Income (Loss) Per Common Share  
 
Basic income (loss) per common share is calculated by dividing net income (loss) by the 
weighted average number of common shares outstanding during the period. Diluted 
earnings per share are not presented when a loss occurs because the conversion of 
common stock equivalents to potential common stock is anti-dilutive.  Diluted earnings 
per share reflects the potential dilution that could occur if securities orr other contracts to 
issue common stock, such as stock options, result in the issuance of common stock which 
share in the earnings of the Bank.  The treasury stock method is applied to determine the 
dilutive effect of stock options when computing diluted earnings per share.   As of June 
30, 2010 and June 30, 2009 there were 150,000 shares and 215,000 shares, respectively, 
outstanding in employee stock options.  Under the treasury stock method for the three 
months ended June 30, 2010, there were 24,500 dilutive securities respectively.  
 
  

2010 2009 2010 2009

Net income (loss) 57,116$                (135,528)$              (36,837)$                (332,162)$    

Weighted average shares used in
  computing:
    Basic earnings per share 2,288,884            2,288,884            2,288,884            2,288,884    
    Effect of dilutive securities 24,500 -                       -                       -             

Total average shares and equivalents 2,313,384             2,288,884              2,288,884              2,288,884    

Basic EPS 0.02$                    (0.06)$                    (0.02)$                    (0.15)$          

Diluted EPS 0.02$                    N/A N/A N/A

Six Months
 Ended June 30

Three Months
 Ended June 30

 
 
NOTE 8 – Related Party Transactions  
 
The Bank, in the normal course of business, makes loans to and receives deposits from its 
directors, officers, principal stockholders and their associates. In management's opinion, 
these transactions are on substantially the same terms as comparable transactions with 
other customers of the Bank. The Bank's related party loan and deposit activity at June 
30, 2010 is summarized below: 

  

Aggregate amount outstanding, December 31, 2009 $2,443,930

New loans or advances during the period 458,950
Repayments during period 922,743
Reduction in principal due to director retirements 171,665
Aggregate amount outstanding, June 30, 2010 $1,808,472

Loan commitements $2,877,351
Related party deposits $781,679
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NOTE 9 – Fair Value of Financial Instruments 
 
The carrying amounts and estimated fair values of the Bank’s financial instruments for the period 
ending June 30, 2010 and December 31, 2009 are as follows: 
 
 

Carrying Fair
Value Value 

Financial Assets:
   Cash and Due From Banks 3,875,137$     3,875,137$    
   Federal Funds Sold 5,200,000       5,200,000      
   Investment Securities 12,128,955     12,128,955    
   Loans 67,170,489     68,192,027    
   Correspondent bank stock, at cost 881,643          881,643         
   Interest receivable 381,585           381,585         

Financial Liabilities:
   Deposits 72,775,406$    72,874,431$  
   Interest payable 129,080          129,080        

Carrying Fair
Value Value 

Financial Assets:
   Cash and Due From Banks 5,260,064$     5,260,064$    
   Federal Funds Sold 7,080,000       7,080,000      
   Investment Securities 7,207,890       7,207,890      
   Loans 63,403,209     63,960,761    
   Correspondent bank stock, at cost 845,602          845,602         
   Interest receivable 292,546           292,546         

Financial Liabilities:
   Deposits 67,516,036$    67,612,520$  
   Interest payable 166,378          166,378        

December 31, 2009

June 30, 2010
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NOTE 9 – Fair Value of Financial Instruments - Continued 
 
The following methods and assumptions were used to estimate the fair value in the table, above 
and below: 
 
Cash and Due From Banks  
The carrying amount approximates fair value because of the short maturities of these instruments. 
Investment securities 
Security fair values are based on market prices or dealer quotes and, if no such information is 
available, on the rate and term of the security and information about the issuer. It was not 
practical to determine the fair value of FHLB and FRB stock due to the restrictions placed on 
transferability.  As of June 30, 2010 and December 31, 2009 there was no indication that FHLB 
or FRB stock was impaired.  
Loans 
Loans with similar financial characteristics are grouped together for purposes of estimating their 
fair value. Loans are segregated by type such as commercial, term real estate, residential 
construction, and consumer. Each loan category is further segmented into fixed and adjustable 
rate interest terms. 
The fair value of performing, fixed rate loans is calculated by discounting scheduled future cash 
flows using estimated market discount rates that reflect the credit and interest rate risk inherent in 
the loan.  
The fair value of variable rate loans approximates the carrying amount as these loans generally 
reprice within 90 days.  
Deposits 
The fair value of deposits with no stated maturity, such as non-interest bearing demand deposits, 
savings, and money market accounts, approximates the amount payable on demand. The carrying 
amount approximates the fair value of time deposits with a remaining maturity of less than 90 
days. The fair value of all other time deposits is calculated based on discounting the future cash 
flows using rates currently offered by the Bank for time deposits with similar remaining 
maturities. 
Interest Receivable  
The carrying value of interest receivable approximates fair value. 
Interest Payable 
The carrying value of interest payable approximates fair value. 
 
The following table presents information about the Bank’s assets measured at fair value on a 
recurring basis as of June 30, 2010, and indicates the fair value hierarchy of the valuation 
techniques utilized by the Bank to determine such fair value. In general, fair values determined by 
Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets or liabilities 
that the Bank has the ability to access. Fair values determined by Level 2 inputs utilize inputs 
other than quoted prices included in Level 1 that are observable for the asset or liability, either 
directly or indirectly. Level 2 inputs include quoted prices for similar assets and liabilities in 
active markets, and inputs other than quoted prices that are observable for the asset or liability, 
such as interest rates and yield curves that are observable at commonly quoted intervals. Level 3 
inputs are unobservable inputs for the asset or liability, and include situations where there is little, 
if any, market activity for the asset or liability. In certain cases, the inputs used to measure fair 
value may fall into different levels of the fair value hierarchy. In such cases, the level in the fair 
value hierarchy within which the fair value measurement in its entirety falls has been determined 
based on the lowest level input that is significant to the fair value measurement in its entirety. The 
Bank’s assessment of the significance of a particular input to the fair value measurement in its 
entirety requires judgment, and considers factors specific to the asset or liability. 
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NOTE 9 – Fair Value of Financial Instruments - Continued 
 
 
 

Description
Obligations of U.S. Government agencies 3,594,844$             -$               3,594,844$        -$     
Obligations of states and political subdivision 6,942,685              6,942,685         
Corporate debt 1,591,426              1,591,426         
     Total assets measured at fair value 12,128,955$           -$               12,128,955$      -$     

Investment securities  - Fair values for investment securities are based on quoted market prices when available or through
 the use of alternative approaches, such as matrix or model pricing, when market quotes are not readily accessible or available.

Description
Obligations of U.S. Government agencies 2,615,938$             -$               2,615,938$        -$     
Obligations of states and political subdivision 4,591,952              4,591,952         
     Total assets measured at fair value 7,207,890$             -$               7,207,890$         -$     

December 31, 2009 (Level 1) (Level 2) (Level 3)

Active Markets Observable Unobservable
Fair Value Identical Assets Inputs Inputs

Fair Value Measurements
at December 31, 2009, Using

Quoted Prices in Other Significant

June 30, 2010 (Level 1) (Level 2) (Level 3)

Active Markets Observable Unobservable
Fair Value Identical Assets Inputs Inputs

Fair Value Measurements
at June 30, 2010, Using

Quoted Prices in Other Significant
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ITEM 2 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATION  

 
Information contained herein may contain certain forward-looking statements that are 
based on management’s current expectations regarding economic, legislative, and 
regulatory issues that may impact the Bank’s earnings in future periods. Forward-looking 
statements can be identified by the fact that they do not relate strictly to historical or 
current facts. They often include the words “believe,” “expect,” “intend,” “estimate” or 
words of similar meaning, or future or conditional verbs such as “will,” “would,” 
“should,” “could” or “may.” Factors that could cause future results to vary materially 
from current management expectations include, but are not limited to, general economic 
conditions, changes in interest rates, inflation rates, deposit flows, real estate values, and 
competition; changes in accounting principles, policies or guidelines; changes in 
legislation or regulation; and other economic, competitive, governmental, regulatory and 
technological factors affecting the Bank’s operations, pricing, products and services. The 
Bank undertakes no obligation to release publicly the result of any revisions to these 
forward-looking statements that may be made to reflect events or circumstances after the 
date of this press release or to reflect the occurrence of unanticipated events. 
 
Results of Operations 
 
The Bank’s total deposits at June 30, 2010 were $72.8 million, an increase from the same 
period last year of $17.8 million or 32.4%. Loan balances at the end of the second quarter 
of 2010 were $67.2 million, an increase of $12.9 million or 23.8% from the same period 
last year. The Bank had total assets of $89.5 million at June 30, 2010, representing a 
$17.6 million or 24.5% increase since June 30, 2009. 
 
For the three months ended June 30, 2010, the Bank reported net income of $57,000 or 
$.02 per share compared to a net loss of $136,000 or $.06 per share for the three months 
ended June 30, 2009.  The improvement of $193,000 is attributable mostly to the increase 
in the net interest income of $202,000 or 28.6%.   
 
For the six months ended June 30, 2010, the Bank reported a net loss of $37,000 or $.02 
per share compared to a loss of $332,000 or $.15 per share for the six months ended June 
30, 2009.  The improvement of 89.0% in the first six months of 2010 over the same 
period in 2009 is attributable mostly to balance sheet growth and the commensurate 
increase in net interest income of $412,000 or 30.8%.   
 
 
Net Interest Income 
 
The following table, Distribution of Average Statement of Condition and Analysis of 
Net Interest Income, compares income from interest earning assets with expense from 
interest bearing liabilities. The table also indicates net interest income, net interest 
margin, and net interest rate spread for each period presented. Interest income represents 
the interest earned by the Bank on its portfolio of loans, investment securities, and 
other short-term investments. Interest expense represents interest paid to the Bank's 
depositors and on borrowings. Net interest income is the difference between interest 
income and interest expense. The volume and mix of earning assets and interest bearing 
liabilities, as well as interest rate fluctuations caused by economic conditions, can 
significantly affect net interest income. 
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For the quarter ended June 30, 2010, the Bank’s net interest income before provision for 
loan losses was $909,000 compared to $707,000 for the same period in 2009.  Interest 
income on loans increased to $947,000 for the period ended June 30, 2010 compared to 
$801,000 for the three months ended June 30, 2009, an increase of $146,000.  The Bank 
increased income on debt securities by $28,000 from $69,000 to $97,000 for the three 
months ended June 30, 2010.  The Bank’s interest expense decreased from $172,000 to 
$147,000.  Interest expense decreased even though average interest bearing liabilities 
increased $18.8 million.  The reduction in interest expense was due to a reduction in the 
cost of deposits for the three months ended June 30, 2010.  

 
The Bank’s net interest margin as shown in Table 1 was 4.41% for the three months 
ended June 30, 2010.  The net interest margin was 4.58% for the three months ended June 
30, 2009.  The net interest margin decreased due to the increase in average balances of 
lower yielding assets such as correspondent bank balances and federal funds sold and 
lower yields on loans and securities.  
 
For the six months ended June 30, 2009 the net interest margin decreased 7 basis points 
from 4.50% to 4.43%.  The margin has held fairly steady despite lower yields on loans 
and deposits due to reducing the Bank’s cost of funds.  The margin was also adversely 
affected by increasing balances in lower yielding assets such as fed funds sold and 
correspondent bank balances in an effort to increase the percentage of interest bearing 
assets and subsequently the Bank’s net income.  
 
Table 1. Distribution of Average Statement of Condition and Analysis of Net Interest 
Income for the Three Months Ended:  
 

Average 
Balance Yield / Cost

Income / 
Expense

Average 
Balance

Yield / 
Cost

Income / 
Expense

Assets
Interest Earning Assets:
  Loans, gross 65,397,652$     5.81% 946,602$          53,443,266$  6.01% 801,225$       
  Federal Funds Sold 3,184,341         0.25% 1,976                964,670         0.20% 480                
  Correspondent Banks 2,000,083         0.50% 2,493                -                0.00% -                
  Debt Securities (1) 11,276,275       3.42% 97,496              6,688,372      4.09% 69,227           
  Other Securities (1) 869,183            3.45% 7,572                856,938         3.54% 7,661             
Total Interest Earning Assets 82,727,534       5.12% 1,056,139         61,953,246    5.69% 878,593         
Non-Interest Earning Assets:
  Cash and Due From Banks 7,807,717         7,546,253      
  All Other Assets 443,644            570,403         
Total Assets 90,978,895$     70,069,902$  

Liabilities and Equity
Interest Bearing Liabilities:
  Interest-bearing demand 7,495,980         0.15% 2,807                5,051,741      0.32% 3,987             
  Money Market 24,098,112       0.68% 40,982              16,826,999    1.29% 53,978           
  Savings 1,459,935         0.10% 346                   1,740,782      0.61% 2,651             
  CDs < $100K 8,142,731         1.37% 27,778              6,775,153      2.37% 39,998           
  CDs > $100K 18,865,414     1.60% 75,447            10,859,902  2.63% 71,201          
Total Interest Bearing Liabilities 60,062,172       0.98% 147,360            41,254,577    1.67% 171,815         
Non-Interest Bearing Liabilities:
  Non-Interest Bearing Demand 14,281,862       11,523,298    
  Other Liabilities 288,743            331,683         
Stockholders' Equity 16,346,118     16,960,344  
Total Liabilities and Equity 90,978,895$     70,069,902$  

Net Interest Margin / Net Interest Income 4.41% 908,779$          4.58% 706,778$       

Three Months Ended
June 30, 2009June 30, 2010
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Average 
Balance Yield / Cost

Income / 
Expense

Average 
Balance

Yield / 
Cost

Income / 
Expense

Assets
Interest Earning Assets:
  Loans, gross 64,436,151$     5.81% 1,857,615$       50,894,472$  6.00% 1,513,564$    
  Federal Funds Sold 2,733,425         0.24% 3,286                631,022         0.22% 677                
  Correspondent Banks 2,000,073         0.50% 4,959                -                0.00% -                
  Debt Securities (1) 9,779,804         3.49% 171,807            7,641,527      3.82% 146,798         
  Other Securities (1) 857,837            3.79% 16,338              857,444         3.80% 16,389           
Total Interest Earning Assets 79,807,290       5.19% 2,054,005         60,024,465    5.64% 1,677,428      
Non-Interest Earning Assets:
  Cash and Due From Banks 8,851,540         6,682,030      
  All Other Assets 520,536            704,720         
Total Assets 89,179,366$     67,411,215$  

Liabilities and Equity
Interest Bearing Liabilities:
  Interest-bearing demand 7,388,192         0.16% 5,897                4,872,110      0.35% 8,377             
  Money Market 24,233,724       0.72% 86,331              16,890,616    1.39% 116,203         
  Savings 1,399,077         0.10% 691                   1,490,667      0.53% 3,945             
  CDs < $100K 8,038,816         1.55% 61,670              5,943,169      2.47% 72,842           
  CDs > $100K 17,619,873     1.69% 147,671          10,025,279  2.74% 136,335        
    Total Interest Bearing Deposits 58,679,682       1.04% 302,260            39,221,841    1.74% 337,702         
Other Borrowings -                   0.00% -                   2,210             0.64% 7                    
Total Interest Bearing Liabilities 58,679,682       1.04% 302,260            39,224,051    1.74% 337,709         
Non-Interest Bearing Liabilities:
  Non-Interest Bearing Demand 13,827,309       11,091,134    
  Other Liabilities 317,447            321,277         
Stockholders' Equity 16,354,928     16,774,753  
Total Liabilities and Equity 89,179,366$     67,411,215$  

Net Interest Margin / Net Interest Income 4.43% 1,751,745       4.50% 1,339,719      

June 30, 2010 June 30, 2009
Six Months Ended

 
 
(1) Yields are calculated by dividing the actual number of days in the quarter by 360 days 
to more accurately reflect how income is earned.   
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Table 2.  Rate and Volume Analysis 
 
  

Interest income
Average 
Volume

Average 
Rate Total Change

Loans 172,960$     (27,583)$    145,377$          
Federal funds sold 1,378 118 1,496
Correspondent Banks 2,493 0 2,493
Investment securities 39,481 (11,212) 28,269
Other interest earning assets 102 (191) (89)

Total interest income 216,414 (38,868) 177,546

Interest expense
Interest-bearing demand 910              (2,090)        (1,180)              
Savings and money market 11,231       (26,532)    (15,301)            
Time under  $100,000 4,619           (16,839)      (12,220)            
Time deposits $100,000 or more 31,940       (27,694)    4,246                

Total interest expense 48,700 (73,155)  (24,455)

Change in net interest income 167,714$    34,287$     202,001$          

Three Months Ended
June 30, 2010 compared to June 30, 2009

Increase (decrease) due to change in

 

Interest income
Average 
Volume

Average 
Rate Total Change

Loans 386,315$     (42,264)$    344,051$          
Federal funds sold 2,525 84 2,609
Correspondent Banks 4,959 0 4,959
Investment securities 36,629 (11,620) 25,009
Other interest earning assets (82) 31 (51)

Total interest income 430,346 (53,769) 376,577

Interest expense
Interest-bearing demand 1,997           (4,477)        (2,480)              
Savings and money market 24,445 (57,572) (33,127)
Time under  $100,000 15,950 (27,123) (11,173)
Time deposits $100,000 or more 63,417 (52,079) 11,338
Other Borrowings (7) 0 (7)

Total interest expense 105,802 (141,251)  (35,449)

Change in net interest income 324,544$    87,482$     412,026$          

Increase (decrease) due to change in

Six Months Ended
June 30, 2010 compared to June 30, 2009
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For the three months ended June 30, 2010, net interest income increased by $202,000 
from the same period in 2009.  The increase in net interest income is largely attributable 
to volume increases in assets. Specifically, interest income on loan volume increased 
$173,000 and interest income on investment security volume increased $39,000.  Net 
interest income also benefited from a reduction in the rate paid on interest bearing 
liabilities of $73,000.  Partially, offsetting these increases were reductions in the yield on 
assets of $39,000 and increases in the volume of interest bearing liabilities of $49,000. 
 
For the six months ended June 30, 2010 net interest income increased $412,000.  Interest 
income grew due to the growth in the Bank’s balance sheet and the commensurate 
increases in interest income.  The increase is primarily attributable to increases in loan 
interest income volume of $386,000 year over year.  The Bank also benefited from 
volume increases in the securities portfolio of $37,000.  Lastly, the bank incurred 
$106,000 in additional interest expense due to the Bank’s deposit growth.  The growth 
was more than offset by decreases in the rates paid on deposits of $141,000. 
 
Allowance for Loan Losses 
 
Provisions for loan losses are determined on the basis of management’s periodic credit 
review of the loan portfolio.  Based on the condition of the loan portfolio, management 
believes the allowance for loan losses is sufficient to cover risk elements in the loan 
portfolio.  For the three months ended June 30, 2010, the provision to the allowance for 
loan losses amounted to $39,000 compared to $64,000 for the three months ended June 
30, 2009.  For the six months ended June 30, 2010, the provision to the allowance for 
loan losses amounted to $154,000 compared to $164,000 for the six months ended June 
30, 2009.  The amount provided to the allowance for loan losses during the first six 
months brought the allowance to 1.65% of net outstanding balances at June 30, 2010, 
compared to 1.50% of net loans outstanding at December 31, 2009. As of June 30, 2010 
and December 31, 2009 the Bank held $5,049,000 and $4,498,000 in fully guaranteed 
SBA loans in the loan portfolio.  The Bank is not required to, and does not reserve 
against these loans due to the governmental guarantee.  When eliminating the SBA loans 
from total outstanding loans the Bank’s reserve against loan loss was 1.78% and 1.62%, 
as of June 30, 2010 and December 31, 2009 respectively.  Additionally, there are no 
loans which have been charged-off for the three months ended June 30, 2010 or 2009. 
There is one loan for $104,000 on non-accrual status for the three months ended June 30, 
2010 and there were no loans on non-accrual status for the three months ended June 30, 
2009.  
 
Noninterest Income 
 
Noninterest income for the quarter ending June 30, 2010 increased by $22,000 or 65.6% 
over the same period in 2009 due to increases in bank deposits and corresponding 
increases in the volume of service charges.   
 
For the six months ended June 30, 2010 noninterest income decreased by $58,000. The 
decrease in 2010 from 2009 was due to a lower amount on the gain on sale of securities 
of $4,000 in 2010 versus $111,000 in 2009 which was partially offset by increases in 
deposit account service charges of $50,000.   
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Noninterest Expense 
 
Non-interest expenses modestly increased $57,000 for the three months ended June 30, 
2010 by 7% from the same period in 2009.  For the six months ended June 30, 2010 
noninterest expenses increased $70,000 or 4%.  The Bank recognized stock-based 
compensation expense of $23,000 and $41,000 for the quarters ended June 30, 2010 and 
2009, respectively.  This expense is included in non-interest expense under salaries and 
employee benefits.   For the six months ended June 30. 2010 and 2009 the Bank 
recognized $46,000 and $88,000 in stock-based compensation expense. 
 
The significant components of other expense includes supplies, insurance and regulatory 
fees which for the three months ended June 30 were approximately $13,000, $15,000 and 
$41,000 respectively, in 2010 and $8,000 and $14,000 and $44,000 respectively, in 2009.  
For the six months ended June 30, 2010 these same significant components were $27,000, 
$30,000 and $80,000, respectively and $10,000, $15,000 and $68,000 respectively, in 
2009.   
 
Capital Adequacy  
 
The Bank’s capital adequacy ratios at June 30, 2010 and December 31, 2009 are 
presented in the following table. The ratios at June 30, 2010 as compared to December 
31, 2009, declined slightly.  The slight decline in capital ratios was due to the growth in 
average assets and risk weighted asset averages while Tier 1 capital increased slightly as 
the Bank became profitable.  
 
Capital ratios are reviewed by Management on a regular basis to ensure that capital 
exceeds the prescribed regulatory minimums and is adequate to meet the Bank’s 
anticipated future needs. All ratios are in excess of the regulatory definition of “well 
capitalized”. 

 
Amount of Capital Required
To Be

Adequately To Be
Actual Capitalized Well-Capitalized

Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2010

Total capital to risk-weighted assets 17,149$   24.6% 5,576$       8.0% 6,970$       10.0%
Tier 1 capital to risk-weighted assets 16,275$   23.4% 2,788$       4.0% 4,182$       6.0%
Tier 1 capital to average assets 16,275$   17.9% 3,639$       4.0% 4,549$       5.0%

As of December 31, 2009
Total capital to risk-weighted assets 17,220$   25.0% 5,508$       8.0% 6,885$       10.0%
Tier 1 capital to risk-weighted assets 16,266$   23.6% 2,754$       4.0% 4,131$       6.0%
Tier 1 capital to average assets 16,266$   20.0% 3,257$       4.0% 4,072$       5.0%  

 
Liquidity   
 
Liquidity refers to the Bank’s ability to maintain cash flows sufficient to fund operations, 
and to meet obligations and other commitments in a timely and cost-effective fashion.  At 
various times the Bank requires funds to meet short-term cash requirements brought 
about by loan growth or deposit outflows, the purchase of assets, or liability 
repayments.  An integral part of the Bank’s ability to manage its liquidity position 
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appropriately is the Bank’s large base of core deposits, which are generated by offering 
traditional banking services in its service area and which have, historically, been a stable 
source of funds. To manage liquidity needs properly, cash inflows must be timed to 
coincide with anticipated outflows or sufficient liquidity resources must be available to 
meet varying demands.  The Bank manages liquidity to be able to meet unexpected 
sudden changes in levels of its assets or deposit liabilities without maintaining excessive 
amounts of balance sheet liquidity.  Excess balance sheet liquidity can negatively impact 
the Bank’s interest margin. In order to meet short-term liquidity needs, the Bank utilizes 
overnight Federal funds purchase arrangements with correspondent banks, solicits 
brokered deposits if deposits are not available from local sources and maintains a 
collateralized line of credit with the Federal Home Loan Bank (the “FHLB”) of San 
Francisco. The Bank is now eligible to obtain credit equal to 15 percent of its total assets, 
with original terms out to 84 months. The Bank is also approved to borrow from the 
Federal Reserve Bank (the “FRB”) Discount Window.  In addition, the Bank can raise 
cash for temporary needs by selling securities under agreements to repurchase and selling 
securities available- for-sale. 
 
At June 30, 2010 the Bank had approximately $9.1 million in cash equivalents. 
Management expects to be able to meet the liquidity needs of the Bank, primarily through 
balancing loan growth with corresponding increases in deposits and borrowings. The 
Bank also has unused unsecured formal lines of credit totaling $10.0 million with its 
correspondent banks.  The Bank had no borrowings outstanding with the FHLB, FRB or 
correspondent banks. 
 
Financial Instruments with Off-Balance Sheet Risk   
 
The Bank makes commitments to extend credit in the normal course of business to meet 
the financing needs of its customers. These financial instruments include commitments to 
extend credit in the form of loans. The Bank uses the same credit policies in making 
commitments as it does for on-balance sheet instruments and evaluates each customer's 
creditworthiness on a case-by-case basis. As of June 30, 2010 the Bank had undisbursed 
loan commitments of $14.7 million compared to $14.0 million as of June 30, 2009.  
These commitments, to the extent used, are expected to be funded through repayment of 
existing loans and normal deposit growth. 
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ITEM 4 CONTROLS AND PROCEDURES  
 
The Bank maintains a system of disclosure controls and procedures that is designed to 
provide reasonable assurance that information, which is required to be disclosed, is 
accumulated and communicated to management in a timely manner. Management has 
reviewed this system of disclosure controls and procedures as of the end of the period 
covered by this report and believes that the system is operating effectively to ensure 
appropriate disclosure. No significant changes were made in the Bank's internal controls 
over financial reporting during the quarter that have materially affected, or are reasonably 
likely to materially affect, the Bank's internal control over financial reporting. 
 
PART II OTHER INFORMATION 
 
Item 1 Legal Proceedings 

There are no pending, or to management's knowledge any threatened, material 
legal proceedings to which the Bank is a party or to which any of the Bank's 
properties are subject. 

 
Item 2 Unregistered Sales of Equity Securities and Use of Proceeds  

None. 
 
Item 3 Defaults Upon Senior Securities 

 None. 
 
Item 4 RESERVED 

  
Item 5 Other Information 

  
Item 6 Exhibits 

The exhibit index following the signature page is incorporated by reference. 
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SIGNATURES 
In accordance with the requirements of the Exchange Act, the registrant caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized.  

 Bank of Napa, National Association  
 

Date:  August 13, 2010   
 /s/M. Thomas LeMasters 
  M. Thomas LeMasters, President and CEO 

Date:  August 13, 2010   
 /s/Michael L. Lundstrom 
Michael L. Lundstrom, VP/Chief Financial 
Officer  
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EXHIBIT 31.1 
Certification pursuant to Rule 13a-14(a)/15d-14(a) as adopted pursuant to §302 of the 
Sarbanes-Oxley Act of 2002. 
 
I, M. Thomas LeMasters, Chief Executive Officer, certify that: 
 
1. I have reviewed this quarterly report on Form 10-Q of Bank of Napa, N.A.; 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or 
omit to state a material fact necessary to make the statements made, in light of the circumstances 
under which such statements were made, not misleading with respect to the period covered by 
this report; 
3. Based on my knowledge, the financial statements, and other financial information included in 
this report, fairly present in all material respects the financial condition, results of operations and 
cash flows of the registrant as of, and for, the periods presented in this report; 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) 
and internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-
15(f)) for the registrant and have: 
 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to 
the registrant is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 
(b)  Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles;  

(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and 
presented in this report our conclusions about the effectiveness of the disclosure controls and 
procedures as of the end of the period covered by this report based on such evaluation; and 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting 
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal 
quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the registrant’s internal control over financial reporting; and 
 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent 
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit 
committee of registrant’s board of directors (or persons performing similar functions): 
 
(a) All significant deficiencies and material weaknesses in the design or operation of 
internal control over financial reporting, which are reasonably likely to adversely affect 
the registrant’s ability to record, process, summarize and report financial information; 
and 
(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal controls over financial reporting. 
 
Dated:   August 13, 2010     /s/ M. Thomas LeMasters 

M. Thomas LeMasters 
President and Chief Executive Officer 
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EXHIBIT 31.2 
Certification pursuant to Rule 13a-14(a)/15d-14(a) as adopted pursuant to §302 of the 
Sarbanes-Oxley Act of 2002. 
 
I, Michael L. Lundstrom, VP/Chief Financial Officer, certify that: 
 
1. I have reviewed this quarterly report on Form 10-Q of Bank of Napa, N.A.; 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or 
omit to state a material fact necessary to make the statements made, in light of the circumstances 
under which such statements were made, not misleading with respect to the period covered by 
this report; 
3. Based on my knowledge, the financial statements, and other financial information included in 
this report, fairly present in all material respects the financial condition, results of operations and 
cash flows of the registrant as of, and for, the periods presented in this report; 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) 
and internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-
15(f)) for the registrant and have: 
 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to 
the registrant is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 
(b)  Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles;  

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and 
presented in this report our conclusions about the effectiveness of the disclosure controls and 
procedures as of the end of the period covered by this report based on such evaluation; and 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting 
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal 
quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the registrant’s internal control over financial reporting; and 
 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent 
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit 
committee of registrant’s board of directors (or persons performing similar functions): 
 
(a) All significant deficiencies and material weaknesses in the design or operation of internal 
control over financial reporting, which are reasonably likely to adversely affect the Registrant’s 
ability to record, process, summarize and report financial information; and 
(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal controls over financial reporting. 
 
Dated:   August 13, 2010     /s/ Michael L. Lundstrom 

Michael L. Lundstrom 
VP/Chief Financial Officer 
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Exhibit 32 

Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002 

In connection with the quarterly report on Form 10-Q of the Bank of Napa, N.A. for the 
quarter ended June 30, 2010, as filed with the Office of Comptroller of the Currency, the 
undersigned hereby certify pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of 
the Sarbanes-Oxley Act of 2002, that: 

 

1.) such Form 10-Q fully complies with the requirements of Section 13(a) or 15(d) of 
the Securities Exchange Act of 1934; and 

2.) the information contained in such Form 10-Q fairly presents, in all material 
respects, the financial condition and results of operations of the Registrant.  

     

                                                                       /s/ M. Thomas LeMasters 

                M. Thomas LeMasters 
Date:   August 13, 2010                                   President and Chief Executive 
Officer 
 
   
 
      /s/ Michael L. Lundstrom 
      Michael L. Lundstrom 
          VP/Chief Financial Officer 

 

 

This certification accompanies each report pursuant to Section 906 of the Sarbanes-Oxley 
Act of 2002 and shall not, except to the extent required by the Sarbanes-Oxley Act of 
2002, be deemed filed by the Registrant for purposes of §18 of the Securities Exchange 
Act of 1934, as amended. 
 


