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PART I
ITEM 1. BUSINESS
General

MainStreet Bank (the “Bank”) is a state chartecednmercial bank headquartered in
Herndon, Virginia. The Bank was incorporated ia @ommonwealth of Virginia on March 28,
2003. Thereafter, it conducted a subscription rioffg applied for and received regulatory
approval to operate as a bank, and opened for dassion May 26, 2004. The Bank markets its
financial services to individuals, small to medisired businesses, entrepreneurs, professionals,
consumers and high net worth clients. Our cliesbebis generally located in the Northern
Virginia market, although we do have clients in therrounding greater Washington, D.C.
metropolitan area. We have two branch locationg ia Herndon, Virginia and one in Fairfax
City in Fairfax, Virginia.

The Bank has had consistent growth since incepfisrof December 31, 2008, the Bank
had total assets of $186.3 million, an increas2705% over 2007 total assets of $146.1 million;
total investments of $30.5 million, an increasel6f5% over 2007 total investments of $27.6
million; total gross loans of $143.3 million, arcirase of 26.8% over 2007 total gross loans of
$113.0 million; total deposits of $142.5 milliom @crease of 23.4% over 2007 total deposits of
$115.5 million; and total stockholders’ equity &1$4 million, an increase of 0.5% from 2007
total stockholders’ equity of $21.3 million. Thetik reported net income of $100,410 for the
year ended December 31, 2008, or $0.04 per comhsme.s The Bank reported a net loss for the
year ended December 31, 2007 of $496,289 or ($Q20)common share compared to net
income of $46,850 or $0.02 per common share foy¢tae ended December 31, 2006.

The full financial performance of the Bank is de in Item 7. “Management’s
Discussion and Analysis of Financial Condition &wbults of Operations.” Our results indicate
steady growth since inception. The Bank’s focas been to develop banking relationships with
key customers in the community that can create nlegsi opportunities for the Bank.
Additionally, the management team has a strond lefvexperience in the Bank’'s market. This
experience allows the Bank to deliver creative pirative and customer-focused products and
services. The Bank’s focus on customer serviceralationship banking has been the key driver
for solid market penetration in a short periodifet

The Bank’s primary source of revenue is interesbime and fees generated by lending
and investing. For the year ended December 318,2€8e percentage of total revenue
contributed by loan interest income, investmerdriegt income, and interest on federal funds sold
was 82.2%, 12.5%, and 2.2%, respectively, compiar88.0%, 6.7%, and 6.3%, respectively, for
the year ended December 31, 2007.

The Bank typically balances the loan and investnpemtfolio towards loans. As the
Bank continues to grow through the opening of n@padit accounts, a portion of this money
will be invested, but a large percentage will baned by the Bank to new loan customers.
Generally speaking, loans earn more attractivermstthan investments and are a key source of
product cross-sales and customer referrals. @egminomic conditions may favor investments
over loans; these conditions may lead to weakedtdmental performance. The Bank's loan and
investment strategies balance the need to maist@éguate liquidity through excess cash or
federal funds sold with opportunities to appromiatieverage its capital. The Bank’s revenue
stream is reduced by the cost of interest assaciatih deposits and other borrowed funds and
other typical operating costs such as personnelip@ancy, furniture and equipment and other
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general operating expenses

The Bank’s strategic plan is based on the premisenhancing stockholder value and
franchise value through internal growth as welkakective strategic and geographic expansion.
Our short-term goals include creating an attractiigribution network utilizing the latest in
internet banking technology. We offer a full rarmfeeommercial and consumer banking services
from our banking offices and from our comprehensinéne banking, ACH, and remote deposit
solution. Our technology provides our customershwister access to funds along with full
service business banking within the confines ofrthavn offices. The implementation of this
strategy has eliminated the geographic restrictidriganch banking within our business banking
network. We are recruiting experienced sales stadtablish new business deposit relationships.
As of December 31, 2008 the Bank had six full-tisages staff. We will also continue to recruit
experienced lenders, which will allow us to growe tban portfolio. In an effort to expand our
consumer footprint, the Bank established a brandfairfax City in April 2007.

Location and Market Area

The Bank is headquartered in Herndon, Virginiagg &rea within the Northern Virginia
market. The local area has seen significant grawtr the past decade. The economy in the
1980s and 1990s focused on real estate develomnenthe government sector. As economic
weakness in the late 1980s and early 1990s petsitte area experienced a transition towards
other types of businesses. The area now is a rcémtethe telecommunications industry,
government contracting, professional services atigrotechnology related businesses. The
explosive growth in Northern Virginia is a by-pradwf the previous success of organizations in
the telecommunications, internet and governmenicearenas.

The Northern Virginia market we serve primarily stats of Fairfax County and
Loudoun County. As of December 2007 the estimgiedulation of Fairfax County was
1,010,241, which represents a 9.3% increase frd@,1&hd the estimated population of Loudoun
County was 278,797, which represents a 106.0%aser&om 1997. Virginia state demographer
projections for the estimated population from 2892020 shows an increase of 9.0% and 68.2%
for Fairfax County and Loudoun County, respectivelAs of December 2008, the unemployment
rate for Fairfax and Loudoun Counties was 3.4% 268, respectively. The unemployment rate
for Northern Virginia at December 2008 was 3.9%mnpared to a national unemployment rate of
7.1%.

The national and local economies are currently Bgpeing a contraction. It is projected
that this contraction will continue through 200%heTBank’s credit culture, which strongly
reinforces strict underwriting as well as close itwing, has been greatly influenced by this
contraction and previous contractions. The Bang&uisently experiencing adverse effects as a
result of the volatility or contraction in our eaomy. There is slow down in business activity
which has caused a decrease in loan applicatidms. decrease in loan activity could have an
adverse effect on future earnings. The Bank reaegnthat it is very difficult to predict the full
impact of a slowing economy. Leading indicatoneéast that economic activity in our region is
expected to continue to slow in the months aheadnoti drop dramatically. The greater
Washington, D.C. metropolitan area and Northerrgilia may be adversely impacted if the
decline in telecommunications and internet indastris not offset by positive growth in
government and other business sectors.

Our board and management believe the region prevédéost of opportunities for a
growing and vibrant community bank. The Bank affeompetitive products and services while
balancing the risk-reward premium required to bexesasful.



Lending Activities

The Bank’s primary market focus is on making loemsmall businesses, professionals
and other consumers in its local market area, alwitly various aspects of real estate finance.
Commercial loans represent the largest segmeriteoBaink’s loan portfolio. At December 31,
2008, approximately 65.7% of the total loan poitfolvas devoted to commercial and
commercial real estate loans, compared to 63.02eaember 31, 2007. In addition, the Bank
also provides a wide range of real estate finaecéces. The Bank’s primary lending activities
are principally directed to its defined market are&airfax County and Loudoun County, as well
as the greater Washington, D.C. metropolitan area.

Commercial Business LendingCommercial loans are written for a variety okimess
purposes, including government contract receivalllesiness acquisition, plant and equipment,
general working capital, contract administratiord axcquisition lending. Our client base is
diverse, and we do not have a concentration of certial business loans in any specific industry
segment. We also utilize and work with the SmalsiBess Administration (“SBA”) to enhance
credit quality as the situation may require.

Commercial Real Estate Lending We finance owner occupied and investment
commercial real estate. Our underwriting policesl processes focus on the client’s ability to
repay the loan as well as assessment of the uirdgrgal estate. Risks inherent in managing a
commercial real estate portfolio relate to suddegradual drops in property values as well as
changes in the economic climate. We attempt tigaié those risks by carefully underwriting
loans of this type and by following appropriate nda-value standards. The Bank has a
concentration in loans secured by commercial retate.

Real Estate Construction LendingThis segment of our portfolio is predominately
commercial in nature and composed of loans withrtsdarations. We offer real estate
construction financing to customers that have acgla permanent loan “take-out”, either by the
Bank or another institution. Our approach to tige of lending reduces our credit risk yet offers
a competitive product in the marketplace.

Residential Real Estate LendingThe Bank offers a variety of consumer-oriented
residential real estate loans. The bulk of ouidetial portfolio is made up of home equity lines
of credit to individuals. Our home equity portfolgives the Bank a diverse client base.
Although most of the loans are in the Northern Viig area, the diversity of the individual loans
in the portfolio reduces our potential risk. Wegage in first trust lending on a small scale, and
most loans are brokered into the secondary market.

Consumer Installment LendingNVe offer a broad array of consumer loans inclgdiar
loans, term loans, VISAcredit cards, and overdraft protection.

Credit Policies and Administration The Bank has a comprehensive lending policy,
which includes stringent underwriting standardsdibitypes of loans. The lending staff follows
pricing guidelines established and reviewed pecialtli by the management team. In an effort to
manage risk, all credit decisions in excess of flicer’s lending authority must be approved
prior to funding by a management loan committee.ndfgment believes that it employs
experienced lending officers, maintains solid cdklw requirements, secures appropriate
collateral and carefully monitors the financial digions of its borrowers.

In addition to the normal repayment risks, all leamthe Bank’s portfolio are subject to

the state of the economy and the related effecttherborrower and/or the real estate market.
Generally, longer-term loans have periodic intenege adjustments and/or call provisions.
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Senior management monitors the loan portfolio dlode ensure that past due loans are
minimized and that potential problem loans are eskld swiftly. In addition to the internal
business processes employed in the credit adnati@irarea, the Bank engages an independent
credit review firm to review the loan portfolio. Reéts of the credit review are used to validate
our internal underwriting process and ongoing ladministration efforts.

Lending Limit. As of December 31, 2008, our legal lending lirfiwit loans to one
borrower was $3,487,000. We have operated witlingrouse lending limit of $3.0 million.
Loans greater than the in-house legal lending larétgenerally participated to other banks in the
area so that we may retain the customer relatipnshi

Investments and Funding

The Bank balances its liquidity needs based on kah deposit growth through the
investment portfolio and purchased funds. It is Bank’'s goal to provide adequate liquidity to
support the loan growth of the Bank. In the ewbatBank has excess liquidity, investments are
used to generate positive earnings. In the evembsit growth does not fully support the Bank’s
loan growth, a combination of sales of investmeusities, federal funds and other purchased
funds will be used to augment the Bank’s fundingitbon.

The investment portfolio is actively managed andyaserally classified as “Available
For Sale.” Under such a classification, investmargtruments may be sold as deemed
appropriate by management. On a monthly basisntiestment portfolio is marked to market as
required by Statement of Financial Accounting Stéadd (“SFAS”) No. 115. Additionally, the
investment portfolio is used to balance the Bamisset and liability position. The Bank invests
in fixed rate or floating rate instruments as neaegto reduce interest rate risk exposure.

Deposit Activities

Deposits are the major source of funding for thekBaThe Bank offers a broad array of
deposit products that include non-interest beauiegnand accounts, interest-bearing NOW
accounts, interest-bearing money market and sadngsunts as well as certificates of deposit.
The Bank typically pays competitive interest ratéss a relationship-oriented organization, we
seek generally to obtain deposit relationships withloan clients.

As the Bank’s overall balance sheet positions th¢ctave may become more or less
competitive in our interest rate structure as mridlity position changes. The Bank also uses the
wholesale deposit market to fund growth and matatunities when appropriate.

Competition

We are a community bank that offers many of thedpets and services found in larger
financial institutions. We provide premier custarservice balanced with local decision making.
Relationship managers are experienced bankers andoffer creative customized banking
solutions for our clients. The banking busineshighly competitive. We compete with other
commercial banks, savings associations, creditnsnimortgage banking firms, consumer finance
companies, securities brokerage firms, insuraneepemies, money market mutual funds and
other financial institutions operating in our pripaervice area and elsewhere.

The Bank is headquartered in Herndon, Virginiathie heart of the Northern Virginia
region. We have been able to effectively levemagietalents, contacts and location to achieve a
strong financial position for a relatively new onggation. However, our primary service area is
highly competitive and heavily branched. Competitin our primary service area for loans to



small and medium-sized businesses, individuals @madessionals, is intense, and pricing is
important. Our bank competitors have greater lggpdimits and offer established branch
networks and other services that we do not expegtdvide in the near future. Moreover, larger
institutions operating in the primary service ahe&e access to borrowed funds at a lower rate
than is available to us. Deposit competition soastrong. As a result, it is possible that, to
remain competitive, we may pay above-market raiegéposits. Despite strong competition, we
are experiencing success in our primary servicea beeause the area is reacting favorably to our
community focus and our emphasis on service to ghmll and medium-sized business
community, individuals and professionals.

Merger activity in the Northern Virginia market irecent years has increased the
presence of large regional bank holding compamiahée already competitive marketplace. We
believe these mergers have created opportunitiesdmmunity-focused, prudently managed,
small and medium-sized business-oriented banksweMer, our board of directors is aware of
the competition that these institutions offer. ®@oard believes that our position as a community
owned and operated bank interested exclusively rrallsand medium-sized businesses,
individuals and professionals in the Northern Miigi market and the surrounding greater
Washington, D.C. metropolitan area and adjacenhtimsl offers us an important competitive
opportunity.

Because federal regulation of financial instituia@hanges regularly and is the subject of
constant legislative debate, we cannot foreseefbderal regulation of financial institutions may
change in the future. However, it is possible thatent and future governmental regulatory and
economic initiatives, such as the Emergency EcoadBtabilization Act of 2008 enacted in
October 2008, could impact the competitive landedaghe Bank’s markets.

Expansion Strategy

Our headquarters is a leased full-service branchaoffice facility located at 727 Elden
Street in Herndon, Virginia. The Bank establistzetbranch in Fairfax City, located at 4029
Chain Bridge Road, Fairfax, Virginia, in April 2007

Our board and management believe the natural éenlof a community-focused bank
involves expanding our delivery channels. In dddito our existing two banking offices, we
have technology which enables usPiat our Bank in Your Offi€e This technology includes the
ability for our business customers to transactbakiness banking activity from their offices,
including the ability to manage funds, pay billstiate wire transfers, administer ACH automatic
payment and debit plans, and deposit cash and sheckn addition, online customers can
download scanned and captured information direicttp business accounting systems (e.g.
Quickbook$). All of this technology is offered over a seclimgernet SSL connection. The
system offers maximum convenience to our businestomers.

In addition, the Bank offers the following produasd services through traditional
delivery and internet-based technology:
Sweep accounts;
Repurchase agreement accounts;
Zero balance accounts;
Lock box agreement accounts; and
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Our ability to ‘Put Our Branch in Your Office®combined with the depth of products
and services offered, provides a complete bankauiigge for our business customers. The sales
representatives work closely with the commerciadieg team to generate and cross-sell new
business opportunities.

We also plan to take advantage of the strategiomppities presented to the Bank as a
result of mergers occurring in our marketplace. nated, during 2007 we established a branch at
4029 Chain Bridge Road in Fairfax City. This iseaded full-service branch and office facility.
We will continue to pursue key market locationsrew branch facilities.

Employees

As of December 31, 2008, the Bank had 38 full-tiamel three part-time employees,
compared to 40 full-time and four part-time empkyeat December 31, 2007. None of our
employees are represented by any collective bargaimit, and we believe that relations with
our employees are good.

Supervision and Regulation
General

We are a Virginia state chartered commercial bartkamember of the Federal Reserve
System (“Federal Reserve”) and our depositors msaréd by the Federal Deposit Insurance
Corporation (“FDIC"). The Federal Reserve and Yhgginia State Corporation Commission
(“State”) and its Bureau of Financial Institutiorgulate and monitor the Bank’s operations. The
Bank is required to file with the Federal Reserwarterly financial reports on its financial
condition and performance. The Federal ReservethedState conduct periodic onsite and
offsite examinations of the Bank. We must compithva wide variety of reporting requirements
and banking regulations.

The Federal Reserve, State and FDIC have the d@ythod responsibility to ensure that
financial institutions are managed in a safe anthdananner. They have the authority to prevent
the continuation of unsound and unsafe activitidglditionally, they must generally approve
significant business activities undertaken by friah institutions. Typical examples of
transactions requiring approval include opening nbranch locations, mergers, capital
transactions and major organizational structuregbs.

FDIC Insurance

The FDIC insures our deposits for a maximum of($Q60 per depositor based
on specific regulations governing FDIC insurandée Emergency Economic Stabilization Act
of 2008 temporarily raised the basic limit on fedeteposit insurance coverage from $100,000 to
$250,000 per depositor. The legislation provided the basic deposit insurance limit will return
to $100,000 after December 31, 2009. The legisiatiid not change coverage for retirement
accounts, which continues to be $250,000. In otdesffer FDIC insurance to depositors we
must comply with various FDIC rules and regulatiamsl pay periodic assessment fees to the
FDIC insurance fund. The rates charged by the FidrQdeposit insurance vary based on the
strength of the organization and the overall ecdnaiimate for insured institutions. Under the
current FDIC insurance guidelines, our assessed isahpproximately five basis points. The
FDIC may change the rates for insurance at thegretion to ensure fund solvency. With higher
levels of bank failures, the FDIC’s resolution sobfive increased significantly. In December
2008, the FDIC adopted a final rule increasing-baked assessment rates uniformly by 7 basis
points for the first quarter of 2009. As a resultder current FDIC insurance guidelines, our



assessed rate is approximately ten basis pointe FDIC also proposed changes to take effect
beginning in the second quarter of 2009 that waelguire riskier institutions to pay larger
assessments. The comment period for these prombsetjes ended on December 17, 2008.
The FDIC has not yet announced a final rule wipeet to these proposed changes.

On October 13, 2008, the FDIC adopted the Tempokagyidity Guarantee Program
(“TLGP”) because of disruptions in the credit madykgarticularly the interbank lending market,
which reduced banks’ liquidity and impaired theiiligy to lend. The goal of the TLGP is to
decrease the cost of bank funding so that bankidgntb consumers and businesses will
normalize. The TLGP is industry funded and doesraty on the FDIC’s Deposit Insurance
Fund to achieve its goals. The final rule impletmgnthe TLGP was approved by the FDIC
Board of Directors on November 21, 2008. The TLgBRsists of two components: a temporary
guarantee of newly-issued senior unsecured delbiteket October 14, 2008 and June 30, 2009
(the “Debt Guarantee Program”) and a temporarymitéd guarantee of funds in noninterest-
bearing transaction accounts at FDIC-insured intgtits (the “Transaction Account Guarantee
Program”). The Bank is participating in both ok$e programs and will be required to pay
assessments associated with the TLGP as follows:

e Under the Debt Guarantee Program, all newly-issesibr unsecured debt (as defined in
the regulation) between October 14, 2008 and JOne2B09 will be charged an
annualized assessment of up to 100 basis poinpeiideng on debt term) on the amount
of debt issued, and calculated through the matuldite of that debt or June 30, 2012,
whichever is earlier. The Bank has thus far issueduch senior unsecured debt and has
incurred no assessments under the Debt GuarardgeaRr.

» Under the Transaction Account Guarantee Progranguata exceeding the existing
deposit insurance limit of $250,000 in any noniesthearing transaction accounts (as
defined in the regulation) will be assessed an aliwed 10 basis points collected
quarterly for coverage through December 31, 2008e Bank has customer accounts
that qualify for this coverage with respect to whit has and will incur assessment
charges.

The FDIC is authorized to prohibit any FDIC-insuriedtitution from engaging in any
activity that the FDIC determines by regulationooder to pose a serious threat to the respective
insurance fund. Also, the FDIC may initiate enfarent actions against banks, after first giving
the institution’s primary regulatory authority appmrtunity to take such action. The FDIC may
terminate the deposit insurance of any depositwstitution if it determines, after a hearing, that
the institution has engaged or is engaging in @nsafunsound practices, is in an unsafe or
unsound condition to continue operations, or hakteéd any applicable law, regulation, order or
any condition imposed in writing by the FDIC. TiBank is not aware of any existing
circumstances that could result in terminationrof af the Bank’s deposit insurance.

Bank Capital Adequacy Guidelines

The Federal Reserve has adopted a risk-based apptmaards capital adequacy. The
risk-based capital measurements are used to abseaslequacy of a bank’s capital based upon
the risk profile associated with assets, liab#itéand off-balance sheet items.

The capital of an organization is grouped into twajor categories, Tier 1 and Tier 2.
Tier 1 capital includes common equity, retainedneeys and qualifying perpetual preferred
stock, less certain intangibles and other adjustsnefier 2 capital includes specific subordinated



debt, some hybrid capital instruments and othelifgirey preferred stock and a limited amount
of the loan loss allowance.

All assets and off-balance sheet items, such tesdaif credit, commitments, interest rate
swaps and other derivative instruments, are assigsk categories of 0%, 20%, 50% and 100%.
The assets are multiplied by assigned risk to deter risk-weighted asset position of an
organization to determine capital adequacy.

In addition to the risk-based capital ratios, tlegulators have established a Tier 1
Leverage Ratio to monitor capital adequacy. The reompares Tier 1 capital to quarterly
average assets as adjusted for disallowed itentisasugoodwill and deferred tax assets.

Regulators have also established minimum capitadsdor a bank. The Tier 1 Risk-
Based Capital Ratio must meet a minimum standart?afa Total Risk-Based Capital Ratio of
8% and a Tier 1 Leverage Ratio of 3% (for the nidghly rated banks; other organizations will
have a higher required Tier | Leverage Ratio). aAde novo institution, the Commonwealth of
Virginia requires the Bank to maintain a Tier 1 Eeage Ratio of 9% during the first three years
of operations. The Bank’s Tier 1 Leverage Ratig Wa.49%, 15.55%, and 20.99% at December
31, 2008, December 31, 2007, and December 31, 28§6ectively.

Section 38 of the Federal Deposit Insurance Aatireq each federal banking agency to
implement a system of prompt corrective actionrfgulated institutions. Each of the federal
banking agencies has promulgated regulations toitoroand enforce the capital adequacy
standards. Under the regulations, a bank is de¢oneet

» “well capitalized” if it has a Total Risk-Based Qb Ratio of 10% or more, a
Tier 1 Risk-Based Capital Ratio of 6% or more, erTl Leverage Capital Ratio
of 5% or more and is not subject to any writtenitedyprder or directive;

» ‘“adequately capitalized” if it has a Total Risk-BdsCapital Ratio of 8% or
more, a Tier 1 Risk-Based Capital Ratio of 4% orrena Tier 1 Leverage
Capital Ratio of 4% or more and is not subject iy aritten capital order or
directive;

» ‘“under-capitalized” if it has a Total Risk-Basedp@al Ratio of less than 8%, a
Tier 1 Risk-Based Capital Ratio of less than 4%naore, or a Tier 1 Leverage
Capital Ratio of less than 4%;

« “significantly under-capitalized” if it has a TotRlisk-Based Capital Ratio of less
than 6%, a Tier Risk-Based Capital Ratio of lesntB%, a Tier 1 Leverage
Capital Ratio of less than 3%; or

» “critically under-capitalized” if it has a ratio ¢dngible equity to total assets that
is equal to or less than 2%.

Regulators have broad powers under current fetiralo take prompt corrective action
to resolve problems of insured depository institosi The extent of the action depends on the
capital adequacy and other features of the orgaoizén question. As of December 31, 2008,
the Bank was considered “well capitalized.”
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Gramm-Leach-Bliley Act

The Bank is not affiliated with a bank holding camp or financial holding company.
The Gramm-Leach-Bliley Act (the “Act”) implementetajor changes to the statutory framework
for providing banking and other financial servitesghe United States. The Act, among other
things, eliminated many of the restrictions on ligfiions between banks and securities firms,
insurance firms and other financial service prosdeA bank holding company that qualifies as a
financial holding company will be permitted to eggan activities that are financial in nature or
incidental or complementary to financial activitieshe activities that the Act expressly lists as
financial in nature include insurance activitiespyiding financial and investment advisory
services, underwriting services and limited mercthmking activities.

Although the Act is considered one of the most ifiggnt banking laws since
Depression-era statutes were enacted, because sfrall size and recent organization, we do
not expect the Act to materially affect our prodydervices or other business activities. The
Bank does not believe that the Act will have a malt@dverse impact on our operations. To the
extent that it allows banks, securities firms amslrance firms to affiliate, the financial services
industry may experience further consolidation. Thk& may have the result of increasing
competition that we face from larger institutiomslather companies offering financial products
and services, many of which have substantiallytgrdmancial resources.

Payment of Cash Dividends

The Bank is subject to regulatory restrictions rdgay the payment of cash dividends.
Under such restrictions, the Bank may not, withptibr approval of our regulators, declare
dividends in excess of the sum of the current geaarnings plus the retained earning of the two
prior years. The regulators generally have ingidahat payment of cash dividends should be
consistent with the organization’s growth planspgpective rate of earnings, ongoing capital
needs, asset quality and the overall financial timmdof the organization. The Bank generated
start-up losses in 2004 and continues to have ivegadtained earnings at December 31, 2008,
and is not able to pay cash dividends to the hsldeits common stock.

Branching and Interstate Banking

The federal banking agencies are authorized to ompprinterstate bank merger
transactions without regard to whether such a &etitn is prohibited by the law of any state,
unless the home state of one of the banks has opteaf the interstate bank merger provisions of
the Riegle-Neal Interstate Banking and Branchinficiehcy Act of 1994 by enacting regulation
which applies equally to all out of state banks amgbressly prohibits merger transactions
involving out of state banks. Although states dogpt out of the Riegle-Neal Act by adopting a
law after the date of enactment of the Riegle-Naat and prior to June 1, 1997, the
Commonwealth of Virginia has enacted “opt in” lawsrmitting interstate bank mergers. Once a
bank has established branches in Virginia througmeerstate bank merger transaction, the bank
may establish and acquire additional branches gt lacation in the state where a bank
headquartered in the state could have establishadgoired branches under applicable federal or
state law. Additionally, Virginia laws permit oaf state banks to establish de novo branches in
Virginia.

Monetary Policy
The Federal Reserve implements a national monptdigy by its open market activities.

These activities include the purchase and salecofirgies to expand or contract the general
liquidity in the financial system. Additionallyhé Board of Governors of the Federal Reserve
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establishes a target federal funds rate and treouli$ rate. The actions taken by the Federal
Reserve will significantly impact the general legéinterest rates in the market place.

The Bank’s earnings are a function of differentiadgween interest rates. Depending on
the Bank’s asset/liability strategy, actions taksnthe Federal Reserve may have a positive or
negative effect on the Bank’s profitability. Wenoat predict the actions of the Federal Reserve
nor can we guarantee that our asset/liability stpatwill be appropriate in light of future action
taken by the Federal Reserve.

Community Reinvestment Act

The Community Reinvestment Act (the “CRA”) requitbat federal banking regulators
evaluate the record of financial institutions inetieg the credit needs of their local communities,
including low and moderate-income neighborhoodssistent with safe and sound operation of
the financial institution. These factors are alensidered in evaluating mergers, acquisitions and
applications to open a branch. The Bank receiveatiafactory CRA rating as of September 30,
2005, the date of the Bank's most recent compliaveduation.

Regulatory Enforcement Action

Banking laws and regulations provide substantigloreement powers to banking
regulators. The enforcement authority includesprgnother things, the ability to assess civil
money penalties, to issue cease and desist or ednooders and to initiate injunctive actions
against banking organizations and institution-@fld parties. In general, these enforcement
actions may be initiated for violations of laws aedulations and for unsafe or unsound banking
practices. Other actions or inactions may provie basis for enforcement action, including
misleading or untimely reports filed with regulat@uthorities.

Other Regulation

The Bank is subject to a variety of other regulatio State and federal laws restrict
interest rates on loans, potentially affecting imeome. The Truth in Lending Act and the Home
Mortgage Disclosure Act impose information requiesits on the Bank in making loans. The
Equal Credit Opportunity Act prohibits discrimiraii in lending on the basis of race, creed, or
other prohibited factors. The Fair Credit RepgtiAct governs the use and release of
information to credit reporting agencies. The Trit Savings Act requires disclosure of yields
and costs of deposits and deposit accounts. Qibesr govern confidentiality of consumer
financial records, automatic deposits and withdiawaheck settlement, endorsement and
presentment, and reporting of cash transactionscasred by the Internal Revenue Service.
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USA Patriot Act of 2001

In October 2001, the USA Patriot Act of 2001 (tfRatriot Act”) was enacted in response
to the terrorist attacks which occurred on Septenilie 2001. The Patriot Act is intended to
strengthen the ability of U.S. law enforcement aigshand the intelligence communities to work
cohesively to combat terrorism on a variety of feonThe potential impact of the Patriot Act on
financial institutions of all kinds is significargnd wide ranging. The Patriot Act contains
sweeping anti-money laundering and financial transpcy laws and imposes various
regulations, including standards for verifying oliédentification at account opening, and rules to
promote cooperation among financial institutiorsgulators and law enforcement entities in
identifying parties that may be involved in tersoni or money laundering. Although it does
create a reporting obligation and there is a cbsbmpliance, the Patriot Act does not materially
affect the Bank’s products, services or other lessractivities.

The Bank Secrecy Act

Under the Bank Secrecy Act (the “BSA”), a financiastitution is required to have
systems in place to detect certain transactiorsgedan the size and nature of the transaction.
Financial institutions are generally required t@pam cash transactions involving more than
$10,000 to the United States Treasury. In additforancial institutions are required to file
suspicious activity reports for transactions tmabive more than $5,000 and which the financial
institution knows, suspects or has reason to stisippolves illegal funds, is designed to evade
the requirements of the BSA or has no lawful puepos

Future Regulation

Banks are extensively regulated under both fedaraml state law. The foregoing
summary briefly describes the more significant mimns of applicable federal and state laws
and certain regulations and potential impact ohquovisions on the Bank. This summary is not
complete, and we refer you to the particular stayubr regulatory provisions or proposals for
more information. Because federal regulation péfficial institutions changes regularly and is
the subject of constant legislative debate, we aaforecast how federal regulation of financial
institutions may change in the future and impaetBlank’s operations.

Available Information

The Bank files annual reports on Form 10-K, quérteports on Form 10-Q, current
reports on Form 8-K and proxy statements with tberB of Governors of the Federal Reserve
System. The Bank also makes these filings availablthe Bank’s website at
http://www.mstreetbank.comnder “Corporate Information/Federal Filings”. pies of these
documents also can be obtained free of charge iipgvto the Bank’s Secretary at 727 Elden
Street, Herndon, Virginia 20170 or by calling 7084567
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ITEM 1A. RISK FACTORS
Not required.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not required.

ITEM 2. PROPERTIES

The Bank's headquarters space is a leased fullesetwranch and office facility of
approximately 10,000 square feet, located at 72iérkElStreet, Herndon, Virginia. In addition,
the Bank leases a full-service banking branch dfideofacility of approximately 2,500 square
feet, located at 4029 Chain Bridge Road, Fairfaixgixia. Details of these lease commitments
are provided in Note 13 to the Notes to Financtate3nents included in Item 8 of this Form 10-
K. We believe the properties are maintained indgoperating condition and are suitable and
adequate for our current operating needs.

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Bank may be involved inglitiion relating to claims arising out of
its normal course of business. In the opinion aehagement, final disposition of any pending
legal matters will not have a material adverse céffen our financial condition or results of
operations.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED
STOCKHOLDER MATTERS, AND ISSUER PURCHASES OF EQUITY
SECURITIES

Market Information

The Bank's common stock began trading on the Over CTounter (“OTC") Bulletin
Board under the symbol “MNSB.OB” on September 8020Prior to September 6, 2005, the
Bank had very limited trading activity.

The following table presents the high and low hiidgs per share of the Bank’s common
stock, as reported on the OTC Bulletin Board fazhequarter of 2008 and 2007. The high and
low bid prices of the common stock presented bekeflect interdealer prices and do not include
retail markups, markdowns or commissions, and neyeapresent actual transactions.

Bid Prices”
High Low Cash Dividend

1% Quarter 2007 ........... $ 13.70 $12.30

2" Quarter 2007 .......... 12.60 10.55 -

3% Quarter 2007 ........... 10.80 9.50 -

4" Quarter 2007 ........... 9.95 7.05 --

1°' Quarter 2008 ........... $ 8.25 740 -

2" Quarter 2008 .......... 8.25 7.00 -

3 Quarter 2008 ........... 7.25 6.00 -

4" Quarter 2008 ........... 6.25 4.21 --

(1) Note that this table may not reflect @linsactions in the Bank's common stock
between buyers and sellers.

Holders

As of February 24, 2009, there were 2,566,477 \(uiolg 136,055 nonvested shares)
shares of common stock issued and outstanding, hwhiere held by approximately 600
stockholders of record.

Dividends

The State’'s Bureau of Financial Institutions reséria bank’s ability to pay cash
dividends. The Bank is not eligible to pay castid#inds because of its status in the growth
cycle and the accumulated deficit from the starpbpse. Our current plans indicate that capital
retention is an important component of our ovegaliwth strategy. Based on our plans, we do
not anticipate declaring a cash dividend in theedeeable future. See also "Business --
Supervision and Regulation -- Payment of Cash Rivits" in Item 1.
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ITEM 6.

SELECTED FINANCIAL DATA

The following table sets forth selected historiibiahncial data for the years ended and as
of the dates indicated. The selected historicwrfcial data as of December 31, 2008 and 2007,
and for the years ended December 31, 2008, 200¥,2806 are derived from our audited
financial statements included in Item 8 of thisrRdt0-K. The selected historical financial data
as of December 31, 2006, 2005 and 2004 and foyehe ended December 31, 2006 and 2005
and the seven months ended December 31, 2004 areedddrom our audited financial
statements that are not included in this Form 10IKe information set forth below should be
read in conjunction with the financial statementstém 8 of this Form 10-K.

(000’s except share data)

2008 2007 2006 2005 2004
Operating Results:
Total interest income $10,178 $68,6 $ 7,304 $ 3,678 $ 564
Total interest expense 4,693 4,414 3,034 1,399 154
Net interest income 5,485 53,2 4,270 2,279 410
Provision for loan losses 385 328 264 409 285
Non-interest income 328 197 109 65 14
Non-interest expense 5,328 6189, 4,068 2,740 32B
Income taxes (benefit) 0 O O O O
Net income (loss) $ 100 $ a9 % 47 $ (805) $(1,190)
Per Share Data and Shares

Outstanding:

Basic earnings (loss) per share $ 0.04 $ (0.20) $ 0.02 $ (0.49) $ (0.95)
Diluted earnings (loss) per share $ 004 $ (0.20) $ 0.02 $ (0.49) $ (0.95)
Weighted average shares outstanding 2,425,6032,426,764 2,421,180 1,634,843 1229,
Cash dividends declared 0 O 0 O O
Financial Position:
Investments $ 30,464 $ 27,636 8831 $ 22,961 $ 20,804
Loans, net 141,599 111,605 1,584 53,841 20,432
Total assets 186,326 146,064 05,7129 82,904 46,211
Deposits 142,458 115,466 008, 55,558 35,674
Borrowings 21,881 8,639 5,742 5,742 O
Stockholders’ equity 21,429 28526 21,492 21,286 10,364
Performance Ratios:
Return (loss) on average assets 0.06% (0.39%) 0.05% (1.27%) (6.86%)
Return (loss) on average equity 0.47% (2.31%) 0.22% (5.78%) .([0P%)
Net Interest Margin 3.33% 4.17% 4.33% 3.68% 2.84%
Asset Quality Ratios:
Allowance for loan losses to loans 1.13% 1.14% 1.16% 1.27% 1.37%
Net charge-offs to average loans 0.04% O 0 O O
Nonperforming assets to total assets %0.22 0.17% 0 O O
Capital Ratios:
Tier 1 risk-based capital 15.03% .0B8% 23.82% 34.38% 35.33%
Total risk-based capital 16.11% 0%9% 24.83% 35.44% 36.30%
Leverage capital ratio 12.49% 15655 20.99% 28.04% 30.29%
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ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion is intended to assist ezadh understanding and evaluating the
Bank’s financial condition and results of operasionThis review should be read in conjunction
with the Bank’s financial statements and accompanyjiotes to Financial Statements contained
in Item 8 of this Form 10-K.

Forward-looking Statements

Some of the matters discussed in “Management’sudgon and Analysis of Financial
Condition and Results of Operations” and elsewlrethis Form 10-K includes forward-looking
statements. Forward-looking statements includéemsiants regarding profitability, liquidity,
allowance for loan losses, interest rate sensitivitarket risk and financial and other goals.
Forward-looking statements often contain words saglibelieves,” “expects,” “plans,” “may,”
“will,” “should,” “projects,” “contemplates,” “antiipates,” “forecasts,” “intends,” or other words
of similar meaning. You can also identify them thye fact that they do not relate strictly to
historical or current facts. The forward-lookingtements used in this Form 10-K are subject to
significant risks, assumptions and uncertaintiesjuding, among other things, the following
important factors that could affect the actual onte of future events:

e fluctuation in market rates of interest and loaml ateposit pricing, which could
negatively affect our net interest margin, assdtiateoon and income and expense
projections;

» continuing adverse changes in the overall nati@nomy as well as adverse
economic conditions in our specific market areathiwiNorthern Virginia and the
greater Washington, D.C. metropolitan area;

* maintenance and development of well-establishedvahgkd client relationships and
referral source relationships;

» acquisition or loss of key production personnel;
» competitive factors within the financial serviceglstry;

* monetary and fiscal policies of the U.S. governmértluding policies of the U.S.
Treasury and the Federal Reserve, and the impaengfpolicies or programs
implemented pursuant to the Emergency Economicilg&tion Act of 2008, and
continuing changes in regulatory requirements aslrictive banking legislation;
and

» continuing material changes in the real estate etarkthe greater Washington, D.C.
metropolitan area or the Northern Virginia submarkéich could have an adverse
impact on the Bank.

Because of these and other uncertainties, our lasgalts and performance may be
materially different from the results indicated twese forward-looking statements. In addition,
our past results of operations are not necessadigative of future performance.

We caution readers that the list of factors abeueot exclusive. These forward-looking
statements are made as of the date of this ForiK, Abxd we may not undertake steps to update
these forward-looking statements to reflect theaotf any circumstances or events that arise
after the date the forward-looking statements aadan
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Critical Accounting Estimates

The Bank’s accounting and reporting policies areagtordance with U.S. generally
accepted accounting principles (“GAAP”) and confdaiongeneral practices within the banking
industry. The Bank’s financial position and resufsoperations are affected by management’s
application of accounting policies, including esiies, assumptions and judgments made to
arrive at the carrying value of assets and lidbditatnd amounts reported for revenues, expenses
and related disclosures. Different assumptiorthénapplication of these policies could result in
material changes in the Bank’s financial positiow/ar results of operations. The accounting
policy that requires management’s most difficulthjective or complex judgments is the Bank’s
allowance for loan losses, which is described below

Allowance for Loan LossesThe allowance for loan losses is an estimate ofldkses
that may be sustained in the loan portfolio. Thewance is based on two basic principles of
accounting: (1) SFAS No. 5, “Accounting for Congémgies”, which requires that losses be
accrued when occurrence is probable and estimatde(2) SFAS No. 114, “Accounting by
Creditors for Impairment of a Loan”, which requirdst losses be accrued on loans that are
deemed to be impaired based on the differenceseketthe value of collateral, present value of
future cash flows or values that are observabthérsecondary market and the loan balance.

The Bank’s allowance for loan losses is the accatiaui of various components that are
calculated based on independent methodologies.cofiponents of the allowance represent an
estimation performed pursuant to either SFAS 5AS 114. Management's estimate of each
SFAS 5 component is based on certain observabke tiiat management believes are most
reflective of the underlying credit losses beintineated. This evaluation includes credit quality
trends; collateral values; loan volumes; borrowsd andustry concentrations; seasoning of the
loan portfolio; the findings of internal credit ditya assessments and results from external bank
regulatory examinations. These factors, as wehiasorical losses and current economic and
business conditions, are used in developing estitlass factors used in the calculations.

The Bank adopted SFAS No. 114, which has been asdemy SFAS No. 118,
“Accounting by Creditors for Impairment of a Loanincome Recognition and Disclosures.”
SFAS 114, as amended, requires that the impairafdoans that have been separately identified
for evaluation is to be measured based on the presdue of expected future cash flows or,
alternatively, the observable market price of themk or the fair value of the collateral. However,
for those loans that are collateral dependent (¢hat repayment of those loans is expected to be
provided solely by the underlying collateral) anor fwhich management has determined
foreclosure is probable, the measure of impairnetd be based on the net realizable value of
the collateral. SFAS 114, as amended, also rexjaieetain disclosures about investments in
impaired loans and the allowance for loan lossesiraerest income recognized on loans.

The allowance for loan losses is composed of Spemfserves and general reserves.
Specific reserves are determined monthly for eaeh based upon the loan risk rating, average
advance rate, collateral type, and in the casenefallment loans — past due and other
performance measures.

Reserves for commercial loans are determined blyiagpestimated loss factors to the
portfolio based on management’s evaluation and ‘greding” of the commercial loan portfolio.
Reserves are provided for noncommercial loan categasing estimated loss factors applied to
the total outstanding loan balance of each loaagoay. Specific reserves are determined on a
loan-by-loan basis based on management’s evaluafidghe Bank's exposure for each credit,
given the current payment status of the loan aedét market value of any underlying collateral.
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There are two primary components considered irrohiténg an appropriate level for the
general SFAS 5 reserve. A portion of the genarsgnve is established to cover the elements of
imprecision and estimation risk inherent in thecakdtions of the specific reserves described
above. The remaining portion of the general resdéimherent risk) is determined based upon
management’s evaluation of various conditions tua not directly measured by any other
component of the allowance for loan losses, indgdiurrent general economic and business
conditions affecting key lending areas, credit qudtends, collateral values, loan volumes and
concentrations, and results from credit reviewsxternal bank regulatory reviews.

While management uses the best information availebéstablish the allowance for loan
losses, future adjustment to the allowance may éeessary if economic conditions differ
substantially from the assumptions used in makivegaluations or, if required by regulators,
based upon information available to them at the tohtheir examinations. Such adjustments to
original estimates, as necessary, are made ingtiedpin which these factors and other relevant
considerations indicate that loss levels may veosnfprevious estimates.

Recent Accounting Pronouncements

For information regarding recent accounting prormaments and their effect on us, see
“Impact of Recently Issued Accounting Standards”Note 20 of the Notes to Financial
Statements contained in this Form 10-K.

Overview

For the year ended December 31, 2008 net incomest@3,410, compared to a net loss
of $496,289 for the year ended December 31, 208hahincome of $46,850 for the year ended
December 31, 2006. The basic and diluted inconss)Iper share was $0.04, ($0.20) and $0.02
for the years ended December 31, 2008, 2007 angl 28€pectively.

For the year ended December 31, 2008, the Bankierged a return on average equity
of 0.47%, compared to a loss on average equity3#92 for the year ended December 31, 2007,
and a return on average equity of 0.22% for the gaded December 31, 2006.

Total assets grew to $186.3 million at December2808, an increase of 27.5% over
December 31, 2007 total assets of $146.1 millidotal gross loans at December 31, 2008 were
$143.3 million, a 26.8% increase over total grasms of $113.0 million at December 31, 2007.
The significant growth in the loan portfolio is dtee strong relationships that management has
created with its customer base.

The allowance for loan losses was $1.6 million at&nber 31, 2008, or 1.13% of total
loans, compared to an allowance of $1.3 milliod.dn% of total loans at December 31, 2007. At
December 31, 2008, the Bank had two non-perforrtoags and no loans past due 90 days or
more. At December 31, 2007, the Bank had one mofegming loan and no loans past due 90
days or more.

Total deposits increased 23.4% to $142.5 millionDacember 31, 2008 over total
deposits of $115.5 million at December 31, 2007on{terest bearing deposits were $16.6
million and $16.2 million at December 31, 2008 &&tember 31, 2007, respectively.

Total stockholders’ equity increased to $21.4 wiiliat December 31, 2008 from $21.3

million at December 31, 2007. Total equity raishaing 2004 in the Bank’s initial stock
offering was $12.5 million, with net offering prasds of $12.3 million after deducting offering

-19-



costs. Additional equity of $12.7 million was malsduring 2005 through a secondary stock
offering, with net offering proceeds of $11.9 nutii after deducting offering costs.

The Bank is not aware of any current recommendstion any regulatory authorities,
which, if implemented, would have a material effentthe Bank’s liquidity, capital resources or
operations.

Results of Operations

Net Interest IncomeThe Bank reported net interest income of $5.3ignilfor the year
ended December 31, 2008, a 3.8% increase over 288¥interest income was $5.3 million for
the year ended December 31, 2007, a 23.3% incoe@sdhe $4.3 million in net interest income
recorded in 2006.

Average loans were $128.9 million, $99.4 millionda570.4 million for the years ended
December 31, 2008, 2007, and 2006, respectivehe rélated fees and interest income on loans
for the year ended December 31, 2008 was $8.6omjltompared to $8.4 million for the year
ended December 31, 2007 and $5.9 million for ther yexded December 31, 2006. The average
yield on loans was 6.70%, 8.43%, and 8.46% for 22087, and 2006, respectively. Interest on
investment securities and federal funds sold tdt&fe5 million, $1.3 million and $1.4 million in
2008, 2007 and 2006, respectively. The yield anirg assets was 6.17% in 2008 compared to
7.67% in 2007 and 7.41% in 2006.

Consistent with asset growth, interest-bearing igpdsources (deposits, purchased
funds, and other borrowings) grew to $147.7 millarDecember 31, 2008, an increase of 36.8%
over December 31, 2007. Interest-bearing fundimgces were $108.0 million at December 31,
2007, an increase of 47.7% over interest-bearingifig sources of $73.1 million at December
31, 2006.

Interest expense for all interest-bearing liatafitivas $4.7 million, $4.4 million, and $3.0
million for 2008, 2007 and 2006, respectively. Tost of interest-bearing liabilities was 3.58%,
4.71% and 4.45% in 2008, 2007 and 2006, respegtivel

At December 31, 2008, the Bank’s variable and fixate loan portfolio represented
70.17% and 29.83% of total loans, respectively, gamad to 71.48% and 28.52% of total loans,
respectively, at December 31, 2007 and 79.84% arikb%o, respectively, at December 31, 2006.
The Bank positioned its portfolio to be asset samsfor anticipated rate increases during 2005
and 2006. However, during 2007 the Bank began tphesize fixed interest rates and become
less asset sensitive. At the end of 2008 the Bamlained asset sensitive.

Net interest margin for 2008 was 3.33%, compareal tet interest margin of 4.17% and
4.33% in 2007 and 2006, respectively.

The following table illustrates average balancesotd! interest earning assets and total
interest-bearing liabilities for the periods inded, showing the average distribution of assets,
liabilities, stockholders’ equity and related inamnexpense and corresponding weighted average
yield and rates. The average balances used ire tteddes and other statistical data were
calculated using daily average balances. The Bwtk no tax exempt assets for the periods
presented.
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Average Balances, Interest Income and Expense and/érage Yield and Rates

Year Ended December 31, 2008

(000’s except percentages)

Year Ended December 31, 2007

Year Ended December 31, 2006

Average Income/ Yield/ Average Income/  Yield/ Average Income/ Yield/
Balance®  Expense Rate Balance® Expense  Rate Balance® Expense Rate
ASSETS:
Interest earning assets:
Loans® $ 12837z  $ 8,635 6.70% $ 99415  $ 8,3848.43% $ 70,36. $ 594¢  8.46%
Investment securities 261 1,310 5.01% 13,83¢ 663 4.79% 16,83« 78¢ 4.65%
Federal funds and repos sold 8% 233 2.36% 12,76: 621 4.87% 11,352 572 5.04%
Total interest earning assets 1854 10,178 6.17% 126,01 9,668 7.67% 98,54, 7,304 7.41%
Non-interest earning assets:
Cash and due from banks 53¢ 1,609 1,114
Premises and equipment 440 1,060 79z
Other assets n 931 78¢
Less: allowance for loan losses (1)441 (1,134) (846
Total non-interest earning assets 134, 2,46¢ 1,85(
Total Assets $ 16304 $ 128,48 $ 100,39

Liabilities and
Stockholders’ Equity:

Interest-bearing liabilities:

Interest-bearing demand deposits $ 469, $ 181 1.92% $ 8,18 $ 260 3.17% $ 791 $ 25t 3.24%
Money market deposit accounts w7 384 2.16% 11,657 442 3.80% 8,489 29¢ 3.51%
Savings accounts Bl€ 73 2.22% 2,941 121 4.11% 2,843 11€ 4.15%
Time deposits 8697 3,394 4.21% 63,130 3,2555.16% 43,19¢ 2,089 4.84%

Total interest-bearing deposits 1097 4,032 3.63% 85,91( 4,078 4.75% 62,443 2,761 4.42%
Federal funds and

repos purchased @11 24 1.09% 2,190 66 3.01% ¢ 1 5.56%
FHLB borrowings 170 637 3.60% 5,668 270 4.76% 5,718 272 ATT%
Total interest-bearing liabilities 13K1 4,693 3.58% 93,76¢ 4,414 4.71% 68,169 3,034 4.45%
Non-interest-bearing liabilities:
Demand deposit accounts 1865 12,67¢ 10,28
Other liabilities 83 55¢ 4@
Total non-interest-bearing
liabilities 16701 13,23: 10,70:
Stockholders’ Equity 284z 21,48( 21,52:
Total Liabilities and
Stockholders’ Equity $ 1684 $ 128,48 $ 100,39

Interest Rate Spread® 2.59% 2.97% 2.96%

Net Interest Income® $ 548t $ 5,25¢ $ 4,27(

Net Interest Margin © 3.33% 4.17% 4.33%

(1) Average balances are computed on a daily basis.

(2) Includes loans classified as non-accrual.

(3) Interest rate spread is the total interestime@xpressed as a percentage of average earnétg @ss total interest expense expressed asenpage of
average interest-bearing liabilities.

(4) Net interest income is interest income lessl ioterest expense.
(5) Net interest margin is net interest income regped as a percentage of average earning assets.

-21 -



The following table sets forth the dollar amountcbfanges in interest income, interest
expense and net interest income attributable tamel and rate between the years ended
December 31, 2008 and 2007, and the years endezhibec 31, 2007 and 2006, respectively.

(000's)
2008 Compared to 2007 2007 Compared to 2006
Increase (Decrease) Due to Increase (Decrease)du
Change in Change in
Volume Rate Total (1) Volume Rate Total (1)
Interest income:
Loans, net $ 2,181 $ (1,930% 251 $ 2456 % (21) $ 2435
Investment securities 616 31 647 (143) 23 (120)
Federal funds sold (142) (247)  (389) 71 (22) 914
Total interest income 2,655 (2,146) 509 2,384 (20) 2,364
Interest expense:
Interest-bearing demand
deposits 35 (114) (79) 9 (5) 4
Money market 177 (235) 58) 117 27 144
Savings 13 (61) (48) 4 1) 3
Time deposits 804 (665) 391 1,020 146 1,166
Federal funds purchased D 41) ( (42) 65 - 65
FHLB borrowings 447 (80) 367 (1) (1) (2)
Total interest expense 1,475 (1,196) 279 1,214 166 1,380
Increase (decrease) in
interest differential $ 1,180 $ (950) $230 $ 1,170 $ (186) $ 984
(1) The change in interest due to both volume yeldl/rate has been allocated to change due tone®land change due to

yield/rate in proportion to the absolute valueh® thange in each.

Interest Rate Sensitivity Analysis and Interest Ra¢ Risk Management

Management evaluates interest rate sensitivity gme@odic basis. As part of the
evaluation, management reviews the “static” gaptiposof the Bank. Business and pricing
strategies are adjusted based upon managementis ofielikely interest rate scenarios in
conjunction with the current balance sheet strectur

The following table illustrates the interest sawmiit gap position of the Bank at
December 31, 2008 and December 31, 2007. This falglsents a position that existed at one
particular day, that changes continually and tlsahdt necessarily indicative of the Bank’s
position at any other time.
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Interest Sensitivity Analysis
(000’s)
December 31, 2008
Maturing or Repricing

Within 4-12 1-5 Over
3 Months Months Years 5 Years Total
Interest Earning Assets:
Investment securities $ 851 $ 716 2986 $ 25,911 $ 30,464
Loans 104,394 841 31,946 6,020 143,201
Federal funds sold 919 H] 0 O 919
Total interest earning assets $ 106,164 $ 1,557 $34,932 $ 31,931 $ 174,584
Interest-bearing Liabilities:
Interest-bearing demand deposits $ 10,181 0 O O $ 10,181
Money market deposits accounts 16,267 a d ad 16,267
Savings accounts 2,820 0 0 a 2,820
Time deposits 30,735 $ 40,674 $25159 % O 96,568
Total interest-bearing deposits 60,003 40,674 5,15 O 125,836
FHLB Advances ad O 20,000 592 20,592
Securities sold under repurchase agreements
and other borrowings 1,289 O 0 a 1,289
Total interest-bearing liabilities $ 61,292 $ 4016 $ 45,159 $ 592 $ 147,717
Period Gap $ 44,872 $(39,117) $ (10,227) $33 $ 26,867
Cumulative Gap $ 44,872 $ 5,755 $ (@47 $26,867 $ 26,867
Cumulative Gap/Total Assets 25.70% 3.30% (2.56%) .39% 15.39%
(000’s)
December 31, 2007
Maturing or Repricing
Within 4-12 1-5 Over
3 Months Months Years 5 Years Total
Interest Earning Assets:
Investment securities $ 14,259 $ 1,791 $95 $ 10,890 $ 27,635
Loans 89,615 3,185 18,320 1,768 112,888
Federal funds sold 2,509 0 0 0 2,509
Total interest earning assets $ 106,383 $ 4,976 $ 19,015 $ 12,658 $ 143,032
Interest-bearing Liabilities:
Interest-bearing demand deposits $ 8,502 0 O O $ 8,502
Money market deposits accounts 13,394 a d d 13,394
Savings accounts 3,388 0 0 0 3,388
Time deposits 30,363 $ 29,042 $14,627 $ O 74,032
Total interest-bearing deposits 55,647 29,042 14,62 ad 99,316
FHLB Advances d a 5,000 642 5,642
Securities sold under repurchase agreements
and other borrowings 2,997 0 0 0 2,997
Total interest-bearing liabilities $ 58,644 $ 280 $ 19,627 $ 642 $ 107,955
Period Gap $47,739 $ (24,066) $ (612) $12,016 $ 35,077
Cumulative Gap $47,739 $ 23,673 $ 23,061 8B5 $ 35,077
Cumulative Gap/Total Assets 33.38% 16.55% 16.12% 524 24.52%
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At December 31, 2008, the cumulative gap positidhiw one year was $5.7 million or
3.29% of total earning assets compared to a cuimelgap position within one year of $23.7
million or 16.55% of total earning assets as of@weler 31, 2007. The positive gap suggests the
Bank is more sensitive to increasing interest raassassets will reprice faster than liabilities.
This measurement technique is common in the fimhreérvices industry; however, it has
limitations and is not our sole tool for measuringgrest rate sensitivity.

On a monthly basis, the Bank reviews the interessisivity of its balance sheet based
upon a static interest sensitivity gap report whinkeasures the cash flows and repricing
opportunities for the Bank's earning assets aret@st-bearing liabilities. The Bank reviews any
material mismatches and makes adjustments to mktmeet holdings in order to minimize the
Bank's exposure to interest rate risk.

As part of the interest rate risk management, thaekBtypically uses the investment
portfolio to balance its interest rate exposuréie Bank purchases or sells fixed or floating rate
investment products with longer or shorter duratjaas necessary. Additionally, the pricing of
deposits is adjusted within the market area to famoney market or certificates of deposit
depending on the need for floating or fixed rasilities. The pricing of loan products is a
function of interest rate risk management strategied the market conditions in the area. In
many cases, the objectives for interest rate nisknat consistent with the general market. An
example of this is that in a rising rate environméme loan customer typically prefers fixed rate
loans and the Bank typically desires floating datns. In this example, the Bank may need to
sell similar maturity certificates of deposit tddzce the interest rate risk for the fixed ratenloa

In 2004, the Federal Reserve Bank began to raisg-t&rm interest rates to slow the
overall economic conditions in the United StateBhe prime rate increased from 4.00% on
January 1, 2004 to 7.25% as of December 31, 200%8.25% as of December 31, 2006. This
trend was then reversed in September 2007 wheregtteates were lowered 50 basis points to
7.75% and to 7.25% as of December 31, 2007. Tledetreases continued during 2008 and the
prime rate was decreased to 3.25% by December ZD88.magnitude of the interest rate
changes has placed challenges on the interestrisktemanagement process. However, the
Federal Reserve Bank had lowered rates as lonegscn without going to a negative rate.

During 2005 and 2006 the Bank focused its loanfglast on floating rate loans. In
addition, the Bank invested in short duration inwvemnts to balance out the impact of the
increases in the prime rate and the federal fuatds rAs a result, the interest rate increases have
had a positive effect on the Bank’s net interestgima During 2007 the Bank began to focus on
fixed rate loans. During 2008 the Bank continuefbttus on fixed rate loans and also put floors
on new floating rate loans. This was in anticipatd the falling rate environment.

Provision for Loan LossesManagement provided $385,000, $328,000, and $264rD0
2008, 2007 and 2006, respectively, as provisiorldan losses. The Bank recognizes increases
in the allowance for loan losses based upon managesreserve methodology and analysis of
credit quality inherent in the loan portfolio andtmealizable value of collateral underlying the
loan.

Non-Interest Income.The Bank reported non-interest income of $327,&ik6He year
ended December 31, 2008, a 66.8% increase over. 280@-interest income was $196,557 for
the year ended December 31, 2007, an increase 7o8@&®8 from $109,191 for the year ended
December 31, 2006. The increase in non-interesinie is consistent with the growth in the
customer base. Being a new bank, some concedséimesbeen made on fees charged to new
customers in an effort to attract new customersur Rusiness strategy continues to focus on
attracting new customers.
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Non-Interest ExpenseThe Bank reported non-interest expense of $5liBomfor the
year ended December 31, 2008, a 5.4% decrease2l6ih Non-interest expense increased to
$5.6 million for the year ended December 31, 20@nf $4.1 million for the year ended
December 31, 2006. Salaries and benefits, theedargomponent of non-interest expense,
decreased by $116,460 in 2008 compared to 2007pritwerily to an increase in loan production
and therefore an increase in FASB 91 contra saapense and increased by $865,145 from
2006 to 2007, due primarily to increased staffiengls.

Income TaxesThe Bank did not record any tax expense or befwfithe periods ended
December 31, 2008, 2007 and 2006. Currently thekBas a net operating loss. As and when
appropriate, the Bank will book a tax asset. TlwkBhas a net operating loss carryforward of
approximately $2.3 million, which expires at vasotimes through 2024. See Note 11 of the
Notes to Financial Statements for further discussitincome taxes.

Analysis of Financial Condition

Investment SecuritiesThe securities portfolio consisted of securitesilable for sale
totaling $28.5 million and $26.5 million, at fainle, and Federal Home Loan Bank (“FHLB")
stock and Federal Reserve Bank stock totaling #illlon and $1.1 million at December 31,
2008 and 2007, respectively. Investment securdtieslable for sale represent 17.3% and 21.0%
of average interest earning assets in 2008 and, 2@8pectively. The Bank currently has no
investment securities held to maturity.

The Bank generally classifies investment securiigsavailable for sale under the
classifications required under SFAS 115. Availatile sale securities are held for indefinite
periods of time and are not intended to be heldn&durity and may be sold in response to
changes in interest rates, liquidity demands ahérdfactors. The portfolio is used to manage
excess liquidity and general liquidity needs adl asglother rebalancing needs as required by the
Bank’s overall asset/liability position.

The investment portfolio had unrealized losses1®6$233 and $94,526, net of tax, as of
December 31, 2008 and 2007, respectively.

The investment portfolio at December 31, 2008 dopth U.S. Government agency
securities, U.S. Government agency collateralizedrtgage obligations (‘CMOs”), U.S.
Government agency mortgage backed securities (“MB%®deral Reserve Bank stock and
FHLB stock. The Bank does not hold any derivatinetruments. The Bank’s investment
strategy includes purchasing investment secutiiasprovide good cash flow and an appropriate
rate of return consistent with the objective of mi@ining portfolio duration of less than four
years. The Bank actively manages its portfolioation and composition with the changing
market conditions and changes in balance sheetmiakagement needs. Additionally, the
securities can be used to pledge for certain bongtvansactions.
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The following table sets forth a summary of theestynent securities portfolio as of

December 31, 2008 and 2007:

(000's)

Investment Securities
December 31,

Available For Sale Securities
U.S. Government Agency Securities
U.S. Government Agency CMOs
U.S. Government Agency MBSs
Other MBS Securities

Total Available for Sale Securiti€s

FHLB and FRB Common Stock

Total Investment Securities

2008 2007

$ 2,010 $ 15,991

453 556

17,798 2,554

8,273 7,415

$ 28,534 $ 26,516

$ 1,930 $ 1,120

$ 30,464 $ 27,636

(1)

Available For Sale investments at fair market value

The following tables present the amortized cost esiiimated fair values of securities
available for sale at December 31, 2008 and DeceBhe2007, distributed based on contractual
maturity, and weighted average yields computed @ax &quivalent basis. Contractual maturities
of CMOs and MBSs are not reliable indicators ofrtegpected life because mortgage borrowers
have the right to prepay mortgages at any timedithahally, callable agency securities may be
called by the issuer prior to the contractual mgtur

(000's except percentages)

December 31, 2008

After 1 but After 5 but
Within Within After 10
Within 1 Year 5 Years 10 Years Years Total
Amount Yield Amount Yield Amount Yield Amount i¥d Amount Yield

U.S. Government

Agency Securities 0 0 ad 0 $ 1,995 5.33% 0 0 $ 1,995 5.33%
U.S. Government

Agency CMOs O O O O O O $ 461 4.18% 461 4.18%
U.S. Government

Agency MBSs 0 O $ 195 4.16% 0 0 17,421 5.30% 17,616 5.29%
Other securities O O 0 O O O 8,760 7.24% 8,760 7.24%
Total O O $ 195 4.16% $ 1,995 5.33% 26,642 5.92% $ 28,832 5.87%
Fair value m] $ 200 $ 2,010 $ 26,324 $ 28,534
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(000’s except percentages)

December 31, 2007

After 1 but After 5 but
Within Within After 10
Within 1 Year 5 Years 10 Years Years Total
Amount Yield Amount Yield Amount Yield Amount i¥d Amount Yield

U.S. Government

Agency Securities $12,997 3.76% 0 O $ 3,000 5.70% O O $ 15,997 4.12%
U.S. Government

Agency CMOs O O O O O O $ 570 4.18% 570 4.18%
U.S. Government

Agency MBSs O O $ 239 4.24% O m] 2,337 4.32% 2,576 4.32%
Other securities O O 0 O O O 7,516 5.46% 7,516 5.46%
Total $12,997 3.76% $ 239 4.24% $ 3,000 %70 $ 10,423 5.13% $ 26,659 4.52%
Fair value $12,993 $ 238 $ 2,998 $ 10,287 $ 26,516

Loan Portfolia At December 31, 2008, total gross loans were3&L#illion, a $30.3
million increase over December 31, 2007, and $148liibn at December 31, 2007, as compared
to $82.7 million at December 31, 2006. Averagesgrimans increased $29.5 million to $128.9
million during 2008 as compared to $99.4 millionda®70.4 million during 2007 and 2006,
respectively. The growth in gross loans is largelyesult of the Bank’'s continued lending
emphasis on loans to small businesses, primarithénform of commercial real estate loans,
construction loans, and commercial loans. At Ddwmn31, 2008, commercial and commercial
real estate loans represent 65.7% of the Banklis pmatfolio, compared to 63.0% at December
31, 2007. The mix of loans is evolving but will ¢cimue to have a concentration in investor held
commercial real estate loans and owner-occupiedr@naial real estate loans. The Bank’s loan
customers are generally located in Fairfax, Vimiahd the surrounding counties in the greater
Washington, D.C. metropolitan area.

The composition of the loan portfolio at Decem®eris as follows:

2008 2007

Real Estate Loans:

Residential real estate $ 27,223,724 $6821,993

Commercial real estate 77,815,146 , 788452

Construction 20,545,328 18,220,743
Total real estate 125,584,198 98,689,188
Commercial 16,356,664 12,431,364
Consumer 1,357,544 1,901,068
Total Loans 143,298,406 113,021,620
Less: unearned fees (77,629) (131,432)
Less: allowance for loan losses (1,621,314) (1,285,337)
Net Loans $ 141,599,463 $ 111,604,851

The Bank intends to continue focusing on commereial estate and commercial lending
during 2009. Commercial loans represented 11.4%efotal loan portfolio or $16.4 million at
December 31, 2008, and 11.0% of the total loarf@ator $12.4 million at December 31, 2007.
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At December 31, 2008, commercial real estate Idgeserally owner-occupied) were $77.8
million or 54.3% of the total loan portfolio, asropared to $58.8 million or 52.0% of the total
loan portfolio at December 31, 2007. At Decembker2Z)08, residential real estate loans (home
equity and fixed rate trusts) were $27.2 million18r0% of the total loan portfolio, as compared
to $21.7 million or 19.2% of the loan portfolio @ecember 31, 2007. Loans are made at both
fixed and variable interest rates, generally bageoh the prime rate as published in the Wall
Street Journal. At December 31, 2008, the Bankttiad gross loans with fixed interest rates of
$42.7 million or 29.83%, and total gross loans witltiable interest rates of $100.5 million or
70.17%, as compared to $32.2 million or 28.5% fixatk loans and $80.8 million or 71.5%
variable rate loans at December 31, 2007.

At December 31, 2008 and 2007, the Bank had appately $23.9 million and $19.3
million, respectively, of outstanding loan commitm® and standby letters of credit totaled
$775,244 and $501,476, respectively. Unused lafesredit totaled $7.0 million and $23.1
million at December 31, 2008 and 2007, respectively

The following table presents the maturities or i@pg periods of selected loans
outstanding at December 31, 2008:

(000’s)
Loan Maturity Distribution
December 31, 2008
After 1 Year

1 Year or Through 5 After 5
Less Years years Total Percent

Real Estate Loans:

Residential real estate $ 22,956 $ 2,564 $ 1,704 $27,224 19.0%

Commercial real estate 51,729 25,254 832 77,815 54.30

Construction 16,220 2,163 2,162 20,545 14.34
Commercial 13,345 1,690 1,322 16,357 11.44
Consumer 1,082 275 0 1,357 0.9%
Total $ 105,332 $ 31,946 $ 6,020 $143,298 100.00%
Loans with:

Fixed Rates $ 18,726 $ 18,003 $ 6,020 $ 42,749 29.838
Variable Rates 86,606 13,943 O 100,549 70.1%
Total $ 105,332 $ 31,946 $ 6,020 $143,298 100.00%

Percent 73.5% 22.2%% 4.20% 100.00%

Asset Quality.The loan portfolio has no loans past due 90 dayeare as of December
31, 2008 and 2007. At December 31, 2008 and 20® alowance for loan losses was $1.6
million or 1.13% of loans outstanding and $1.3 imill or 1.14% of loans outstanding,
respectively.

Non-performing Assets Loans are placed on non-accrual status whenaa ie
specifically determined to be impaired or when gpal or interest is delinquent 90 days or
more. The Bank had no restructured loans or atedrestate owned for all periods presented.
The Bank had no non-accrual loans at December(®16, dne non-accrual loan in the amount of
$243,648 at December 31, 2007, and two non-acdozads in the amount of $403,712 at
December 31, 2008.
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The Bank’s business processes closely monitor icaliff loans, and relationship officers
work with customers to resolve potential creditiessin a timely manner with minimum exposure
to the Bank. The Bank maintains a policy of addamgappropriate amount to the allowance for
loan losses to ensure an adequate reserve basttk @ortfolio composition, specific credit
extended by the Bank, and general conditions.

The following table represents an analysis of fl@vance for loan losses for the years
ended December 31, 2008 and 2007:

Allowance for Loan Losses

Year Ended Year Ended
December 31, December 31,
2008 2007
Balance, beginning of period $1,285,337 $957,337
Provision for loan losses 385,000 328,000
Charge-offs:
Commercial (49,023) 0
Real Estate O d
Consumer O O
Recoveries:
Commercial O O
Real Estate O O
Consumer d 0
Net Charge-offs 0 O
Balance, end of period $1,621,314 $1,285,337

The Bank experienced one charge-off during 2008h& amount of $49,023 and no
charge-offs during 2007.

A breakdown of the allowance for loan losses isviged in the following table.
However, the Bank’'s management does not believettizallowance for loan losses can be
fragmented by category with any precision that \wdeg useful to investors. The breakdown of
the allowance for loan losses is based primarilyruihose factors discussed above in computing
the allowance for loan losses as a whole. Becallsd these factors are subject to change, the
breakdown is not necessarily indicative of the gaitg of future loan losses.

-29-



(000’s except percentages)

Year Ended December 31, 2008

Year Ended DeceBih&007

Percent of Percent of
Loan Loans in Loan Loans in
Amount of  Amounts Each Amount of  Amounts Each
Loan Loss by Category by Loan Loss by Category by
Allowance Category Total Loans Allowance Category Total Loans
Real estate loans:
Residential real estate $  129% 27,224 19.00% $ 76 $ 21,683 19.19%
Commercial real estate 917 77,815 54.30% 735 58,786 52.01%
Construction 243 20,545 14.34% 189 18,221 16.12%
Commercial 319 16,357 11.41% 272 12,431 11.00%
Consumer 13 1,357 0.95% 13 1,901 1.68%
Total $ 1621 $143,298 100.00% $ 3,28 $113,022 100.00%

Deposits. The Bank seeks deposits within its market arepayyng competitive interest
rates, offering high quality customer service amsthg technology to deliver deposit services
effectively. Total deposits at the end of 2008 hemleased $27.0 million to $142.5 million from
$115.5 million at December 31, 2007, which wasramedase of 48.1% from $78.0 million at the
end of 2006. The Bank has seen growth in sevenglclategories over the periods compared.
Demand deposits, NOW, money market and certificatedeposit have all grown in proportion
to the overall Bank. Several key deposit gathennitiptives have allowed the Bank’s deposit

and customer base to continually expand.

The following table presents a summary of depagif3ecember 31:

Demand deposits
Noninterest-bearing
Interest-bearing

Savings accounts

Money market accounts

Time deposits of $100,000 or more

Time deposits of less than $100,000

Total

(000’s)
2008 2007

$ 16,622 $ 16,150
10,181 8,502
2,820 3,388
16,267 13,394

27,949 28,206

68,619 45,826

$ 142,458 $ 115,466

The following is a summary of the maturity distrilmn of time deposits at December 31,

2008:

(000’s except percentages)

Greater than or equal to

3 months or less

Over 3 through 6 months
Over 6 through 12 months
Over 12 months

Total

$100,000 Less than $100,000 Total
Interest Interest Interest
Balance Rate Balance Rate Balance Rate
$ 7,020 3.56% 23%616 2.42% $ 30,636 2.68%
734 7%01 10,453 3.04% 11,187 3.05%
15,142 R76 24,236 3.62% 39,378 3.67%
5,053 4.31% 10,314 4.34% 15,367 4.33%
$ 27,949 3.79% $ 68,619 3.22% $ 96,568 3.39%
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The Bank arranges for FDIC insurance for depositstas $50.0 million through the
Certificate of Deposit Account Registry Service P'8RS"), which provides for full FDIC
insurance on deposits up to $50.0 million througiingle banking relationship. Banks that offer
CDARS are members of a special network (Promontatgrfinancial Network). When a
customer places a large deposit with a network neenthat bank places deposited funds into
certificates of deposit issued by other banks énrtbtwork. This occurs in increments of less than
$250,000 to ensure that both principal and inteaesteligible for complete FDIC protection.
Then, through a sophisticated matching system, or&tvnembers exchange deposits. These
exchanges, which occur on a dollar-for-dollar habisng the full amount of our customer's
original deposit back to the Bank. The Promontotgrfinancial Network also offers member
banks an opportunity to participate in one-way csdeBanks can either accept deposits as a
surplus bank or place deposits in CDARS offeredblgks seeking funding without matching
funds. The Promontory Interfinancial Network paes the Bank an alternative source of
funding or investment opportunities, while at theme time increasing the level of FDIC
insurance available to deposit customers.

Brokered certificates of deposit allow the BanKund loan and investment growth with
a minimal impact on overall sales efforts. At Deber 31, 2008 and 2007, the Bank had $44.1
million and $22.6 million, respectively, in suchpdsits. At December 31, 2008 total CDARS
deposits had increased approximately $25.3 miltior$42.3 million, from $17.0 million at
December 31, 2007. During 2008, the Bank used CDARfosits as a cheaper alternative
funding source due to increased market competitibm.the competitive environment in the
Washington, D.C. metropolitan area, brokered dépadfer a reasonable funding alternative for
the Bank. As market conditions warrant and theuee sheet needs dictate, we may participate
in the wholesale certificates of deposit market.

Total deposits at the end of 2008 increased 2304%d42.5 million, from $115.5 million
at December 31, 2007, which was an increase oPd&am $78.0 million at the end of 2006
Deposit growth during 2008 and 2007 was due primado an increase in time deposits. At
December 31, 2008, total certificates of deposit imereased approximately $600,000 to $50.1
million, from $49.5 million at December 31, 2007hiah was an increase of $29.7 million from
$19.8 million at December 31, 2006.

Average balances in interest-bearing demand depogiteased $1.3 million or 15.6%
during 2008 compared to an increase of $266,008.4% during 2007. During 2008, the
average balance in money market accounts incred8dd million or 52.3% compared to an
increase of $3.2 million or 37.3% during 2007. efage savings account balances increased
$335,000 or 11.4% in 2008 compared to an increb$9&000 or 3.4% in 2007. Average time
deposits increased $17.5 million or 27.7% durin@®6ompared to an increase of $19.9 million
or 46.2% during 2007. During 2009, the Bank expetd continue pricing products
competitively.
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The following table details the average amountaofd the average rate paid on, the
following primary deposit categories for the pesaddicated:

(000’s except percentages)

Year ended Year ended Year ended
December 31, 2008 December 31, 2007 Decemb&@(BS,
Average Average Average
Amount Rate Amount Rate Amount Rate
Interest-bearing liabilities:
Demand deposits $ 9,462 1.92% $88,1 3.17% $ 7,916 3.24%
Money market accounts 17,757 2.16% 11,657 3.80% 8,489 3.51%
Savings accounts 3,276 2.22% 2,941 4.11% 2,843 4.15%
Time deposits 80,597 4.21% 63,130 5.16% 43,195 4.84%
Total interest-bearing deposits  $111,092 3.63%$ 85,910 4.75% $ 62,443 4.42%
Non-interest bearing liabilities 16,118 2,876 10,298
Total deposits $127,210 $ 98,586 $ 2,74

Purchased Funds.The Bank offers repurchase agreements (“repos’¢oimmercial
customers and affluent individuals. The reposddfered for convenience and security to larger
clients. There were eight customer repos as oebber 31, 2008 and seven as of December 31,
2007. The Bank does not have any open repos witkebdealers.

The Bank is a member of the FHLB. On April 7, 200t Bank entered into a five-year
fixed rate credit agreement (“FRC”) with the FHLB the amount of $5.0 million. Interest
accrues at the rate of 4.70% and is due April 2,0200n October 25, 2005, the Bank entered
into a fifteen-year principal reducing credit agremt (“PRC”) with the FHLB in the amount of
$750,000. Interest accrues at the rate of 5.2484sadue October 26, 2020. Principal reductions
occur monthly commencing on November 25, 2005héinamount of $4,167. The balance on the
PRC as of December 31, 2008 was $591,667.

On March 12, 2008, the Bank entered into a 2-yefnstable rate credit (“ARC”)
agreement in the amount of $5.0 million. Interastrues at the rate of 2.70% and is paid
guarterly, with the principal due March 12, 20X%0n March 12, 2008, the Bank entered into a 3-
year ARC in the amount of $5.0 million. Interestaues at the rate of 3.01% and is paid
guarterly, with the principal due March 14, 201h Karch 12, 2008, the Bank entered into a 4-
year ARC in the amount of $5.0 million. Interestciaues at the rate of 3.31% and is paid
guarterly, with the principal due March 12, 2012.

Interest expense on all borrowings totaled $66Q,&385,794, and $273,053 in 2008,

2007 and 2006, respectivelyan analysis of the purchased funds distributioprissented below
for the periods indicated:
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(000’s except percentages)

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2008 2007 2006
At Period End
FHLB Advances $ 20,592 $ 5,642 $ 5,692
Securities sold under repurchase agreements 1,289 2,997 50
Other borrowed funds O O O
Total at period end $ 21,881 $ 8,639 $ 5,742
Average Balances
FHLB Advances $ 17,708 $ 5,668 $18,7
Securities sold under repurchase agreements 2,151 2,164 0
Other borrowed funds 10 26 8
Total average balance $ 19,869 $ 7,858 $ 5,726
Average rate paid on all borrowed funds, end ofogler 3.29% 3.89% 4.75%
Average rate paid on all borrowed funds, duringtbeod 3.33% 4.27% 4.77%
Maximum outstanding during period $ 2062 $ 9,386 $ 5,742

Liquidity. The Bank’s overall asset/liability strategy take®iaccount the need for the
Bank to maintain adequate liquidity to fund asseiwgh and deposit runoff. The Bank's
management monitors the liquidity position daily éonjunction with the Federal Reserve
position monitoring. The Bank has unsecured arzursel credit lines available from the
Community Banker’s Bank, our primary correspondwantk. In addition the Bank has unsecured
lines of credit from The Banker's Bank and Pacifioast Bank. Additionally, the Bank may
borrow funds from the FHLB of Atlanta. The crediitilities are used in conjunction with the
normal deposit strategies, which include pricingraies to increase deposits as necessary. The
Bank can sell or pledge investment securities éater additional liquidity for the Bank. From
time to time the Bank may sell or participate amars to create additional liquidity as required.

Capital. The Bank’s stockholders’ equity increased to $2hidion at December 31,
2008, or 0.5%, from $21.3 million at December 3002 This increase in stockholders’ equity
was due primarily to net income during 2008.

The Bank formation commenced in 2003, and the Bardned for business on May 26,
2004. The organizers raised approximately $12 /5omiof capital through a common stock
offering which began with the sale of stock sulmmins. The subscription phase closed on
October 31, 2003. Following receipt of regulatapprovals, the Bank collected the balance of
the stock subscriptions, opening on May 26, 20@uring 2005 additional equity of $12.65
million was raised through a secondary common stdieking.

The Bank’s ability to pay cash dividends is resédcby banking regulations. The Bank
has not declared or paid cash dividends since fimeplt is the Bank’s general policy to retain
earnings to support future growth.

All banks are subject to risk-based capital guidedi These guidelines define capital as

Tier 1 and Total capital. Tier 1 capital consistcommon stockholders’ equity less intangibles;
and Total capital consists of Tier 1 capital plus &llowance for loan losses up to certain limits.
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The guidelines require a minimum Total Risk-Basegi@l ratio of 8%, and a minimum Tier 1
Risk-Based Capital ratio of 4%

The Bank’s risk-based capital ratios were as fal@vDecember 31:

2008 2007
Tier 1 capital: 15.03% 18.03%
Total capital: 16.11% 19.07%

Banks must also maintain a minimum leverage ratid%, which consists of Tier 1
capital based on risk-based capital guidelinesddi/by average assets

The Bank'’s leverage ratios were as follows at D31

2008 20C7

12.49% 15.55%

To be considered “well-capitalized”, an institutionust have a leverage ratio of at least
5%, Tier 1 capital ratio of at least 6% and a T&alk-Based Capital ratio of at least 10%. At
December 31, 2008 and December 31, 2007, the Baskcansidered “well capitalized” under
the risk-based capital guidelines adopted by thiews regulatory agencies.

Off-Balance Sheet Activities

The Bank enters into certain off-balance sheetngements in the normal course of
business to meet the financing needs of custoniérese off-balance sheet arrangements include
commitments to extend credit and standby lettersreflit which would impact the overall
liquidity and capital resources to the extent comids accept and or use these commitments.
These instruments involve, to varying degrees, etemof credit and interest rate risk in excess
of the amount recognized in the balance sheet.N&® 13 of the Notes to Financial Statements
for further discussion of the nature, business gsgpand elements of risk involved with these
off-balance sheet arrangements. With the excemtidhese off-balance sheet arrangements, we
have no off-balance sheet arrangements that haweoreasonably likely to have a material
current or future effect on our financial conditiazhanges in financial condition, revenues or
expenses, results of operations, liquidity, cagtqlenditures or capital resources.

Impact of Inflation, Changing Prices and Seasonaljt

The financial statements and related data preseh&din have been prepared in
accordance with GAAP which require the measurerogfibancial position and operating results
in terms of historical dollars, without consideringanges in the relative purchasing power of
money over time due to inflation.

Unlike industrial companies, virtually all the atssand liabilities of a financial institution
are monetary in nature. As a result, interestsrateve a more significant impact on a financial
institution’s performance than the effects of gehdevels of inflation. Interest rates do not
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necessarily move in the same direction or in thmeesanagnitude as the price of goods and
services, since such prices are affected by inflati

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET
RISK

Not required.
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
MainStreet Bank
Financial Statements

For the Years Ended December 31, 2008, 2007 and 800
With Report of Independent Registered Public Accouting Firm
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HB

Yount, Hyde & Barbour, P.C.
Certified Public Accountants
and Consultants

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
MainStreet Bank
Herndon, Virginia

We have audited the accompanying balance sheetof3#teet Bank as of December 31, 2008,
and the related statements of income, changesarelsblders' equity, and cash flows for the
years ended December 31, 2008. These financiehstats are the responsibility of the Bank’s
management. Our responsibility is to express aniap on these financial statements based on
our audits.

We conducted our audit in accordance with the stafsdof the Public Company Accounting
Oversight Board (United States). Those standadsire that we plan and perform the audit to
obtain reasonable assurance about whether the cifalastatements are free of material
misstatement. An audit includes examining, orsaliasis, evidence supporting the amounts and
disclosures in the financial statements. An aaldiv includes assessing the accounting principles
used and significant estimates made by managermemell as evaluating the overall financial
statement presentation. We believe that our guditides a reasonable basis for our opinion.

In our opinion, the financial statements referredibove present fairly, in all material respects,
the financial position of MainStreet Bank as of Baber 31, 2008, and the results of their
operations and their cash flows for the year erldedember 31, 2008, in conformity with U.S.
generally accepted accounting principles.

We were not engaged to examine management’'s assgiseimthe effectiveness of MainStreet
Bank's internal control over financial reporting aé December 31, 2008, included in the

accompanyingManagement’s Report on Internal Control over FinahcReporting and,
accordingly, we do not express an opinion thereon.

é/a«umﬁ//%e/z CM /&(q

Winchester, Virginia
February 24, 2009
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CHERRY
BEKAERT&.

HOLLAND

CERTIFIED PUBLIC
ACCOUNTANTS &
CONSULTANTS

Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
MainStreet Bank
Herndon, Virginia

We have audited the accompanying statements ofidiabcondition of MainStreet Bank (the
“Bank”) as of December 31, 2007 and 2006, and ¢leted statements of operations, changes in
stockholders’ equity, and cash flows for the ye¢hen ended These financial statements are the
responsibility of the Bank’s management. Our resfality is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting
Oversight Board (United States). Those standargigine that we plan and perform the audit to
obtain reasonable assurance about whether thecfalastatements are free of material
misstatement. An audit includes examining, onsai@sis, evidence supporting the amounts and
disclosures in the financial statements. An aaldib includes assessing the accounting principles
used and significant estimates made by managemsmgll as evaluating the overall financial
statement presentation. We believe that our apditside a reasonable basis for our opinion.

In our opinion, the financial statements referrecabove present fairly, in all material respects,
the financial position of MainStreet Bank as of Bieber 31, 2007 and 2006, and the results of
its operations and its cash flows for the yeara #eded in conformity with accounting principles
generally accepted in the United States of America.

/s/Cherry, Bekaert & Holland, L.L.P.

Vienna, Virginia
March 28, 2008
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MainStreet Bank
Statements of Financial Condition

December 31, 2008 2007
ASSETS
Cash and cash equivalents
Cash and due from banks $ 11,251,823 $ 52203
Federal funds sold 918,668 2,509,413
Total cash and cash equivalents 1241170, 4,584,708
Investment securities available for sale, at falue 28,534,376 26,515,630
Restricted stock 1,930,000 1,119,900
Loans, net of allowance for loan losses of $1,6P4,3 141,599,463 111,604,851
and $1,285,337, respectively
Premises and equipment, net 912,670 1,148,045
Accrued interest 807,122 785,447
Other assets 372,097 305,878
Total Assets $ 186,326,219 $ 146,064,459
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Non-interest bearing deposits $ 16,621,820 1%$,150,504
Saving and NOW deposits 13,001,030 89,984
Money market deposits 16,267,436 1302
Other time deposits 96,567,805 74,031,879
Total deposits 142,458,091 115,466,429
Securities sold under agreements to repurchase 1,289,451 2,997,190
Federal Home Loan Bank advances 20,591,667 5,641,667
Other liabilities 558,303 693,533
Total Liabilities 164,897,512 124,798,819
Commitments and Contingencies —
Stockholders’ Equity:
Common stock, $4 par value. (Authorized 5,000,000
shares; issued and outstanding 2,555,367 shares
(including 124,945 nonvested shares) for December 3
2008 and 2,434,673 shares for December 31, 2007) 9,721,688 9,738,692
Capital surplus 14,983,443 14,802,075
Accumulated deficit (3,080,191) (3,180,601)
Accumulated other comprehensive loss (94,526)
Total Stockholders’ Equity 21,428,707 21,265,640
Total Liabilities and Stockholders’ Equity $ 186,326,219 $ 146,064,459

The accompanying notes are an integral part oféHesancial statements.
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MainStreet Bank
Statements of Operations

Years Ended December 31, 2008 2007 2006
INTEREST INCOME:
Interest and fees on loans $ 8,635,381 $ 8,383,880 $ 5,949,412
Interest on investment securities 1,310,183 663,328 783,095
Interest on federal funds sold 232,476 621,414 1563
Total interest income 10,178,040 9,668,622 7,304,270
INTEREST EXPENSE:
Interest on savings and NOW deposits 253,926 380,70 373,973
Interest on money market deposits 384,121 442,512 297,945
Interest on other time deposits 3,394,318 3,255,169 2,088,827
Interest on securities sold under agreements tacbpse 23,230 64,277 13
Interest on Federal Home Loan Bank advances dmt ot
borrowings 637,404 271,517 273,040
Total interest expense 4,692,999 4,414,175 3,033,798
Net interest income 5,485,041 5,254,447 4,270,472
Provision for loan losses 385,000 328,000 264,000
Net interest income after provision for loan losses 5,100,041 4,926,447 4,006,472
OTHER INCOME:

Deposit account service charges 198,212 147,802 39,070
Other operating income 129,604 48,755 70,121
Total other income 327,816 196,557 109,191

OTHER EXPENSES:
Salaries and employee benefits 2,969,042 3,085,502 2,220,357
Occupancy expenses 451,393 415,426 265,197
Equipment expenses 414,357 366,639 290,801
Advertising and marketing 70,063 154,978 184,838
Outside services 328,845 427,006 333,739
Franchise tax 206,783 213,707 152,092
Data processing 364,708 363,341 250,163
Other operating expenses 522,256 592,694 371,626
Total other expenses 5,327,447 5,619,293 4,068,813
INCOME (LOSS) BEFORE INCOME TAXES 100,410 (496,289) 46,850
Benefit from income taxes 0 O O
NET INCOME (LOSS) $ 100,410 $ (496,289) $ 46,850
Net income (loss) per common share, basic andedilut $ 0.04 $ (0.20) $ 0.02
Weighted average number of shares 2,425,603 2,426,764 2,421,180

The accompanying notes are an integral part ofélfesmncial statements.
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MainSteet Bank

Statements of Changes in Stockholders’ Equity

Accumulated

Other Total
Accumulated Comprehensive  Stockholders’
Common Stock Capital Surplus Deficit Loss Equity
Balance at December 31, 2005 $ 9,656,836 $14,609,248 $(2,731,162) $ (248,49t $21,286,424
Issuance of restricted stock grants 39,824 (39,824) ] m] m]
Forfeiture of restricted stock grants (7,200) 7,200 O O O
Vesting of restricted stock grants 0 56,940 0 O 56,940
Stock based compensation expense
related to employee stock options O 53,584 O O 53,584
Comprehensive income:
Net income O O 46,850 m] 46,850
Unrealized holding gains on securities
net of income tax expense of $24,759 m] 0 0 48,06. 48,062
Balance at December 31, 2006 9,689,460 14,687,148 (2,684,312) (200,436 21,491,860
Issuance of restricted stock grants 62,760 (62,760) ] ] ]
Forfeiture of restricted stock grants (13,528) 13,528 O O O
Vesting of restricted stock grants 0 124,555 0 O 124,555
Stock based compensation expense
related to employee stock options O 39,604 O O 39,604
Comprehensive income (loss):
Net loss 0 O (496,289) O (496,289)
Unrealized holding gains on securities
net of income tax expense of $54,560 0 0 0 105,91 105,910
Balance at December 31, 2007 $ 9,738,692 $ 14,802,075 $(3,180,601) $  (94,52€ $21,265,640
Vesting of restricted stock grants 58,740 (58,740) O O O
Restricted stock adjustment (75,744) 140,941 ] m] 65,197
Stock based compensation expense
related to employee stock optior,
net of forfeiture 0 (25,178) O a (25,178)
Amortization of unearned compensation,
Restricted stock awards O 124,345 ] m] 124,345
Comprehensive income (loss):
Net income O m] 100,410 m] 100,410
Unrealized holding losses on securities
net of income tax benefit of $52,395 0J 0J 0J (101,707 (101,707)
Balance at December 31, 2008 $9,721,688 $ 14,983,443 $ (3,080,191) $ (196,23¢ $21,428,707

The accompanying notes are an integral part ofeffagncial statements.
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MainStreet Bank
Statements of Cash Flows

Year Ended December 31, 2008 2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 100,410 $ (496,289) $ 46,850
Adjustments to reconcile net income (loss) to reshcprovided
by operating activities:
Depreciation, amortization, and accretion 363,637 316,887 284,876
Provision for loan loss 853000 328,000 260,
Stock based compensation expense 99,167 128,919 79,649
Changes in assets and liabilities
Increase in accrued interest andrathceivables (21,675) (123,629) (268,835)
(Increase) decrease in other assets (13,825) 9,679 (17,782)
(Decrease) increase in other litibgi (70,034) 19w7 178,263
Net cash provided by operating activities 842,680 361,314 567,021
CASH FLOWS FROM INVESTING ACTIVITIES:
Maturity of investment securities available foresal 33,750,000 34,500,000 29,000,000
Purchase of investment securities available fa sal (39,070,332) (46,472,421) (27,983,269)
Payments on investment securities available far sal 3,100,709 2,733,281 3,814,784
Net increase in loan portfolio (30,372p1 (30,398,384) (27,957,129)
Purchase of restricted stock (810,100) (24,300) (73,900)
Redemption of restricted stock O 1,400 O
Purchase of premises and equipment (81,485) (619,892) (B8m)

Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:

Net change in cash realized from:
Net increase in non-interest bearing deposits
Net increase in interest bearing savings ame tleposits
Net (decrease) increase in securities soléuagreements
to repurchase
Net increase (decrease) in Federal Home La@ark Bdvances
Vesting of restricted stock grants

Net cash provided by financing activities

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

Supplemental Disclosure of Cash Flow Information
Income taxes paid
Interest paid

Net unrealized gain (loss) on securities availfdneale

(33,490,820)

(40,280,316)

(23,463,322)

471,316 5,540,921 1,645,011
26,520,346 33,996 20,796,124
(1,707,739) 2,947,177 50,013

14,950,000 (50,000) (50,000)
O 35,240 30,875
40,233,923 40,399,294 22,472,023
7,585,783 480,292 (424,278)
4,584,708 4,104,416 4,528,694
$ 12,170,491 $ 4,584,708 $4,104,416
0 O O
$ 4,765,951 $ 4,283,307 $ 2,862,789
$ (154,102) $ 160,470 $ 72821

The accompanying notes are an integral part oféHemncial statements.
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MainStreet Bank
Notes to Financial Statements
For the Years Ended December 31, 2008, 2007 and 800

Note 1 - ORGANIZATION

MainStreet Bank (the “Bank”) is headquartered inrriden, Virginia where it also operates a branch.
During the period from March 28, 2003, the daténebrporation, to March 16, 2004, the date the Bank
received the charter from the Bureau of Finanaistifutions of the Commonwealth of Virginia (the
“Bureau”), the Bank devoted its efforts to acte#finecessary to commence operations as a bank. The
Bank commenced regular operations on May 26, 20@# is supervised by the Bureau of Financial
Institutions of the Commonwealth of Virginia andeThederal Reserve Bank of Richmond. The Bank is
a member of the Federal Reserve System and thedrddeposit Insurance Corporation. The Bank
places special emphasis on serving the needs nfidodls, and small and medium-sized business and
professional concerns in the Washington, D.C. npelitan area.

Note 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting— The accounting and reporting policies of the lBawonform to accounting
principles generally accepted in the United Stafe&merica and to general practices within the liagk
industry.

Cash and cash equivalents For the purpose of presentation in the Statemdn@ash Flows, the Bank
has defined cash and cash equivalents as thosentsrinduded in the balance sheet captions “Cagh an
due from banks” and “Federal funds sold.”

Investment securities— The Bank’s investment securities are classifisdeither held-to-maturity,
available-for-sale or trading. At December 31, &6dd 2007, the Bank held no securities classHied
held-to-maturity or trading.

Securities which are not classified as held-to-migtuare included as securities available-for-sale.
Securities available-for-sale are reported at faarket value. Any unrealized gain or loss, net of
applicable income taxes, is reported as a sepadutition to or reduction from stockholders’ equity.
Gains and losses arising from the sale of secsidti@ilable-for-sale are recognized based on tbeifsp
identification method on a trade-date basis anlidez in results of operations.

Securities held-to-maturity includes securitieschased with the ability and positive intent to hadd
maturity. Debt securities are stated at historboat adjusted for amortization of premiums and et

of discount. Any investment security, for whichetb has been a value impairment deemed by
management to be other than temporary, is writtemndo its estimated market value or fair valuehveit
charge to current operations.

Purchase premiums and discounts are recognizettdrest income using the interest method over the
terms of the securities. Declines in the fair eabf held-to-maturity and available-for-sale setiesi
below their cost that are deemed to be other tiapaorary are reflected in earnings as realizecgtosin
determining whether other-than-temporary impairmerists, management considers many factors,
including (1) the length of time and the extentwthich the fair value has been less than cost,H@) t
financial condition and near-term prospects of igseier, and (3) the intent and ability of the Baok
retain its investment in the issuer for a periodimie sufficient to allow for any anticipated reewy in

fair value. Gains and losses on the sale of d@esi@re recorded on the trade date and are dedmi
using the specific identification method.
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Restricted equity securities consist of the Fed@eslerve Bank and Federal Home Loan Bank of Atlanta
stock in the amount of $676,800 and $1,193,40(@ees/ely, as of December 31, 2008, compared to
$669,100 and $450,800, respectively, as of Decen3fier2007. Restricted equity securities also

consisted of $59,800 in Community Bankers BankkstacDecember 31, 2008. This restricted stock is
recorded at cost because its ownership is restrane it lacks a market for resale. The Bank dgired

to maintain Federal Reserve Bank stock at a lelv6%o of capital and surplus. The Federal Home Loan
Bank requires the Bank to maintain stock in an amh@gual to 4.5% of outstanding borrowings and

0.20% of total assets.

Eight specific loans comprised of both commercéall restate loans and multifamily first mortgagenoa
and four securities with an amortized cost of $16ition and a fair value of $16.5 million were diged

as collateral to secure Federal Home Loan Bankrashsgmat December 31, 2008. Six specific loans
comprised of both commercial real estate loans mundtifamily first mortgage loans were used to
collateralize Federal Home Loan Bank advances aeideer 31, 2007. Several securities with an
amortized cost of $2.3 million and $4.5 million aadair value of approximately $2.2 million and $4.
million were pledged as collateral to secure custorepurchase agreements at December 31, 2008 and
2007, respectively. There were no securities mddas collateral at December 31, 2008 and 2007 to
secure purchases of federal funds or to securécpiggbosits.

L oans —Loans are stated at unpaid principal balances thesallowance for loan losses, net of deferred
loan fees and unearned income. All loans which3@rer more days past due at the end of each month
will be reported to the Board of Directors. Norcia@l loans are loans that are on cash basis atiimgun
because of (a) deterioration in the financial cbadiof the borrower, (b) payment in full of pripei or
interest is not expected, or (c) principal or iettrhas been in default for 90 days or more (urthestoan

is well secured and in the process of collectiamd collection of all principal or interest is desin
unlikely. A loan will automatically be placed ommaccrual when principal or interest is past-dQe 9
days or more unless the Management Loan Commigtrdines the loan is both well secured and in the
process of being collected. In this case, the l@#incontinue to accrue interest in spite of i@spdue
status. A loan will be returned to accrual statwsl principal and interest has been brought eatrand

the borrower has resumed paying the full amounsabifeduled contractual principal and interest and
continued ability to repay is apparent. It is Bamilicy to charge-off loans whose collectibility is
sufficiently questionable and can no longer beiffestas an asset on the balance sheet. To deteiifra
loan should be charged-off, all possible sourcegphyment are analyzed, including: (1) the podéfor
future cash flow, (2) the value of the Bank’s ctdtal, and (3) the strength of co-makers or guarant
All principal and previously accrued interest isaghed to the allowance for loan losses. All future
payments received on the loan are credited tolknance for loan loss as a recovery.

Impairment of a loan —A loan is impaired when it is probable that the Baiill be unable to collect all
amounts due according to contractual terms of ten lagreement, including contractual interest
payments. Impairment is measured as the differbat@een the recorded investment in the loan amd th
present value of expected future cash flows dismliat the loan’s effective interest rate or thanle
observable market price. If repayment of the I@axpected to be provided by the underlying caitdte
impairment is based on the fair value of the cetlat Impairments are charged to the allowancéofom
losses.

Allowance for loan losses— The allowance for loan losses is maintained aewel which, in
management’s view, is adequate to absorb credsietognherent in the loan portfolio. Management
determines the adequacy of the allowance basedewiews of individual credits, recent loan loss
experience, current economic conditions, the volugnewth, and composition of the loan portfoliodan
relevant factors. When appropriate, the provisimmgsbased on management’s estimate of net relaizab
value or fair value of the collateral underlyingtlvans. The allowance is increased by a provifion
loan losses, and reduced by charge-offs, net ofvezes.
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Interest income on loans- Interest on loans is accrued and credited tonirecasing the simple-interest
method on daily balances of the principal amourttanding. The accrual of interest on loans is
discontinued when, in the opinion of managememtglis an indication that the borrower may be umabl
to meet payments as they become due. Upon suabndiisuance, all unpaid accrued interest is rederse

Loan origination and commitment fees and certain riated direct costs -Loan origination and
commitment fees charged by the Bank and certagctipan origination costs are deferred and the net
amount is amortized as an adjustment of the relltad’s yield. The Bank is amortizing these net
amounts over the life of the related loans orhin¢ase of demand loans, over the estimatedNiét.fees
related to standby letters of credit are recognmext the commitment period.

Premises and equipment Premises and equipment are stated at costadessulated depreciation and
amortization computed principally on the straightlbasis over the estimated useful life of eadetas
which ranges from three to seven years. Leasahgidovements are amortized over the shorter of the
related lease term or the estimated useful livethefimprovements. Construction in progress inetud
assets which will be reclassified and depreciatest @laced into service.

Repurchase agreements The Bank routinely enters into repurchase agre&ngith customers, which
are included in the balance sheet line item “séesrisold under agreements to repurchase”. Asqgbart
the repurchase agreements, the Bank uses markatabstment securities from its investments poidfol
as collateral for the customer repurchase agreemeithe Bank had eight outstanding repurchase
agreements at December 31, 2008 and seven at Dec&hb2007. The rate of interest incurred under
these borrowings fluctuates in response to maeditions.

Income taxes —The Bank uses an asset and liability approaclman€ial accounting and reporting for
income taxes. Deferred income tax assets anditiebiare computed for differences between the
financial statement and tax bases of assets dpitities that will result in taxable or deductibdenounts

in the future. The principal items relate primatid differences between the allowance for loarsdss
net operating loss carryforwards, deferred loars,feed accumulated depreciation and amortization.
Valuation allowances are established when necetsaeguce deferred tax assets to the amount eegbect
to be realized. Income tax expense is the taxlgayar refundable for the period plus or minus the
change during the period in deferred tax assetdianitities.

When tax returns are filed, it is highly certaimtttsome positions taken would be sustained upon
examination by the taxing authorities, while othare subject to uncertainty about the merits of the
position taken or the amount of the position thauld be ultimately sustained. The benefit of a tax
position is recognized in the financial statemeantghe period during which, based on all available
evidence, management believes it is more likelynthat that the position will be sustained upon
examination, including the resolution of appealditagygation processes, if any. Tax positions takea

not offset or aggregated with other positions. Tmositions that meet the more-likely-than-not
recognition threshold are measured as the largestat of tax benefit that is more than 50% likefy o
being realized upon settlement with the applicédméng authority. The portion of the benefits asated
with tax positions taken that exceeds the amourtsomed as described above is reflected as a tiataili
unrecognized tax benefits in the accompanying loalssheet along with any associated interest and
penalties that would be payable to the taxing aittes upon examination.

Interest and penalties associated with unrecognpetbenefits are classified as additional income$
in the statement of income.

Comprehensive income- Statement of Financial Accounting Standards S No. 130, “Reporting
Comprehensive Income”, establishes standards fartiag and presentation of comprehensive income
and its components in a full set of general purgimemncial statements. The Bank is required tasifs
items of other comprehensive income (such as nedalined gains (losses) on securities available for
sale) by their nature in a financial statement preent the accumulated balance of other comprifeens
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income separately from retained earnings and additi paid in capital in the equity section of a
statement of financial position.

Stock-based compensation Effective January 1, 2006, the Bank adopted theigians of SFAS No.
123(R), “Share-Based Payment,” (“SFAS 123(R)"), athiequires the Bank to recognize expense related
to the fair value of share-based compensation anardet income.

Prior to January 1, 2006, the Bank accounted $oshtare-based compensation plan under the reangniti
and measurement principles of APB Opinion No. Z&counting for Stock Issued to Employees”, and
related Interpretations. Accordingly, stock congmion expense was not recognized in net income, as
all options granted under the plan had an exengig® equal to the market value of the underlying
common stock on the date of grant. However, p@iod financial statements included pro forma
disclosures of the effect on net income and easniper share if the Bank had applied the fair value
recognition provisions of SFAS No. 123, “Accountifay Stock-Based Compensation”, to share-based
compensation.

The Bank has elected to follow the modified prospedransition method allowed by SFAS 123(R) and,
therefore, applied the provisions of SFAS 123(Raweards modified or granted after January 1, 2006.
Awards that were issued prior to January 1, 2086lred in additional compensation expense of $33,17

in 2006. The adoption of SFAS 123(R) resultedrinadditional expense in 2006 and 2007 of $20,409
and $39,604, respectively, related to the expensirggock options. During 2008, the adoption of SFA
123(R) resulted in an additional expense of ($28),17et of forfeitures, related to the expensingtotk
options. Future levels of compensation cost reizeghrelated to share-based compensation awards may
be impacted by new awards and/or modification, relpases and cancellations of existing awards after
the adoption of this standard.

Net income (loss) per share Net income (loss) per common share has been deetnunder the
provisions of SFAS No. 128, “Earnings Per Sharé&SFAS 128") and has been computed based on the
weighted average common shares outstanding dummgear (2,425,603 for 2008, 2,426,764 for 2007,
and 2,421,180 for 2006). Diluted earnings per eshiaflect additional common shares that would have
been outstanding if dilutive potential common shanad been issued, as well as any adjustment to
income that would result from the assumed issuance.

The only potential dilutive stock of the Bank adimied in SFAS 128 is stock options and restrictedls
granted to various directors, officers, and empisyef the Bank.

Off-balance sheet instruments— In the ordinary course of business, the Bank drasred into off-
balance sheet financial instruments consistingoshroitments to extend credit, commercial letters of
credit, and standby letters of credit. Such fir@ninstruments are recorded in the financial stetiets
when they are funded or related fees are incunredoived.

Advertising and marketing expense- Advertising and marketing costs are expenseédcasred.

Use of estimates— The preparation of financial statements in confty with accounting principles
generally accepted in the United States of Amerequires management to make estimates and
assumptions that affect the reported amounts etassd liabilities and disclosures of contingessess
and liabilities at the date of the financial stagens and the reported amounts of income and expense
during the reporting period. Actual results codiffer from the estimates.

Material estimates that are particularly suscegttblsignificant change relate to the determinatibthe
allowance for losses on loans and the valuatiorealf estate acquired in connection with foreclosune

in satisfaction of loans. In connection with thetetmination of the allowances for losses on loans,
management obtains independent appraisals folfisgmi properties.
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Note 3 — RESTRICTIONS ON CASH

To comply with Federal Reserve regulations, the Benrequired to maintain certain average cash
reserve balances. The daily average cash reseudraments were approximately $539,000 and
$452,000 for the weeks including December 31, 20@BDecember 31, 2007, respectively.

Note 4 - INVESTMENT SECURITIES

The amortized cost, unrealized holding gains arsdds, and the fair value of investment securities a
December 31, 2008 and 2007, are summarized asviollo

Gross
Amortized Unrealized Fair
Classified as Available for Sale Cost Gains Losse Value
December 31, 2008
Collateralized Mortgage Backed $ 26,836,275 $246,015  $(557,723) $26,524,567
U.S. Government Agencies 1,995,422 4,387 0 2,009,809
Total $ 28,831,697 $260,402  $(557,723) $28,534,376
Gross
Amortized Unrealized Fair
Classified as Available for Sale Cost Gains Losse Value
December 31, 2007
Collateralized Mortgage Backed $ 10,662,039 $ 1,133  $(138,372) $10,524,800
U.S. Government Agencies 15,996,812 O (5,982) 15,990,830
Total $ 26,658,851 $ 1,133  $(144,354) $26,515,630

The scheduled maturities of investment securitiéegember 31, 2008 were as follows:

Available-for-sale securities

Amortized Cost Fair Value
Due in one year or less O O
Due after one year through five years $ .,0488 $ 200,143
Due after five years through ten years 1,995,421 2,009,809
Due after ten years 26,641,198 26,324,424
Total $ 28,831,697 $ 28,534,376

The following table presents the fair value andealized losses for available-for-sale securitiesading
category at December 31, 2008:

Securities With Unrealized Losses

Less than 12 months 12 months or more Total
Gross Gross Total Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Securities available for sale:

Collateralized Mortgage Backed $ 4,841,825 $(118,550) $5,171,997 $(439,173) $ 10,013,822 $(557,723)

The following table presents the fair value andealized losses for available-for-sale securitieading
category at December 31, 2007:
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Securities With Unrealized Losses

Less than 12 months 12 months or more Total
Gross Gross Total Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Securities available for sale:

Collateralized Mortgage Backed $ 861,625 $(17,171) $8,955,170 $(121,201) $ 9,816,795 $(138,372)

U.S. Government Agencies 15,990,830 (5,982) O O 15,990,830 (5,982)

Total securities available for sale $16,852,455 $ (23,153) $8,955,170 $(121,201) $ 25,807,625 $(144,354)

The factors considered in evaluating for impairmientude the length of time and extent to which the
fair value has been less than cost; the financatlition and near-term prospects of the issuer;thad
intent and ability to retain the security in orderallow for an anticipated recovery in fair valu&he
$439,173 in unrealized losses that have existe@Zaronsecutive months or more at December 31, 2008
are due to increases in market interest rates snda due to underlying credit concerns of thedss
and, therefore, the Bank has concluded that northeofecurities in the available for sale portfaie
other-than-temporarily impaired at December 31,8200he Bank has the intent and ability to holdsthe
securities until maturity or a recovery in valuehere was no sale of securities in 2008 and 2007.

Note 5 — LOANS

Loans are summarized as follows at December 31,

2008 2007

Real Estate Loans:

Residential real estate $ 27,223,724 $6821993

Commercial real estate 77,815,146 7188452

Construction 20,545,328 18,220,743
Total real estate 125,584,198 98,689,188
Commercial 16,356,664 12,431,364
Consumer 1,357,544 1,901,068
Total Loans 143,298,406 113,021,620
Less: unearned fees (77,629) (131,432)
Less: allowance for loan losses (1,621,314) (1,285,337)
Net Loans $ 141,599,463 $ 111,604,851

The consumer loans above include $23,230 and $30B0verdrafts reclassified as loans for the years
ended December 31, 2008 and 2007, respectively.

The Bank held no loans for sale at December 318 20@ 2007.
Note 6 - ALLOWANCE FOR LOAN LOSSES

Changes in the allowance for loan losses are suinedsas follows for the year ended December 31,
2008, 2007 and 2006:
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2008 2007 2006

Balance, beginning of year $1,285,337 $ 957,337 $ 694,000
Provisions for loan losses 385,000 328,00 264,000
Loans charged off (49,023) O (663)
Recoveries of loans charged off O O O
Net charge-offs (49,023) O (663)
Balance, end of year $1,621,314 $ 1,285,337 5§,337

There following is a summary of information pertamto impaired loans:

December 31,

2008 2007
Impaired loans without a valuation allowance
Impaired loans with a valuation allowance $ 186,9
Total impaired loans $ 180,988
Valuation allowance related to impaired loans 93,000

Total loans past-due ninety days or more andastdtuing

Nonaccrual loans at December 31, 2008 and Dece®ih@007 excluded from the impaired loan
disclosure amounted to $222,724 and $243,648, cteply.

Note 7 - RELATED PARTY TRANSACTIONS

The Bank grants loans and letters of credit t@iscutive officers, directors and their affiliatewtities.
Such loans are made in the ordinary course of basion substantially the same terms and conditions,
including interest rates and collateral, as thaswailing at the same time for comparable traneasti
with unrelated persons, and, in the opinion of ngen@ent, do not involve more than normal risk or
present other unfavorable features.

The aggregate amount of such loans outstandinge¢mber 31, 2008 was approximately $1.6 million,
compared to approximately $1.4 million at DecemB&y 2007. During 2008, new loans and line of
credit advances to such related parties amounte$i71®,000 compared to $410,0@uring 2007
Repayments on loans to directors and officers wppeoximately $510,000 and $1.2 million during 2008
and 2007, respectively.

The Bank maintains deposit accounts with somesoexecutive officers, directors and their affilchte
entities. Such deposit accounts at December 318 athounted to $1,433,044 compared to $1,310,387 at
December 31, 2007.

Note 8 - PREMISES AND EQUIPMENT

Premises and equipment are summarized as folloe@mber 31:
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2008 2007

Cost
Building $ 65,992 $ 65,992
Land 13,800 13,800
Leasehold improvements 488,845 488,845
Furniture, fixtures and equipment 821,202 @93,
Computer software and equipment 651,992 6®4,94
2,041,831 1,967,213
Less accumulated depreciation (1,141,449) (828,592)
Construction in progress 12,288 9,424
Premises and equipment, net $ 912,670 $ 1,148,045

Depreciation and amortization charged to operatvess $316,860, $298,766, and $239,708 during the
years ended December 31, 2008, December 31, 200 December 31, 2006, respectively.

Note 9 - DEPOSITS

Time deposits in denominations of $100,000 or ntotaled approximately $27.9 million, $28.2 million,
and $13.1 million at December 31, 2008, 2007 ar@b2€espectively. Interest expense on time deposit
of $100,000 or more totaled $1.3 million, $1.0 ioill and $471,686 for the years ended December 31,
2008, December 31, 2007 and December 31, 200G ctaaply.

At December 31, 2008, maturities of time depogisagpproximately as follows:

Year ended December 31,

2009 $ 81,201,000
2010 11,336,000
2011 2,807,000
2012 738,000
2013 486,000
Total $ 96,568,000

Brokered deposits totaled $44.1 million and $22ilion at December 31, 2008 and December 31, 2007,
respectively.

Note 10 - BORROWED FUNDS

On April 7, 2005, the Bank entered into a five-yéaed rate credit with the Federal Home Loan Bank
(“FHLB”) in the amount of $5.0 million. Interesterues at the rate of 4.70% and is due April 70201

On October 25, 2005, the Bank entered into a fifigear principal reducing credit (“PRC”") with the
FHLB in the amount of $750,000. Interest accruetha rate of 5.24% and is due October 26, 2020.
Principal reductions occur monthly commencing orvéober 25, 2005, in the amount of $4,167. The
balance on the PRC as of December 31, 2008 was@GiR1

On March 12, 2008, the Bank entered into a 2-ydarstable rate credit (“ARC”) in the amount of $5.0
million. Interest accrues at the rate of 2.70% ianuhid quarterly, with the principal due March 2010.
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On March 12, 2008, the Bank entered into a 3-yeR€An the amount of $5.0 million. Interest accrues
at the rate of 3.01% and is paid quarterly, witphincipal due March 14, 2011.

On March 12, 2008, the Bank entered into a 4-yeR€An the amount of $5.0 million. Interest accrues
at the rate of 3.31% and is paid quarterly, withphincipal due March 12, 2012.

The Bank also has a credit availability agreemeitit the FHLB based on a percentage of total assets.
This credit availability agreement provides the Barith access to a myriad of advance products edfer
by the FHLB. The rate of interest charged is bameanarket conditions. At December 31, 2008, eight
specific loans comprised of both commercial retdtesioans and multifamily first mortgage loans ever
used to collateralize FHLB advances. There wese &ur securities with an amortized cost of $16.2
million and a fair value of $16.5 million pledgesd eollateral to secure FHLB advances at December 31
2008.

The following summarizes the contractual maturiti€kng-term FHLB advances at December 31, 2008:

2008
2009 $ 50,000
2010 10,050,000
2011 5,050,000
2012 5,050,000
2013 50,000
2014 and thereafter 342,000

$ 20,592,000

The average balance on FHLB advances at both Deme®ih 2008 and 2007 was approximately $17.7
million and $5.7 million, respectively. The weightaverage interest rate paid at December 31, 2008
2007 was 3.60% and 4.76%, respectively. The wethtdverage rate of advances outstanding at
December 31, 2008 was 3.48%.

Note 11 - INCOME TAXES
As a result of its operating losses, the Bank ditilrave federal taxable income in 2008, 2007 016200
and, therefore, there was no current income taemsg@ The Bank has federal net operating loss

carryforwards of $2,256,551, available to offseiufa taxable income. These carryforwards expire at
various times through 2024.

Income tax expense differed from amounts compuyeabiplying the U.S. federal income tax rate of 34%
to income before income tax expense as a resthedbllowing:

Year ended December 31,

2008 2007 2006
Computed “expected” income tax benefit (expense) 3,139 $ 168,738 $ (15,929
Change in valuation allowance (41,283) (110,526) ,020
Non-deductible items 6,970 (15,697) (12,919
Other 174 (42,515) (17,172
Total $ 0 $ O $ O
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The tax effects of temporary differences and thehtanefit from
result in deferred tax assets and liabilities as@nted below:

the net operating loss carryforward

December 31,

Deferred tax assets:
Allowance for loan losses
Organizational and start-up expenses
Unrecognized losses on securities availalyledte
Operating loss carryover
Charitable contributions
Restricted stock
AMT credit carryforward
Other

Gross deferred tax assets

Deferred tax liability:
Depreciation
Loan costs
Prepaid expense

Gross deferred tax liabilities

Net deferred tax asset
Less: valuation allowance

Total

2008 2007
$ 532,780 $ 401,880
22,815 74,690
101,089 48,695
767,227 772,621
8,535 5,890
28,613 20,082
2,513 2,513
O 10,323
1,463,572 1,336,694
83,532 97,667
176,068 101,960
78,072 22,278
73872 221,905
1,125,900 1,114,789
(1,024,811)  (1,066,094)
$ 101,089 $ 48,695

The change in the valuation allowance was $41,283%410,526 during 2008 and 2007, respectively.

Note 12 — EARNINGS PER SHARE

Basic earnings per share excludes dilution an@nsptited by dividing net income available to common
stockholders by the weighted average number of camehares outstanding for the period. Diluted
earnings per share reflects the potential dilutlat could occur if securities or other contractsssue

common stock were exercised or converted into comatock, or resulted in the issuance of common

stock then shared in the earnings of the entity.

The following shows the weighted average numbeshafres used in computing earnings per share and
the effect on weighted average number of sharelative potential common stock. Dilutive potential
common stock has no effect on income availableotoraon stockholders. There were 127,500 shares
excluded from the 2008 calculations, 166,376 shfioes the 2007 calculations and 37,922 shares from

the 2006 calculations because their effects wetiedduative.
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2008 2007 2006

Net income (loss) $100,410 $ (496,28¢ $ 46,85

Weighted average number of shares 2,425,603 2,426,76 2,421,180

Options effect of dilutive securities,

Stock options O O O

Nonvested shares 97,041 ad ad
Weighted average diluted shares 2,522,644 2,426,764 421280
Basic EPS (weighted average shares) $04 0. $ (0.20) $ 0.02
Diluted EPS (including option shares) $0.04 $ (0.20) $ 0.02

Note 13 - COMMITMENTS AND CONTINGENCIES

The Bank is obligated under a non-cancelable ojpgrégase, which expires in 2014, for its officeifigy
located at 727 Elden Street and is liable for payn# taxes and operating expenses of the leased
property. The Elden Street lease provides for mgmiayments of $16,486 with no annual increase ove
the lease term. The lease also includes threevedroption periods of five years each. The Bartersu

into a lease for the branch in Fairfax, Virginiaridg 2007. The lease commenced on January 1, 2007
and expires on December 31, 2016. The Fairfaxelg@asvides for monthly payments of $10,417 that
increase 3% annually over the lease term. Theslabs includes two renewal option periods of five
years each. Total rent expense for the occuparaseb for the years ended December 31, 2008, 2007
and 2006 was $332,746, $303,037 and $206,373,atbaglg.

Minimum annual rental commitments under these kease as follows for the years ended December 31:

2009 $ 330,443
2010 334,422
2011 338,520
2012 342,740
2013 347,088
2014 and thereafter 541,120
$ 2,234,333

The Bank’s financial statements do not reflectaasicommitments and contingent liabilities whiclser

in the normal course of business and which inveleenents of credit risk, interest risk and liquydiisk.
These commitments and contingent liabilities armmitments to extend credit and standby letters of
credit.

Outstanding loan commitments and standby letterscretit were $23.9 million and $775,244,
respectively, as of December 31, 2008. As of Ddman31, 2007, outstanding loan commitments and
standby letters of credit were $19.3 million and$3876, respectively. Unused lines of credit tdal
$7.0 million and $23.1 million at December 31, 2@®8 December 31, 2007, respectively.
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Commitments to extend credit and standby lettexsedit all include exposure to some credit losthan
event of nonperformance of the customer. The Bardtedit policies and procedures for credit
commitments and financial guarantees are the sarttenae for extensions of credit that are recoated
the statements of financial condition. Becaussdhiastruments have fixed maturity dates, and tsxau
many of them expire without being drawn upon, thdeynot generally present any significant liquidity
risk to the Bank. The Bank has not incurred asgés on commitments in 2008, 2007 or 2006.

Note 14 - SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Interest paid during 2008, 2007 and 2006 was $49845 $4,283,307 and $2,862,789, respectively.
Note 15 - SIGNIFICANT CONCENTRATIONS OF CREDIT RISK

Substantially all the Bank's loans, commitments atahdby letters of credit have been granted to
customers located in the greater Washington, D&iropolitan area. The concentrations of credityipet
of loan are set forth in Note 5.

The Bank maintains its cash in bank deposit acsouithe amount on deposit at December 31, 2008
exceeded the insurance limits of the Federal Déposirance Corporation by $215,000. The Bank has
not experienced any losses in such accounts areVéglit is not exposed to any significant credits.

Note 16 - REGULATORY MATTERS

The Bank, as a state bank, is subject to the diddestrictions set forth by the Bureau. Underhsuc
restrictions, the Bank may not, without the prippeoval of the Bureau, declare dividends in exec#ss
the sum of the current year’s earning plus thaémethearnings from the prior two years. As of Deber
31, 2008, the Bank did not declare dividends.

As a member of the Federal Reserve Bank systenBahk is required to subscribe to shares of $100 pa
value Federal Reserve Bank Stock equal to 6% ofBdmak’'s capital and surplus. The Bank is only
required to pay for one-half of the subscriptiohhe remaining amount is subject to call when deemed
necessary by the Board of Governors of the FetRestrve.

The Bank is subject to various regulatory capieduirements administered by the federal banking
agencies. Failure to meet minimum capital requingt® can initiate certain mandatory and possible
additional discretionary actions by regulators tifaindertaken, could have a direct material gftecthe
Bank’s financial statements. Under capital adeguaidelines and the regulatory framework for promp
corrective action, the Bank must meet specificteduidelines that involve quantitative measurethe
Bank's assets, liabilities, and certain off-balasbeet items as calculated under regulatory acicaunt
practices. The Bank’s capital amounts and clasdifin are also subject to qualitative judgmentshiay
regulators about components, risk weightings ahdrdactors.

Quantitative measures established by regulatieenture capital adequacy require the Bank to maintai
minimum amounts and ratios (set forth in the tdi#ow) of Total and Tier 1 capital (as definedlie t
regulations) to risk weighted assets (as definadd, of Tier 1 capital (as defined) to average as&et
defined). Management believes, as of December2B08, the Bank meets all capital adequacy
requirements to which it is subject.

As of December 31, 2008 and 2007, the most recetification from the Federal Reserve Bank of
Richmond categorized the Bank as well capitalizedien the regulatory framework for prompt corrective
action. To be categorized as well capitalized,Baek must maintain minimum total risk-based, Tier
risk-based, and Tier 1 leverage ratios as set forthe following table. There are no conditiomswents
since that notification that management believe® lthanged the Bank’s category.
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The Bank’s actual regulatory capital amounts atidsas of December 31, 2008 and 2007 are presented
in the table below.

(000’s)
To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provision
Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2(8
Total Capital $ 24,292 16.11% $ 12,065 >8.0% $ 15,081 >10.0%

(to Risk-Weighted Assets)

Tier 1 Capital $ 22,671 15.03% $ 6,032 >40% $ 9,049 >6.0%
(to Risk-Weighted Assets)

Tier 1 Capital $ 22671 1249% $ 7,259 >4.0% $ 9,074 .0
(to Average Assets)

As of December 31, 2007

Total Capital $ 23,727 19.07% $ 9,956 >8.0% $ 12,445 >10.0%
(to Risk-Weighted Assets)

Tier 1 Capital $ 22,442 18.03% $ 4,978 >4.0% $ 7,467 >6.0%
(to Risk-Weighted Assets)

Tier 1 Capital $ 22,442 15.55% $ 5771 >4.0% $ 7,214 >5.0%
(to Average Assets)

Note 17 — DEFINED CONTRTIBUTION BENEFIT PLAN

The Bank adopted a 401(k) defined contribution marOctober 1, 2004, which is administered by UBS
Securities. Participants have the right to conotegbup to a maximum of 15% of pretax annual
compensation or the maximum allowed under Sectéi(g) of the Internal Revenue Code, whichever is
less. The Bank does not make a matching contabud the plan.

Note 18 - STOCK OPTION PLAN

Effective July 22, 2004 the Bank established thén8aeet Bank 2004 Stock Option and Incentive Plan
(the “2004 Plan”). The 2004 Plan is administergdtile Board of Directors of the Bank acting upon
recommendations made by the Compensation Comnafipeinted by the Board. The 2004 Plan was
authorized to grant a maximum of 187,096 sharesditectors, key employees and organizing
stockholders. The options are granted at therfaiket value of the Bank’s Common Stock at the date
grant. The term of the options may not exceedytsars from the date of grant. The options granted
under the 2004 Plan vest on a schedule determipé¢debCompensation Committee based on time and
service with the Bank. There have been 19,35% ct=d shares awarded under the 2004 Plan. There a
127,500 stock options outstanding under the 2084.PNo shares are available for grant under tidg 20
Plan.
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On May 17, 2006, the Bank’s stockholders approtedMainStreet Bank 2006 Incentive Stock Plan (the
“2006 Plan”), which authorizes the granting of &tamptions, stock appreciation rights (“SARSs”"),
restricted stock, restricted stock units, and stowhirds to employees, and stock options, SARgjakest
stock, restricted stock units, and stock awardste-employee directors. Under the 2006 Plan, stibje
capital adjustments, the maximum number of shaféBeoBank’'s common stock that may be issued is
186,638 plus the number of shares of common stepkesented by awards previously made under the
2004 Plan that were outstanding on, and that exyiexe otherwise terminated or forfeited after May
2006. As a result of the stockholders’ approvahef 2006 Plan, no additional awards have beerilbr w
be made under the Bank’s 2004 Plan on or after Miay2006, although all awards that were outstanding
under the 2004 Plan as of May 17, 2006 remainestanding in accordance with their terms. Thereehav
been 26,199 restricted shares awarded under the2R1@@. There are 223,034 shares available fatgra
under the 2006 Plan.

On November 20, 2007, the Bank granted 112,500eshaf restricted stock in connection with
employment agreements entered into with two exeeudfficers during November 2007. The restricted
stock awards were made outside of the 2006 Plamemgoverned by restricted stock agreements ehtere
into by the Bank and each of the officers, datedeévaber 20, 2007. The restricted stock vests in 5%,
10% or 15% increments over a period of 10 yearseitain annual budget or earnings per share
performance criteria are satisfied, subject toieaviesting in the event of certain terminationréseor a
change of control of the Bank. The first tranch® @25 shares vested during the second quartéQs. 2

A summary of the status of the Bank’s nonvestetriotsd stock shares as of December 31, 2008 and
changes during the year ended December 31, 2G@8sented below:

Weighted

Average

Grant Date

Nonvested Restricted Stock Shares Shares Fair Value
Nonvested at January 1, 2008 18,936 1057

Granted 121,675 7.61

Vested (14,685) 10.64

Forfeited (981) 10.15
Nonvested at December 31, 2008 124,945 $ 9.31

As of December 31, 2008 there was $115,341 of tomkcognized compensation cost related to
nonvested restricted stock awards. The cost isa@gd to be recognized over approximately four siear
The total fair value of shares vested during theryeended December 31, 2008, 2007, and 2006 was
$100,349, $96,783 and $65,901, respectively.

A summary of option activity under the Plan as @cBmber 31, 2008 and changes during the
year then ended is presented below:

Weighted-
Weiahted- Averaae

Averaae Remainina

Exercise Contractual Aaareaate
Options Shares Price Term Intrinsic Value (1)
Outstanding at January 1, 2008 147,440 $10.05
Granted 0 d
Exercised 0 ad
Forfeited or expired (19,940)
Outstanding at December 31, 2008 127,500 $10.00 5.79 O
Exercisable at December 31, 2008 127,500 $10.00 5.73 H]
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(1) The aggregate intrinsic value of a stock optiothmtable above represents the total pre-
tax intrinsic value (the amount by which the cutnerarket value of the underlying stock
exceeds the exercise price of the option) that dwlve been received by the option
holders had they exercised their option on Decem3der2008. This amount changes
based on changes in the market value of the Badck.

The weighted-average grant-date fair value of mgtigranted during 2006 was $3.32. There
were no stock options granted in 2007 and 2008&r&have been no stock options exercised to
date.

Note 19 — DISCLOSURES ABOUT FAIR VALUES OF FINANCIAL INSTRUMENTS

The Bankadopted SFAS No. 157, “Fair Value Measurements’FAS 157”), on January 1, 2008 to
record fair value adjustments to certain assetdiahiities and to determine fair value disclosur8 FAS
157 clarifies that fair value of certain assets halilities is an exit price, representing the amibthat
would be received to sell an asset or paid to fearssliability in an orderly transaction betweenket
participants.

In February 2008, the Financial Accounting Stangd@dard (“FASB”) issued Staff Position No. 157-2
(“FSP 157-2") which delayed the effective date dfAS 157 for certain nonfinancial assets and
nonfinancial liabilities except for those itemstthee recognized or disclosed at fair value infthancial
statements on a recurring basis. FSP 157-2 défersffective date of SFAS 157 for such nonfinancial
assets and nonfinancial liabilities to fiscal yelaeginning after November 15, 2008, and interimquoksr
within those fiscal years

In October 2008, the FASB issued Staff Position N&¥-3 (“FSP 157-3") to clarify the application of
SFAS 157 in a market that is not active and to ige¥%ey considerations in determining the fair eadd

a financial asset when the market for that findna&set is not active. FSP 157-3 was effective upon
issuance, including prior periods for which finaisistatements were not issued.

SFAS 157 specifies a hierarchy of valuation techesgbased on whether the inputs to those valuation
techniques are observable or unobservable. Obdeniaputs reflect market data obtained from
independent sources, while unobservable inputeatethe Bank’s market assumptions. The three levels
of the fair value hierarchy under SFAS 157 basethese two types of inputs are as follows:

Level 1- Valuation is based on quoted prices in active nmarka identical assets and liabilities.

Level 2- Valuation is based on observable inputs includingtgd prices in active markets for sim
assets and liabilities, quoted prices for identaasimilar assets and liabilities in less ac
markets, and moddlased valuation techniques for which significarguasptions can |
derived primarily from or corroborated by obsereatiata in the market.

Level 3— Valuation is based on mode&ased techniques that use one or more significgts o
assumptions that are unobservable in the market.

The following describes the valuation techniguesdusy the Bank to measure certain financial asseds
liabilities recorded at fair value on a recurriragts in the financial statements:
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Securities available for sale

Securities available for sale are recorded atvalue on a recurring basis. Fair value measuretisent
based upon quoted market prices, when availablee{LB. If quoted market prices are not availafdg,
values are measured utilizing independent valuagohniques of identical or similar securitiesidrich
significant assumptions are derived primarily frontorroborated by observable market data. Thirtypa
vendors compile prices from various sources and dwgrmine the fair value of identical or similar
securities by using pricing models that considéseovable market data (Level 2).

The following table presents the balances of firelngssets and liabilities measured at fair valoeao
recurring basis as of December 31, 2008:

(000’s)
Fair Value Measurements at December 31, 2008 Using
Quoted Price

In Active Sianificant Sianificant
Markets for Other Observable Unobservable
Balance as o Identical Assets Inputs Inputs
Description December 31, 2008 (Level 1) (Level 2) Ldvel 3)
Assets:
Available for sale securities 28,534 O $ 28,534 O

Certain financial assets are measured at fair valua nonrecurring basis in accordance with GAAP.
Adjustments to the fair value of these assets lystegult from the application of lower-of-cost-orarket
accounting or write-downs of individual assets.

The following describes the valuation techniquesduby the Bank to measure certain financial assets
recorded at fair value on a nonrecurring basifénfinancial statements:

Impaired Loans

Loans are designated as impaired when, in the jedgof management based on current information and
events, it is probable that all amounts due acogrtth the contractual terms of the loan agreemdht w
not be collected. The measurement of loss assdcigith impaired loans can be based on either the
observable market price of the loan or the faiugadf the collateral. Fair value is measured basethe
value of the collateral securing the loans. Calldtenay be in the form of real estate or businesets
including equipment, inventory, and accounts regiglie. The vast majority of the collateral is restage.
The value of real estate collateral is determindizing an income or market valuation approacheohs
on an appraisal conducted by an independent, kceappraiser outside of the Bank using observable
market data (Level 2). However, if the collatesahihouse or building in the process of constraatioif

an appraisal of the real estate property is oventgars old, then the fair value is considered L8vé&he
value of business equipment is based upon an eugggraisal if deemed significant, or the net book
value on the applicable business’ financial statéméf not considered significant using observable
market data. Likewise, values for inventory andoacts receivables collateral are based on financial
statement balances or aging reports (Level 3). ilegdoans allocated to the Allowance for Loan lasss
are measured at fair value on a nonrecurring bAsig fair value adjustments are recorded in theoger
incurred as provision for loan losses on the Stateémof Operations.

The following table summarizes the value of Benk's financial assets as of December 31, 2008 tha
were measured at fair value on a nonrecurring ltagiag the period:
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(000's)
Carrying Value at December 31, 2008 Using
Quoted Price:

In Active Sianificant Sianificant
Markets for Other Observable Unobservable
Balance as o Identical Asset Inputs Inputs
Description December 31, 2008 (Level 1) (Level 2) Ldvel 3)
Assets:
Impaired Loans $ 173 $ 173

SFAS 157 requires the Bank to disclose estimatedddues of its financial instruments.

The following methods and assumptions were usedtimate the approximate fair value of each cléss o
financial instrument for which it is practicabledastimate fair value.

Cash and due from banks and federal funds sold

The carrying amount is a reasonable estimate oYéiie.

Interest bearing deposits

The carrying amount is a reasonable estimate o¥/édile.

Securities

The fair value of securities is estimated basedidnprices published in financial newspapers or bid
guotations received from securities dealers. Tdmeyimg value of restricted stock approximates fair
valued based on the redemption provisions.

Loans

Fair values are estimated for portfolios of loanshwsimilar financial characteristics. Loans are
segregated by type, such as commercial, real estatdential, real estate - other, loans to iildials
and other loans. Each loan category is furthemseged into fixed and adjustable rate interest$erm

The fair value of fixed rate loans is calculateddigcounting scheduled cash flows through the edéth
maturity using estimated market discount rates ribféct the credit and interest rate risk inheiarthe
loan, as well as estimates for prepayments. Ttimate of maturity is based on the Bank’s histdrica
experience with repayments for each loan classifica modified, as required, by an estimate of the
effect of current economic and lending conditions.

Deposits

The fair values of non-interest-bearing demand digpointerest-bearing demand deposits and savings
deposits are equal to their carrying amounts siheeamounts are payable on demand. The fair \aflue
fixed maturity time deposits and certificates opdsit is estimated by discounting scheduled cashsfl
through maturity using interest rates currenthewdgtl for deposits of similar remaining maturities.
Repurchase Agreements

The fair values of repurchase agreements is estimasing a discounted cash flow calculation that

applies to contracted interest rates being paidhendebt to the current market interest rate oflaim
debt.
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Long-term Borrowings

The fair values of long-term borrowings is estindageiing a discounted cash flow calculation thatiapp
to contracted interest rates being paid on the tetbie current market interest rate of similartdeb

Commitments to extend credit and standby letters ofredit
The only amounts recorded for commitments to exteadit and standby letters of credit are the deéer
fees arising from these unrecognized financialrimsents. These deferred fees are not material at

December 31, 2008 and 2007, and as such, theddfatevalues have not been estimated.

The carrying amounts and approximate fair value®fBank’s financial instruments are summarized as
follows:

(000's)
December 31, 2008 December 31, 2007
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assets:
Cash and due from banks $ 11,252 $ 11,252 $ 2,075 $ 2,075
Federal funds sold 919 919 2,509 2,509
Restricted stock 1,930 1,930 1,120 120
Securities
Available for sale 28,534 28,534 26,516 26,516
Loans, net 141,599 144,441 111,605 120,840
Total financial assets $ 184,234 $ 033, $ 143,825 $ 153,060
Financial liabilities:
Deposits $ 142,458 $ 144,040 $ 115,466 $ 114,834
Securities sold under agreements to repurchase 1,289 1,290 2,997 3,000
Federal Home Loan Bank 20,592 20,966 5,642 5,666
Total financial liabilities $ 164,339 $66,296 $ 124,105 $ 123,500

Fair value estimates are made at a specific pairtinie, based on relevant market information and
information about the financial instrument. Theséimates do not reflect any premium or discouat th
could result from offering for sale at one time tBank’s entire holdings of a particular financial
instrument. Because no market exists for a sicanifi portion of the Bank’s financial instrumentair f
value estimates are based on judgments regardingefexpected loss experience, current economic
conditions, risk characteristics of various finahdnstruments and other factors. These estimates a
subjective in nature and involve uncertainties aradters of significant judgment, and therefore,ncan

be determined with precision. Changes in assumptiould significantly affect the estimates.

Fair value estimates are based on existing on-beadaheet and off-balance-sheet financial instrusment
without attempting to estimate the value of anttgn future business and the value of assets and
liabilities that are not considered financial instients. Significant assets that are not considaradcial
assets include deferred income taxes and bank gesraind equipment. In addition, the tax ramificedi
related to the realization of the unrealized gaind losses can have a significant effect on falineva
estimates and have not been considered in theageSm

Note 20 - IMPACT OF RECENTLY ISSUED ACCOUNTING STAN DARDS
In September 2006, the FASB reached a consensksnenging Issues Task Force (“EITF”) Issue 06-4,

“Accounting for Deferred Compensation and Posteatient Benefit Aspects of Endorsement Split-Dollar
Life Insurance Arrangements,” (“EITF Issue 06-4%).March 2007, the FASB reached a consensus on
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EITF Issue 06-10, “Accounting for Collateral Assigent Split-Dollar Life Insurance Arrangements,”
(“EITF Issue 06-10"). Both of these standards remj@ company to recognize an obligation over an
employee’s service period based upon the substaatireement with the employee such as the promise
to maintain a life insurance policy or provide attebenefit postretirement. This pronouncemenbis n
applicable to the Bank.

In September 2006, the FASB issued SFAS 157. SE#YSdefines fair value, establishes a framework
for measuring fair value in generally accepted anting principles, and expands disclosures abdut fa
value measurements. SFAS 157 does not requiree@myfair value measurements, but rather, provides
enhanced guidance to other pronouncements thar@egupermit assets or liabilities to be measwatd
fair value. This Statement is effective for finehcstatements issued for fiscal years beginningraf
November 15, 2007 and interim periods within thpsars. The FASB has approved a one-year deferral
for the implementation of the Statement for noniitial assets and nonfinancial liabilities that are
recognized or disclosed at fair value in the finahstatements on a nonrecurring badike Bank
adopted SFAS 157 effective January 1, 2008. Thetamoof SFAS 157 was not material to the financial
statements.

In February 2007, the FASB issued SFAS No. 159.e“Hair Value Option for Financial Assets and
Financial Liabilities” (“SFAS 159”). This Statemigoermits entities to choose to measure many fiahnc
instruments and certain other items at fair valithee objective of this Statement is to improve ficiah
reporting by providing entities with the opportyntb mitigate volatility in reported earnings caddsy
measuring related assets and liabilities diffeyemntithout having to apply complex hedge accounting
provisions. The fair value option established hig thtatement permits all entities to choose to nmeas
eligible items at fair value at specified electitates. A business entity shall report unrealizédsgand
losses on items for which the fair value option basn elected in earnings at each subsequentirgport
date. The fair value option may be applied instmii®y instrument and is irrevocable. SFAS 159 is
effective as of the beginning of an entity's fifiscal year that begins after November 15, 2007h wi
early adoption available in certain circumstanddé® Bank adopted SFAS 159 effective January 1,.2008
The Bank decided not to report any existing finaheissets or liabilities at fair value that werde no
already reported at fair value, thus the adoptibthis statement did not have a material impacthan
financial statements.

In December 2007, the FASB issued Statement of€inbAccounting Standards No. 141(R), “Business
Combinations” (“SFAS 141(R)"). The Standard wilgsificantly change the financial accounting and
reporting of business combination transactionsASE41(R) establishes principles for how an acquire
recognizes and measures the identifiable assetsiradq liabilities assumed, and any noncontrolling
interest in the acquiree; recognizes and meashesgdodwill acquired in the business combinatiom or
gain from a bargain purchase; and determines wif@nation to disclose to enable users of the fifgn
statements to evaluate the nature and financiacisffof the business combination. SFAS 141(R) is
effective for acquisition dates on or after theibeing of an entity’s first year that begins afix@cember
15, 2008. The Bank does not expect the implemientat SFAS 141(R) to have a material impact on its
financial statements.

In December 2007, the FASB issued Statement of n€iah Accounting Standards No. 160,
“Noncontrolling Interests in Consolidated Financsihtements an Amendment of ARB No. 51" (“SFAS
160"). The Standard will significantly change teancial accounting and reporting of noncontrajlin
(or minority) interests in consolidated financitdtements. SFAS 160 is effective as of the begmoif

an entity’s first fiscal year that begins after Beber 15, 2008, with early adoption prohibited.e Bank
does not expect the implementation of SFAS 16Gt@ la material impact on its financial statements.

In November 2007, the Securities and Exchange Cssiam (“SEC”) issued Staff Accounting Bulletin
No. 109, “Written Loan Commitments Recorded at Réfue Through Earnings” (“SAB 109”). SAB
109 expresses the current view of the staff theaettpected net future cash flows related to thecieted
servicing of the loan should be included in the saeament of all written loan commitments that are
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accounted for at fair value through earnings. Ségistrants are expected to apply the views in @Quest
1 of SAB 109 on a prospective basis to derivatbalcommitments issued or modified in fiscal quarte
beginning after December 15, 2007. ImplementatibBAB 109 did not have a material impact on its
financial statements.

In December 2007, the SEC issued Staff AccountintbeBn No. 110, “Use of a Simplified Method in
Developing Expected Term of Share Options” (“SAB™)1 SAB 110 expresses the current view of the
staff that it will accept a company’s election teeuthe simplified method discussed in SAB 107 for
estimating the expected term of “plain vanilla” shaptions regardless of whether the company has
sufficient information to make more refined estietat The staff noted that it understands that ldetai
information about employee exercise patterns may b@o widely available by December 31, 2007.
Accordingly, the staff will continue to accept, @ndcertain circumstances, the use of the simplified
method beyond December 31, 2007. Implementatidc®A® 110 did not have a material impact on its
financial statements.

In March 2008, the FASB issued SFAS No. 161, “[sares about Derivative Instruments and Hedging
Activities — an amendment of SFAS No. 133,” (“SFA&L"). SFAS 161 requires that an entity provide
enhanced disclosures related to derivative andihgdgtivities. SFAS 161 is effective for the Bamk
January 1, 2009. The Bank does not expect theeimgtation of SFAS 161 to have a material impact
on its financial statements.

In April 2008, the FASB issued Staff Position Nd213, “Determination of the Useful Life of Intantgb
Assets” (“FSP 142-3"). FSP 142-3 amends the faaarentity should consider in developing renewal or
extension assumptions used in determining the Lisiefwf recognized intangible assets under SFAS N
142, “Goodwill and Other Intangible Assets” (“SFA82"). The intent of FSP 142-3 is to improve the
consistency between the useful life of a recogniméghgible asset under SFAS 142 and the period of
expected cash flows used to measure the fair vallube assets under SFAS 141(R). FSP 142-3 is
effective for the Bank on January 1, 2009, andiapgrospectively to intangible assets that areiaed
individually or with a group of other assets in in@ss combinations and asset acquisitidihe adoption

of FSP 142-3 is not expected to have a materiah@inpn the Bank’s financial statements.

In May 2008, the FASB issued SFAS No. 162, “Theratiehy of Generally Accepted Accounting
Principles,” (“SFAS 162"). SFAS 162 identifies theurces of accounting principles and the framework
for selecting the principles to be used in the grafion of financial statements of nongovernmental
entities that are presented in conformity with galtg accepted accounting principles. SFAS 162 is
effective 60 days following the SEC'’s approval bétPublic Company Accounting Oversight Board
amendments to AU Section 411, “The Meaning of RreBairly in Conformity With Generally Accepted
Accounting Principles.” Management does not expleetadoption of the provision of SFAS 162 to have
any impact on the financial statements.

In September 2008, the FASB issued FAS 133-1 aNd4bt4, “Disclosures about Credit Derivatives and
Certain Guarantees: An Amendment of FASB Staterhent133 and FASB Interpretation No. 45; and
Clarification of the Effective Date of FASB Statemi@&lo. 161,” (“FSP 133-1 and FIN 45-4"). FSP 133-1
and FIN 45-4 require a seller of credit derivatiteslisclose information about its credit derivatvand
hybrid instruments that have embedded credit devemto enable users of financial statements sests
their potential effect on its financial positiorindncial performance and cash flows. The disclasure
required by FSP 133-1 and FIN 45-4 were effectivethe Bank on December 31, 2008 and are not
expected to have a material impact on the finarst@ements.

In October 2008, the FASB issued FSP 157-3, “Deatdnyg the Fair Value of a Financial Asset When
the Market for That Asset Is Not Active,” (“FSP 187. FSP 157-3 clarifies the application of SFAS
157 in determining the fair value of a financiasetsduring periods of inactive markets. FSP 157a8 w
effective as of September 30, 2008 and did not haaterial impact on the Bank’s financial statements
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In December 2008, the FASB issued FSP 140-4 and 48(R)-8, “Disclosures by Public Entities
(Enterprises) about Transfers of Financial Assats laterests in Variable Interest Entities.” FSR-14
and FIN 46(R)-8 requires enhanced disclosures abansfers of financial assets and interests iratsbe
interest entities. The FSP is effective for inteamd annual periods ending after December 15, 2008.
Since the FSP requires only additional disclosamserning transfers of financial assets and istdre
variable interest entities, adoption of the FSH wit affect the Bank’s financial condition, resuthf
operations or cash flows.

In January 2009, the FASB reached a consensusTdoniEsue 99-20-1. This FSP amends the impairment
guidance in EITF Issue No. 99-20, “Recognition ofetest Income and Impairment on Purchased
Beneficial Interests and Beneficial Interests TGantinue to Be Held by a Transferor in Securitized
Financial Assets,” to achieve more consistent datetion of whether an other-than-temporary
impairment has occurred. The FSP also retains emhasizes the objective of an other-than-temporary
impairment assessment and the related disclosquireenents in FASB Statement No. 115, “Accounting
for Certain Investments in Debt and Equity Secesiti and other related guidance. The FSP is effecti
for interim and annual reporting periods endingemfDecember 15, 2008 and shall be applied
prospectively. The FSP was effective as of DecerBhef008 and did not have a material impact on the
financial statements.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures We maintain a system of disclosure controls and
procedures (as defined in Rule 13a-15(e) undeStwirities Exchange Act of 1934, as amended (the
“Exchange Act”)). Our management evaluated, with participation of our Chief Executive Officer and
Chief Financial Officer, the effectiveness of ousalbsure controls and procedures as of the entieof
period covered by this report. Based on that etadn, our Chief Executive Officer and Chief Finghc
Officer concluded that our disclosure controls andcedures are effective as of the end of the gerio
covered by this report to ensure that informatiequired to be disclosed in the reports that wedile
submit under the Exchange Act is recorded, prodessenmarized and reported, within the time periods
specified in the Securities and Exchange Commissi¢i$EC”) and the Federal Reserve'’s rules and
forms, and that such information is accumulated @mmunicated to management, including our Chief
Executive Officer and Chief Financial Officer, appeopriate, to allow timely decisions regarding
required disclosure.

Because of the inherent limitations in all consgétems, no evaluation of controls can provide labso
assurance that our disclosure controls and proesdwitl detect or uncover every situation involvitg
failure of persons within the Bank to disclose eniall information required to be set forth in o@ripdic
reports.

Management’'s Report on Internal Control over Ficiah Reporting Our management is also
responsible for establishing and maintaining adexuriernal control over financial reporting (adided
in Rules 13a-15(f) under the Exchange Act).

Because of its inherent limitations, internal cohtver financial reporting may not prevent or déte
misstatements. Therefore, even those systemsndeest to be effective can provide only reasonable
assurance with respect to financial statement paéipa and presentation.

Management assessed the effectiveness of the Bamkisal control over financial reporting as of
December 31, 2008. In making this assessment, geament used the criteria set forth by “the
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Committee of Sponsoring Organizations of the Treadw@ommission (COSO) in Internal Control —
Integrated Framework.” Based on this assessmantnanagement concluded that, as of December 31,
2008, the Bank’s internal control over financigiagting was effective based on those criteria.

This annual report does not include an attestatport of the Bank’s registered public accountiimgf
regarding internal control over financial reportiddanagement's report was not subject to attestétjo
the Bank’s registered public accounting firm purgua temporary rules of the SEC that permit thalBa
to provide only management's report in this annejabrt.

Changes in Internal Contrals No changes in our internal control over finahaporting
occurred during the quarter ended December 31, #@8have materially affected, or are reasonably
likely to materially affect, our internal controber financial reporting.

ITEM 9B. OTHER INFORMATION

None.
PART Il

Except as otherwise indicated, informatiatiez! for by the following items under Part Il is
contained in the Proxy Statement for the Bank’s28@nual Meeting of Stockholders (“2009 Proxy
Statement”) to be held on May 20, 2009.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPOR ATE GOVERNANCE

The information required by this item with respaxthe directors and executive officers of the
Bank and beneficial ownership reporting with respic the Bank’s securities contained under the
captions "Proposal 1 - Election of Directors”, “Enm@ve Officers” and “Section 16(a) Beneficial
Ownership Reporting Compliance” in the 2009 Protgt&nent is incorporated herein by reference. The
information required by this item regarding the BanAudit Committee and the procedures by which
stockholders can recommend nominees to the Boardidctors under the caption “Board and
Committee Meetings - Committees” in the 2009 Pr8igtement is incorporated herein by reference.

The Bank has adopted a Code of Ethics that apidid®e directors, executives and employees of
the Bank, including the Bank’s principal executiwfficer, principal financial officer, principal
accounting officer, controller and other persondggeming similar functions. A copy of this Code of
Ethics was attached as Exhibit 14 to the Bank'srFb@-KSB for the year ended December 31, 2005.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item regarding@xtive compensation contained in the 2009
Proxy Statement under the caption “Executive Coregton” is incorporated herein by reference. The
information required by this item regarding direatompensation contained in the 2009 Proxy Statémen
under the caption “Director Compensation” is inavgied herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by this item under thept@ms “Security Ownership of Certain

Beneficial Owners and Management” and “Securitiestharized for Issuance Under Equity
Compensation Plans” in the 2009 Proxy Statementigporated herein by reference.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR
INDEPENDENCE

The information required by this item under thetmaps “Interest of Management in Certain
Transactions” and “Board and Committee Meetingsthi@ 2009 Proxy Statement is incorporated herein
by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item regardininpipal accountant fees and services and pre-
approval policies contained under the captionsrtpal Accountant Fees and Services” and “Pre-
Approval Policies” in the 2009 Proxy Statementisarporated herein by reference.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

Exhibits.

3.1 Amended and Restated Articles of Incorporat@nMainStreet Bank (effective
September 17, 2004), incorporated by referencextobi 2.1 to Form 10-SB filed
with the Board of Governors of the Federal Res&ystem on May 2, 2005

3.2 Amended and Restated Bylaws of MainStreet B@flective October 15, 2008),

incorporated by reference to Exhibit 3.2 to FornK &iled with the Board of
Governors of the Federal Reserve System on Ocgiher008

10.1* MainStreet Bank 2004 Stock Option and Incenflan, incorporated by reference to
Exhibit 6.1 to Form 10-SB filed with the Board ob@rnors of the Federal Reserve
System on May 2, 2005

10.2* Form of Incentive Stock Option Agreement undiéainStreet Bank 2004 Stock
Option and Incentive Plan, incorporated by refeeetoc Exhibit 6.2 to Form 10-SB
filed with the Board of Governors of the Federab&we System on May 2, 2005

10.3* Form of Non-Qualified Stock Option Agreememider MainStreet Bank 2004 Stock
Option and Incentive Plan, incorporated by refeeetoc Exhibit 6.3 to Form 10-SB
filed with the Board of Governors of the Federab&we System on May 2, 2005

10.4* Form of Restricted Share Agreement under Btget Bank 2004 Stock Option and
Incentive Plan, incorporated by reference to Extbi to Form 10-SB filed with the
Board of Governors of the Federal Reserve SysteMayn2, 2005

10.5* Base Salaries of Named Executive Officers

10.6* Directors’ Compensation

10.7* MainStreet Bank 2006 Incentive Stock Plan, incoapeat by reference to Appendix B
to proxy statement on Schedule 14A filed with tteail of Governors of the Federal
Reserve System on April 4, 2006

10.7.1* Form of Restricted Stock Agreement for Employeespant to 2006 Incentive Stock
Plan, incorporated by reference to Exhibit 10.8.Form 8-K filed with the Board of
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10.7.2*

10.8*

10.9*

10.10*

14

24

31.1

31.2

32

Governors of the Federal Reserve System on Dece28h@007

Form of Restricted Stock Agreement for Non-Emploeector pursuant to 2006
Incentive Stock Plan, incorporated by referencé&xbibit 10.7.2 to Form 8-K filed
with the Board of Governors of the Federal Res&ys&tem on December 28, 2007

Form of Restricted Stock Agreement for Executivedidef, dated November 20,
2007, incorporated by reference to Exhibit 10.&¢om 8-K filed with the Board of
Governors of the Federal Reserve System on NoveRh&t007

Executive Employment Agreement by and between Maie$ Bank and Jeff W.
Dick, dated December 21, 2007, incorporated byreefee to Exhibit 10.9 to Form 8-
K filed with the Board of Governors of the FeddRalserve System on December 28,
2007

Executive Employment Agreement by and between Medes Bank and Thomas J.
Chmelik, dated December 21, 2007, incorporatedédfgrence to Exhibit 10.10 to
Form 8-K filed with the Board of Governors of thederal Reserve System on
December 28, 2007

Code of Ethics, incorporated by reference to ExHildi to Form 10-KSB filed with
the Board of Governors of the Federal Reserve BysteMarch 15, 2006

Powers of Attorney
Certification by principal executive officemnsuant to Rule 13a-14(a)
Certification by principal financial officeupuant to Rule 13a-14(a)

Certification by principal executive officer apdncipal financial officer pursuant to
18 U.S.C. § 1350

* Denotes management contract or compensatoryglanrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or)1&(the Securities Exchange Act of 1934,
the registrant has duly caused this report to tpeesi on its behalf by the undersigned, thereunto

duly authorized.

Date: February 27, 2009

MAINSTREET BANK
(Registrant)

/S/
Jeff W. Dick
President and Chief Executive Officer

Pursuant to the requirements of the Securitiesh&nge Act of 1934, this report has been
signed below by the following persons on behalfhef registrant and in the capacities and on the

dates indicated.

Signature
/S/
Jeff W. Dick
/Sl

Thomas J. Chmelik

/s/ William Cox*

William Cox

/s/ Paul T. Haddock*

Paul T. Haddock

/s/ Donna Miller*

Donna Miller

/s/ Patsy |. Rust*

Patsy |. Rust

*By. _/S/

Capacity Date

Chairman of the Board,
President, Chief Executive February 27, 2009
Officer, and Director
(principal executive offiger

Chief Financial Officer February 27, 2009
and Director
(principal financial and accountiffjcer)

Director February 27, 2009
Director February 27, 2009
Director February 27, 2009
Director February 27, 2009

(Jeff W. Dick, as Attorney-in-Fact)
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Exhibit 31.1
CERTIFICATIONS

[, Jeff W. Dick, certify that:

1. I have reviewed this annual report on FornKi@f-MainStreet Bank;

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit éon
state a material fact necessary to make the statsmede, in light of the circumstances under whioth
statements were made, not misleading with respetiet period covered by this report;

3. Based on my knowledge, the financial statemeahd other financial information included in this
report, fairly present in all material respects fineancial condition, results of operations andnctisws of
the registrant as of, and for, the periods preskint¢his report;

4. The registrant's other certifying officer dratte responsible for establishing and maintaimisglosure
controls and procedures (as defined in ExchangeRAbes 13a-15(e) and 15d-15(e)) and internal cbntro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrant

have:

5.

(a) Designed such disclosure controls and proesgwr caused such disclosure controls and
procedures to be designed under our supervisiengare that material information relating to the
registrant, including its consolidated subsidigrissmade known to us by others within those
entities, particularly during the period in whidfis report is being prepared,;

(b) Designed such internal control over financgorting, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reporting éirthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registatisclosure controls and procedures and presented
in this report our conclusions about the effectasnof the disclosure controls and procedures, as
of the end of the period covered by this reporebasn such evaluation; and

(d) Disclosed in this report any change in thastegnt's internal control over financial reporting
that occurred during the registrant's most redeotf quarter (the registrant's fourth fiscal geart

in the case of an annual report) that has matgréfected, or is reasonably likely to materially
affect, the registrant's internal control over fin&l reporting; and

The registrant's other certifying officer dnldave disclosed, based on our most recent evatuati

of internal control over financial reporting, toethregistrant's auditors and the audit committe¢hef
registrant's board of directors (or persons periiogrthe equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal
control over financial reporting which are reasdpdikely to adversely affect the registrant's
ability to record, process, summarize and repadrfcial information; and

(b) Any fraud, whether or not material, that inked management or other employees who have a
significant role in the registrant's internal cahtver financial reporting.

Date: February 27, 2009 IS/

Jeff W. Dick
President and Chief Executive
Officer
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Exhibit 31.2

CERTIFICATIONS

I, Thomas J. Chmelik, certify that:
1. | have reviewed this annual report on FornKldf-MainStreet Bank;

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit éon
state a material fact necessary to make the statsmede, in light of the circumstances under whieth
statements were made, not misleading with respetiet period covered by this report;

3. Based on my knowledge, the financial statemeahd other financial information included in this
report, fairly present in all material respects fineancial condition, results of operations andnctisws of
the registrant as of, and for, the periods preskint¢his report;

4. The registrant's other certifying officer drate responsible for establishing and maintaimlisglosure
controls and procedures (as defined in ExchangeRAbes 13a-15(e) and 15d-15(e)) and internal cbntro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrant
have:

(a) Designed such disclosure controls and proesgwr caused such disclosure controls and
procedures to be designed under our supervisiceendare that material information relating to the
registrant, including its consolidated subsidigrissmade known to us by others within those
entities, particularly during the period in whidtist report is being prepared;

(b) Designed such internal control over financegorting, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reporting cirthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the regissatisclosure controls and procedures and presented
in this report our conclusions about the effectasnof the disclosure controls and procedures, as
of the end of the period covered by this reporebasn such evaluation; and

(d) Disclosed in this report any change in thastegnt's internal control over financial reporting
that occurred during the registrant's most redenaf quarter (the registrant's fourth fiscal geart

in the case of an annual report) that has matgrdfected, or is reasonably likely to materially
affect, the registrant's internal control over fingl reporting; and

5. The registrant's other certifying officer dnidave disclosed, based on our most recent evatuati
of internal control over financial reporting, toethregistrant's auditors and the audit committe¢hef
registrant's board of directors (or persons periiogrthe equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal
control over financial reporting which are reasdpdikely to adversely affect the registrant's
ability to record, process, summarize and repaédrfcial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have a
significant role in the registrant's internal cahtver financial reporting.

Date: February 27, 2009 IS/
Thomas J. Chmelik
Chief Financial Officer
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Exhibit 32

CERTIFICATION OF
PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL  OFFICER

Pursuant to § 906 of the Sarbanes-Oxley Act of 2082J.S.C. § 1350)

The undersigned, as the Chief Executive Officed &hief Financial Officer, respectively, of
MainStreet Bank, certify that, to the best of tHeiowledge and belief, the Annual Report on ForrK10
for the period ended December 31, 2008, which apemies this certification, fully complies with the
requirements of Section 13(a) or 15(d), as applézabf the Securities Exchange Act of 1934 and the
information contained in the report fairly presents all material respects, the financial conditiand
results of operations of MainStreet Bank at theesladnd for the periods indicated. The foregoing
certification is made pursuant to 8 906 of the 8ads-Oxley Act of 2002 (18 U.S.C. § 1350) and sheaill
be relied upon for any other purpose. The undeesigexpressly disclaim any obligation to update the
foregoing certification except as required by law.

Dated: February 27, 2009 IS/
Jeff W. Dick
President and Chief Executive Officer

Dated: February 27, 2009 IS/
Thomas J. Chmelik
Chief Financial Officer
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Exhibit 10.5

Base Salaries of Named Executive Officers

The following are the base salaries in effect agasfuary 1, 2009 of the current named
executive officers of MainStreet Bank and the narmeedcutive officers to be listed in the
MainStreet Bank 2009 Proxy Statemntent

Jeff W Dick $210,002
President & CEO
Thoma; J. Chmellk . $168,012
Executive Vice President & CFO
B. Drew Brown
Senior Vice President & Chief Lending Officer $141,466
Dennis J. Dunn $115,024

Senior Vice President & Chief Credit Officer
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Exhibit 10.6

Directors’ Compensation

The Bank’s directors do not currently receive aaghccompensation in the form of an
annual retainer or fees for attendance at boacommittee meetings.

Directors who are also employed by the Bank daective any additional compensation
from the Bank for their service as directors.



