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ABIGAIL  ADAMS  NATIONAL  BAN CORP,  INC.  AND  SUBSIDIARY
Condensed Consolidated Balance Sheets

September 30,2003 (unaudited) and December 31, 2002 

September 30, December 31,
2003 2002

Assets

Cash and due from banks $8,195,406 $7,507,145

Federal funds sold 790,200 8,469,016

Interest-bearing deposits in other banks 24,477,733 3,486,332

Investment securities available for sale at fair value 30,959,145 16,314,939

Investment securities held to maturity (market value of $14,180,885 and 
$10,272,046 for 2003 and 2002, respectively 14,264,796 10,229,905

Loans 149,429,583 156,536,280

 Less: allowance for loan losses (2,397,396) (2,296,608)

Loans, net 147,032,187 154,239,672

Bank premises and equipment, net 1,488,172 1,211,943

Other assets 3,353,971 3,490,692
Total assets $230,561,610 $204,949,644

Liabilities and Stockholders � equity

Liabilities:

Deposits

Noninterest-bearing deposits $67,740,021 $46,890,447

Interest-bearing deposits 123,135,588 127,877,743

Total deposits 190,875,609 174,768,190

Short-term borrowings 6,307,264 7,312,776

Long-term debt 10,254,466 724,151

Other liabilities 953,206 952,686

Total liabilities 208,390,545 183,757,803

Commitments and contingencies (Note 2)

Stockholders � equity:
Common stock,  $0.01 par value, authorized 5,000,000 shares; issued 3,030,783 in         

          2003 and 3,021,119 shares in 2002; outstanding 3,014,343 shares in 2003 and           
          3,004,679 shares in 2002 30,308 30,211

Additional paid-in capital 17,241,143 17,185,310

Retained earnings 5,130,917 3,886,313

Less: Treasury stock, 16,440 shares, at cost (98,349) (98,349)

Accumulated other comprehensive income (loss) (132,954) 188,356

Total stockholders � equity 22,171,065 21,191,841
Total liabilities and stockholders � equity $230,561,610 $204,949,644

See notes to consolidated financial statements.
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ABIGAIL A DAMS NATIONAL BANCORP,  INC. AND SUBSIDIARY
Condensed Consol idated Statements of Income

For the Periods Ended September 30, 2003 and 2002
(Unaudited)

For the three months ended
September 30,

For the nine months
ended September 30,

2003 2002 2003 2002

Interest income

    Interest and fees on loans $2,633,737 $2,823,781 $8,101,459 $8,302,406

    Interest and dividends on investment securities:

       Taxable 443,992 364,647 1,108,151 1,070,394

    Other interest income 41,807 62,424 117,753 146,887

       Total interest income 3,119,536 3,250,852 9,327,363 9,519,687

Interest expense

    Interest on deposits 440,143 602,817 1,382,993 1,878,864

    Interest on short-term borrowings 11,521 27,077 40,053 65,966

    Interest on long-term debt 77,927 13,328 177,473 40,794

        Total interest expense 529,591 643,222 1,600,519 1,985,624

Net interest income 2,589,945 2,607,630 7,726,844 7,534,063

    Provision for loan losses 90,000 105,000 471,065 292,500

Net interest income after provision for loan losses 2,499,945 2,502,630 7,255,779 7,241,563

Noninterest income

    Service charges on deposit accounts 419,638 412,636 1,263,894 1,220,646

    Gain on sale of investment securities 40,800 -- 70,052 --

    Other income 72,843 54,635 197,123 207,595

        Total noninterest income 533,281 467,271 1,531,069 1,428,241

Noninterest expense

    Salaries and employee benefits 829,574 740,310 2,434,166 2,164,668

    Occupancy and equipment expense 342,319 309,999 945,197 903,804

    Professional fees 67,824 61,169 186,428 167,536

    Data processing fees 114,894 103,956 337,222 319,255

    Other operating expense 336,329 296,897 988,076 915,738

        Total noninterest expense 1,690,940 1,512,331 4,891,089 4,471,001

Income before provision for income taxes 1,342,286 1,457,570 3,895,759 4,198,803

Provision for income taxes 533,090 583,300 1,553,413 1,683,646

        Net income $809,196 $874,270 $2,342,346 $2,515,157

Earnings per share:

       Basic $0.27 $0.29 $0.78 $0.84

       Diluted $0.27 $0.29 $0.78 $0.83

Average common shares outstanding:

       Basic 3,010,793 3,001,957 3,007,993 3,001,750

       Diluted 3,024,720 3,017,984 3,023,278 3,019,281

See notes to consolidated financial statements.



ABIGAIL A DAMS NATIONAL BANCORP,  INC. AND SUBSIDIARY
Condensed Consolidated Statements of Changes in Stockholders � Equity

Nine Months Ended September 30, 2003 and 2002
(Unaudited)

Common
Stock

Capital
Surplus

Retained
Earnings

Treasury
 Stock

Accumulated
Other

Comprehensive 
   Income (loss) Total

Balance at December 31, 2001 $27,426 $13,047,784 $5,884,201 ($98,349) $27,200 $18,888,262

Comprehensive income:
Net income -- -- 2,515,157 -- -- 2,515,157
Change in net unrealized gain on investment securities 

 available for sale, net of  taxes of $145,818 -- -- -- -- 213,486 213,486
   Total comprehensive income -- -- -- -- -- 2,728,643

Dividends declared ($0.33 per share) -- -- (969,547) -- -- (969,547)
Issuance of shares under Stock Option Program 19 11,794 -- -- -- 11,813

Balance at September 30, 2002 $27,445 $13,059,578 $7,429,811 ($98,349) $240,686 $20,659,171

Balance at December 31, 2002 $30,211 $17,185,310 $3,886,313 ($98,349) $188,356 $21,191,841

Comprehensive income:
Net income -- -- 2,342,346  � -- 2,342,346
Change in net unrealized gain on investment securities 

 available for sale, net of  taxes of ($219,466)  �  �  � -- (321,310) (321,310)
    Total comprehensive income  �  �  �  � -- 2,021,036

Dividends declared ($0.37  per share) --  � (1,097,742)  � -- (1,097,742)
Issuance of shares under Stock Option Program 97 55,833  �  � -- 55,930

Balance at September 30, 2003 $30,308 $17,241,143 $5,130,917 ($98,349) ($132,954) $22,171,065

See notes to consolidated financial statements
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ABIGAIL A DAMS NATIONAL BANCORP,  INC. AND SUBSIDIARY
Condensed Consolidated Statements of Cash Flows

For the Nine Months Ended September 30, 2003 and 2002
(Unaudited)

     2003          2002     

Cash flows from Operating Activities:

Net Income $2,342,346 $2,515,157
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 471,065 292,500
Depreciation and amortization 220,128 207,186
Accretion of loan discounts and fees (177,801) (173,589)
Net premium amortization/discount (accretion) on investment securities 70,392 16,810
(Increase) decrease in other assets 356,185 (565,906)
Increase in other liabilities 522 66,560

Net cash provided by operating activities 3,282,837 2,358,718

Cash flows from Investing Activities:
Proceeds from maturities of investment securities held to maturity 11,000,000 1,000,000
Proceeds from maturities of investment securities available for sale 18,500,000 7,000,000
Proceeds from repayment of mortgage-backed securities held to maturity 1,416,886 --
Proceeds from repayment of mortgage-backed securities available for sale 1,892,095 685,996
Proceeds from the sale of investment securities available for sale 1,000,000 --
Purchase of investment securities available for sale (36,599,870) (6,988,612)
Purchase of investment securities held to maturity (16,499,375) (3,500,000)
Net increase in interest-bearing deposits in other banks (20,991,401) (25,401)
Net decrease (increase) in loans 6,914,222 (7,914,077)
Purchase of bank premises and equipment (496,357) (40,517)

Net cash used in investing activities (33,863,800) (9,782,611)

Cash flows from Financing Activities:
Net increase in transaction and savings deposits 22,874,057 20,256,386
Net decrease in time deposits (6,766,640) (7,940,044)
Net (decrease) increase  in short-term borrowings (1,005,512) 3,057,072
Proceeds from FHLB Advances 10,000,000 --
Payments on long-term debt (469,685) (63,393)
Proceeds from issuance of common stock, net of expenses 55,930 11,813
Cash dividends paid to common stockholders (1,097,742) (969,547)

Net cash provided by financing activities 23,590,408 14,352,287
Net increase (decrease) in cash and cash equivalents (6,990,555) 6,928,394

Cash and cash equivalents at beginning of year 15,976,161 9,771,711
Cash and cash equivalents at end of period $8,985,606 $16,700,105

Supplementary disclosures:
Interest paid on deposits and borrowings $1,495,010 $2,019,057

Income taxes paid $1,020,000 $1,780,000

See notes to consolidated financial statements.

ABIGAIL  ADAMS  NATIONAL  BAN CORP,  INC.  AND  SUBSIDIARY
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Notes to Condensed Consolidated Financial Statements

1.    Basis of presentation
Abigail Abigail Adams National Bancorp, Inc. (the  � Company � )Abigail A dams N ational Ba ncorp, In c. (the  � Com pany � ) isAbigail Adams National Bancorp, Inc. (the  � Company � ) is the parent company of The Adam s National Bank (the  � Bank � ). As used

herein, the term C ompan y includes the Ba nk, unless the con text otherwise requ ires.

TheThe Comp any prepares its consolidated financial statements on the accrual basis and in confoThe Company prepares i ts  consolidated f inancial  statements on the accrual  basis  and in conformity wiThe Company prepares its consolidated financial statements on the accrual basis and in conformity with  accounting principles

generally generally accepted in the United States, the instructions for Form 10-QSB, and Regulation S-B. The accompanying financial

statemen tsstatements are unaudited except for the balance sheet at Decemstatements are unaudited except for the balance sheet at Decembestatements are unaudited except for the balance sheet at December 31, 2002, which was derived from the audited consolidated

financialfinancial statements as of that date. The unaudited information furnished herein reflects all adjfinancial statements as of that date. The unaudited information furnished herein reflects all adjustments (confinancial statements as of that date. The unaudited information furnished herein reflects all adjustments (consisting of normal

recurringrecurring  accruals) w hich are, in recurring accruals) which are, in trecurring accruals) which are, in the opinion of management, necessary to a fair statement of the results for the interim periods

presented.presented. The se statements shou ld be read in con junction with the co nsolidated financial statem ents presented. These statements should be read in conjunction with the consolidated financial statements andpresented. These statements should be read in conjunction with the consolidated financial statements and accompanying notes

includedincluded  with the C ompa ny � s 2002 A nnual R eport to included with the Company � s 2002 Annual Report to Stockholders, since they do not includeincluded with the Company � s 2002 Annual Report to Stockholders, since they do not include all of the information and footnotes

requiredrequired by accounting principles generally accepted in the United States of America. Operating required by ac counting prin ciples generally accep ted in the United S tates of America. O perating resu required by accounting principles generally accepted in the United States of America. Operating results for the three and  nine

monthsmonths ended September 30, 2003 (unaudited) are not necessarily indicative of the results that may be expected formonths ended September 30, 2003 (unaudited) are not necessarily indicative of the results that may be expected for themonths ended September 30, 2003 (unaudited) are not necessarily indicative of the results that may be expected for the year ending

DecemberDecember 31, 2003. Certain reclassifications may have beenDecember 31, 2003. Certain reclassifications may have been made to amounts previously reported in 2002 to conform with theDecember 31, 2003. Certain reclassifications may have been made to amounts previously reported in 2002 to conform with the 2003

presentation.

2. Contingent Liabiliti es
InIn the normal course of business, there are variousIn the normal course of business, there are various outstanding commitments andIn the no rmal co urse of bu siness, there a re variou s outstand ing com mitme nts and co ntingen t liabilities, such as c omm itments to

extendextend credit and standby letters ofextend credit and standby letters of credit that are not reflected in the accompanying consolidated financial statements. Noextend credit and standby letters of credit that are not reflected in the accompanying consolidated financial statements. No material

losses are anticipated as a result of the se transactions on either a c ompleted o r uncom pleted basis.

3. Stockholders � Equity
All per share data presented has been retroactively adjusted for the 10% stock dividend issued on December 31, 2002.

4. Earnings per share
Earnings per share computations are based uponEarnings per share computations are based upon the weightedEarnings per share computations are based upon the weighted average number of shares outstanding during the periods. Diluted

earningsearnings perearnings per share computations are based upon the weighted average number of shares outstanding during the period plearning s per share  comp utations are  based up on the w eighted a verage n umbe r of shares o utstandin g during  the period  plus thearnings per share computations are based upon the weighted average number of shares outstanding during the period plus the

dilutivedilutive effect of outstanding stock options and stock performance awards. Per share amounts are baseddilutive effect of outstanding stock options and stock performance awards. Per share amounts are based on the weighteddilutive effect of outstanding stock options and stock performance awards. Per share amounts are based on the weighted average

numbe r of shares outstandin g during each  period and ad justed for the 10 %   stock dividend  in 2002, as follow s:

For the 3 months For the 9 months
ended September 30         ended September 30        

2003 2002 2003 2002

Basic EPS weighted average   shares
outstanding 3,010,793 3,001,957 3,007,993 3,001,750

Dilutive effect of stock options 13,927 16,027 15,285 17,531

Diluted EPS weighted average shares
outstanding 3,024,720 3,017,984 3,023,278 3,019,281

No adjustments were made to net income in the computation of earnings per share for either of the periods presented.

5. Stock-Based Compensation Plans
DuringDuring 2002, the Company adopted the disclosure provisions only of FASB Statement No. 148  � AccoDuring 2002, the Company adopted the disclosure provisions only of FASB Statement No. 148  �Accounting for StocDuring 2002, the Company adopted the disclosure provisions only of FASB Statement No. 148  � Accounting for Stock-Based

CompeCompensation.Com pensation . � Compensation. � The Company continues to account for grants under its stock option plans based on the recognition and

measurementmeasurement principals of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related measurement principals of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretationmeasurem ent principals of AP B Opinion  No. 25, Ac counting for S tock Issued to Em ployees, and related  interpretations.

AccAccordingly,Accord ingly, com pensation  expens e was rec orded e qual to the  differenc e betwe en the qu oted m arket price  of the un derlyin Accordingly, compensation expense was recorded equal to the difference between the quoted market price of the underlying

common stock on the date of grant and the exercise price.

TheThe following table The following table illustrates the efThe following table illustrates the effect on net income and earnings per share had compensation cost for all of the stock-based

compensationcomp ensation p lans been  determ ined base d on the  grant date compensation plans been determined based on the grant date fair values ofcompensation plans been determined based on the grant date fair values of awards. (The method described in FASB Statement No.

123, A ccoun ting for Sto ck Based  Com pensation .)
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For the 3 months For the 9 months
ended September 30         ended September 30        

(Dollars in thousands, except per share data)

2003 2002 2003 2002

Net income as reported 809 874 2,342 2,515

Deduct total stock based compensation
expense determined under fair value
based method, net of related tax effects -- (3) -- (7)

Pro forma net income 809 871 2,342 2,508

Basic earnings per share as reported $0.27 $0.29 $0.78 $0.84

Basic earnings per share pro forma $0.27 $0.29 $0.78 $0.84

Diluted earning per share, as reported $0.27 $0.29 $0.78 $0.83

Diluted earnings per share, pro forma $0.27 $0.29 $0.78 $0.83

6. Long-term debt
TheThe BankThe Bank maintains a $11,600,000 line of credit with the Federal Home Loan Bank ( � FHLB � ) collateralized with aThe Bank maintains a $11,600,000 line of credit with the Federal Home Loan Bank ( � FHLB � ) collateralized with a blanket floating

lienlien on first real estate mortgages and commercial real estate loans. In March 2003, the Bank  borrowed  $10,000,000 from the

FHLBFHLB  at terms ran ging fro m 18 m onths to FHLB at terms ranging from 18 months to 5 years at an average rate ofFHLB at terms ranging from 18 months to 5 years at an average rate of 2.71%. In addition, the Bank has a FHLB advance with a

balancebalance ofbalance of $654,000 at September 30, 2003 that matures in December 2008, at a fixedbalance of $654,000 at September 30, 2003 that matures in December 2008, at a fixed rate of 6.95% that was borrowed in 1996

andand is collateralized by first real estate m ortgages.and is colla teralized by  first real estate m ortgage s. Addition al advan ces are av ailableand is collateralized by first real estate mortgages. Additional advances are available in excess of the line of credit and would require

thethe pledging of additional qualifying assets. At September 30, 2003, the Bank has sufficient collateral to borrow an additional

$16,970,000 from the FHLB.

Item 2.   Management's Discussion and Analysis of Financial Condition and Results of Operations

Results of Operations
TheThe following discussion provides information about the results of operations and financial condition,The following discussion provides information about the results of operations and financial condition, liquThe following discussion provides information about the results of operations and financial condition, liquidity, and capital

resourcesresources ofresources of the Company and should be read in conjunction with our consolidatedresources of the Company and should be read in conjunction with our consolidated financial statements and footnotes thereto for

the year ended December 31, 2002.

Overview
TheThe Company reported netThe Comp any reported net income for the three mo nths ended September 3 0, 2003 of $809,000 , or $0.27 per shareThe Company reported net income for the three months ended September 30, 2003 of $809,000, or $0.27 per share diluted, for an

anannuannualizedannualized return on average assets of 1.47% and  an annualized return on average equity of 14 .53%. Net income for the third

quarterquarter o f 2003 d ecreased  7.4%, as  comp ared to the  same q uarter inquarter of 2003 decreased 7.4%, as compared to the same quarter in 2002. Net income for the three months endedquarter of 2003 decreased 7.4%, as compared to the same quarter in 2002. Net income for the three months ended September 30,

20022002 was $87 4,000 or $0.29 per share 2002 was $874,000 or $0.29 per share diluted, with a return on average assets of 1.79% and a return on average2002 was $874,000 or $0.29 per share diluted, with a return on average assets of  1.79% and a return on average equity of 16.97%.

TheThe Company reportedThe Company reported net income for the first nine months ofThe Company reported net income for the first nine months of 2003 of $2,342,000, or $0.78 per share diluted, for an annualized

returnreturn on average assets of 1.50% and anreturn on avera ge assets of 1.50%  and an ann ualized return on  average equ ity of 14.30% . Net income  for the firstreturn on average assets of 1.50% and an annualized return on average equity of 14.30%. Net income for the first nine months of

thethe current year decreased $173,000 or 6.9%, asthe current year decreased $173,000 or 6.9%, as compared to the sthe current year decreased $173,000 or 6.9%, as compared to the same period in 2002. Net income for the nine months ended

SeptemberSeptember 30, 2002 was $2,515,000 or $0.83September 30, 2002 was $2,515,000 or $0.83 per share diluted, with a return on average assets of 1.81% and a return onSeptember 30, 2002 was $2,515,000 or $0.83 per share diluted, with a return on average assets of 1.81% and a return on average

equityequity of 16.99%. The decrease in netequity of 16.99%. The decrease in net income in 2003 compared to 2002, wasequity of 16.99%. The decrease in net income in 2003 compared to 2002, was attributable to a 60.8% increase in the provision for

loanloan losses of $178,000 to a total ofloan losses of $178,000 to a total of $471,000, combined with an increase ofloan losses of $178,000 to a total of $471,000, combined with an increase of 9.4% in noninterest expense of $420,000 to a total

of $4,891,0 00. The key  compo nents of net incom e are discussed in the fo llowing parag raphs.

Net Interest Income
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NetNet interest income, which is the sum of intNet interest income, which is the sum of interest receiveNet interest income, which is the sum of interest received and certain fees generated by earning assets minus interest paid on

deposits deposits and other funding sources, is the principal source of the Company � sdeposits and other funding sources, is the principal source of the Company � s earnings. Netdeposits and other funding sources, is the principal source of the Company � s earnings. Net interest income decreased by $18,000,

oror 0.70%, to $2,590,000or 0.70%, to $2,590,000 for the three months ended September 30, 2003, as compared to $2,608,000 foror 0.70%, to $2,590,000 for the three months ended September 30, 2003, as compared to $2,608,000 for the third quarter of 2002.

TheThe CoThe CompaThe Co mpan y has exp erienced  net interest m argin com pression a s many  other ban ks have  experien ced in the  low intere st rate

environ ment. environ ment. environment. The overalenvironm ent. The overa ll decrease in yields was d ue to the decrease in  market interest rates to historically low  levels. Interest

incomeincome produced by theincome produced by the growth in earning assets was offset by lower yields on new andincome produced by the growth in earning assets was offset by lower yields on new and repricing assets. The active repricing of

ourour deposits lessened the impact of the reduction in asset yields on the nour deposits lessened the impact of the reduction in asset yields on the net intereour deposits lessened the impact of the reduction in asset yields on the net interest margin. Average earning assets increased by

12.7%12.7% or $23,426,000 to a total of $208,431,000, as12.7%  or $23,4 26,000  to a total of $2 08,431 ,000, as co mpare d to th12.7% or $23,426,000 to a total of $208,431,000, as compared to the average of  $185,005,000 for the three months ended

Septem ber 30, 2 002. Th e yield on  average  earning a ssetsSeptember 30, 2002. The yield on average earning assets was 5.94%, a decrease ofSeptember 30, 2002. The yield on average earning assets was 5.94%, a decrease of 103 basis points from the yield of 6.97% for

thethe third quarter of 2002. In addition, the increase in nonaccrual loans to $3,940,000 from $3,293,000, during the third quarter of

2003,2003, as compared to the second quarter of 2003, also contributed2003, a s comp ared to the  second  quarter o f 2003, a lso contrib uted to the  decline in th e yield on  loans of ap proxim ately 17 b asis

points.points. Average interest bearing liabilities during the third quapoints. Average interest bearing liabilities during the third quarter points. Average interest bearing liabilities during the third quarter of 2003 were $144,525,000, an increase of $18,999,000, or

15.1%,15.1%, as compared to the average15.1%, as compared to the average of $125,526,00015.1%, as compared to the average of $125,526,000 for the third quarter of 2002. The cost of funds was 1.45%, a decrease of 58

basisbasis points from a cost of  2.03% for the third quarter of 2002  The net interest margin (netbasis points from a cost of  2.03% for the third quarter of 2002  The net interest margin (net intbasis points from a cost of  2.03% for the third quarter of 2002  The net interest margin (net interest income as a percentage of

averageaverage interest-eaverage  interest-earn ing assets) w as 4.93%  for the third  quarter o f 2003, a s comp ared to 5.5 9% for  the same  period in  2002, a

decreasedecrease of 66  basis points. The ne t interestdecrease of 66 basis points. The net interest spread (thedecrease  of 66 ba sis points. Th e net interest sp read (the d ifference b etween  the avera ge interest ra te earned  on interest-e arning as sets

andand interest paid on interest-bearing liabilities) was 4.49% for the thirdand interest paid on interest-bearing liabilities) was 4.49% for the third quarter of 2003, as compared to 4.94% for the third quarter

of 2002, a de crease of 45 ba sis points.

InIn contrast to the third quarter of 2003 reported above, the neIn contra st to the third q uarter of 2 003 rep orted abo ve, the ne t interest in In contrast to the third quarter of 2003 reported above, the net interest income for the first nine months of 2003 increased by

$193,000,$193,000, or 2.6%, reflecting the increase in average earning assets. Net interest income totaled $7$193,000, or 2.6%, reflecting the increase in average earning assets. Net interest income totaled $7,727,000, as$193,0 00, or 2.6 %, reflectin g the incre ase in aver age earn ing assets. N et interest inco me totale d $7,72 7,000, a s comp ared to

$7,534,000$7,534,000 for the sam$7,534 ,000 for  the same  period in $7,534,000 for the same period in 2002. Average earning assets during the first nine months of 2003 were $199,005,000, an

increaseincrease of $21,156,000, or 11.9%, over the same period in 2002. Earning assets were funded with a 15.1% increase in the

Company �sCompany � s average interest-bearing liabilities of which $9,602Company � s average interest-bearing liabilities of which $9,602,000 Company � s average interest-bearing liabilities of which $9,602,000 reflected an increase in average deposits, while the average

increaseincrease in borrowings was $8,483,000. The improvement in net interest income was theincrease in  borrow ings was  $8,483 ,000. Th e impro veme nt in net inter est incom e was the  result of the in crease in increase in borrowings was $8,483,000. The improvement in net interest income was the result of the increase in net average earning

assetsassets combine d with the decre ase in the cost of interest-bearin g liabilities. The net interest spread w as 4.72% an d the net interest

margin was 5.19% formargin w as 5.19% fo r the first nine month s of 2003, reflecting  a decrease of 22  basis points in net interestmargin w as 5.19% fo r the first nine month s of 2003, reflecting  a decrease of 22  basis points in net interest spread  and a decrease

of 47 ba sis points in n et interest m argin, com pared to th e same p eriod in 2 002. 

Average balances and rates for each major category of interest-earning assets and interest-bearing liabilities for the third quarter

and year-to-d ate periods of 20 03 and 20 02 are presented  on a com parative basis in the follow ing tables.
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Distribution of Assets, Liabilities and Stockholders � Equity Yields and Rates
For the Three Months Ended September 30, 2003  and 2002

(Dollars in Thousands)

2003 2002

Average
Balances

Interest
Income/
Expense

Average
Rates

Average
Balances

Interest
Income/
Expense

Average
Rates

Assets
Loans (a) $149,008 $2,634 7.01% $142,880 $2,824 7.84%

Investment securities 41,023 444 4.29% 27,321 365 5.30%

Federal funds sold 8,835 19 0.85% 9,761 39 1.59%

Interest-bearing bank balances 9,565 23 0.95% 5,043 23 1.81%

Total earnings assets 208,431 3,120 5.94% 185,005 3,251 6.97%

Allowance for loan losses (2,344) (2,114)

Cash and due from banks 7,186 7,409

Other assets 4,657 3,525

Total assets $217,930 $193,825

Liabilities and Stockholders � Equity
Savings, NOW and money market $79,935 196 0.97% $66,695 256 1.52%

Certificates of deposit 47,481 244 2.04% 52,068 347 2.64%

Customer repurchase agreements 6,710 12 0.71% 6,002 27 1.78%

Long- term debt 10,399 78 2.98% 761 13 7.02%

Total interest-bearing liabilities 144,525 530 1.45% 125,526 643 2.03%

Noninterest bearing deposits 50,037 46,872

Other liabilities 1,269 982

Stockholders � equity 22,099 20,445

Total liabilities and stockholders �  
equity $217,930 $193,825

Net interest income $2,590 $2,608

Net interest spread 4.49% 4.94%

Net interest margin 4.93% 5.59%

a) The loan averages are stated net of unearned income and include loans on which the accrual of interest has been discontinued.   
          

Distribution of Assets, Liabilities and Stockholders � Equity Yields and Rates
For the Nine Months Ended September 30, 2003  and 2002

(Dollars in Thousands)
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2003 2002

Average
Balances

Interest
Income/
Expense

Average
Rates

Average
Balances

Interest
Income/
Expense

Average
Rates

Assets
Loans (a) $151,388 $8,101 7.15% $140,449 $8,303 7.90%

Investment securities 32,396 1,108 4.57% 25,863 1,070 5.53%

Federal funds sold 7,906 60 1.01% 6,871 83 1.62%

Interest-bearing bank balances 7,315 58 1.06% 4,666 64 1.83%

Total earnings assets 199,005 9,327 6.27% 177,849 9,520 7.16%

Allowance for loan losses (2,356) (2,025)

Cash and due from banks 7,456 6,916

Other assets 4,595 3,534

Total assets $208,700 $186,274

Liabilities and Stockholders � Equity
Savings, NOW and money market $74,895 596 1.06% $60,022 653 1.45%

Certificates of deposit 48,511 787 2.17% 53,782 1,226 3.05%

Customer repurchase agreements 6,731 40 0.79% 5,179 66 1.70%

Long- term debt 7,712 177 3.06% 781 41 6.98%

Total interest-bearing liabilities 137,849 1,600 1.55% 119,764 1,986 2.22%

Noninterest bearing deposits 47,513 45,645

Other liabilities 1,431 1,071

Stockholders � equity 21,907 19,794

Total liabilities and stockholders �  
equity $208,700 $186,274

Net interest income $7,727 $7,534

Net interest spread 4.72% 4.94%

Net interest margin 5.19% 5.66%

a) The loan averages are stated net of unearned income and include loans on which the accrual of interest has been discontinued.   
                 

Noninterest Income
Total noninterest income increasedTotal no ninterest inc ome in creased 1 4.1% in Total noninterest income increased 14.1% in the third quarter of 2003 to  $533,000 from $467,000 for the third quarter of 2002.

ServiceService charge s on deposit acco unts totaled $420 ,000, an increase Service charges on deposit accounts totaled $420,000, an increase of $7,000 for theService charges on deposit accounts totaled $420,000, an increase of $7,000 for the third quarter of 2003, as compared to $413,000

forfor the same period last year. The sale of an investment security resultedfor the same period last year. The sale of an investment security resulted in a gain on sale offor the same period last year. The sale of an investment security resulted in a gain on sale of $41,000, and the sale of the guaranteed

portion o f an SBA  loan resu lted in a gain  of $34,0 00. 

Total noninterest income for theTotal noninterest income for the nine months endedTotal no ninterest inc ome fo r the nine m onths en ded Sep tember  30, 200 3 was $ 1,531,0 00, an inc rease of $ 103,00 0, com pared to

$1,4$1,428,000$1,428,000 for the same period in 2002. Growth in deposits and related activities resulted in an increase in servi$1,428,00 0 for the same  period in 200 2. Growth  in deposits and related  activities resulted in an increase in serv ice charges o $1,428,000 for the same period in 2002. Growth in deposits and related activities resulted in an increase in service charges on

deposit deposit of $43,000deposit o f $43,00 0 or 3.5%  to a total of $1 ,264,00 0, com pared the  total of $1,2 21,000  for the first nin e mon ths of 200 2. Odeposit of $43,000 or 3.5% to a total of $1,264,000, compared the total of $1,221,000 for the first nine months of 2002. Othedeposit of $43,000 or 3.5% to a total of $1,264,000, compared the total of $1,221,000 for the first nine months of 2002. Other

incomeincome totaled $197,000, a decrease of $11,000, asincome totaled $197,000,  a decrease of $11,000, as compared to the sameincom e totaled $1 97,000 , a decrease  of $11,0 00, as com pared to th e same p eriod in 2 002. O ther incom e  include d a $83 ,000 ga in

onon the sale of the guaranteed portion of SBA loans in 2003, as compared to $68,000 in 2002. The sale oon the sale of the guaranteed portion of SBA loans in 2003, as compared to $68,000 in 2002. The sale of investmenton the sale of the guaranteed portion of SBA loans in 2003, as compared to $68,000 in 2002. The sale of investment securities

resulted in a  gain of $ 70,000  in 2003 . 

Noninterest Expense
TotalTotal noninterest ex penseTotal no ninterest ex pense fo r the third q uarter of 2 003 inc reased $1 79,000  or 11.8%  toTotal noninterest expense for the third quarter of 2003 increased $179,000 or 11.8% to $1,691,000, as compared $1,512,000 for

thethe third quarter of 2002. The increase in noninterest costs combined with the reduction in income for the quarter resulted in a

declinedecline in the efficiency ratio to 54.1%, as compared to 49.2% fordecline in the efficiency ratio to 54.1%, as compared to 49.2% for the same quarter in 2002.decline in the efficiency ratio to 54.1%, as compared to 49.2% for the same quarter in 2002. Salaries and benefits have increased

byby $90,000by $90,000 to a total of $830,000, as a result of additional staff and the related cost ofby $90,00 0 to a total of $830 ,000, as a result of add itional staff and the related cost of  b enefits. Occupan cy and equ ipment exp ense



-10-

increasedincreased by $32,000 to $342,000 for the third quarter of 2003, due to deferred rent on leased office spaceincreased  by $32 ,000 to $ 342,00 0 for the th ird quarte r of 200 3, due to d eferred re nt on lease d office sp ace and  the costs increased by $32,000 to $342,000 for the third quarter of 2003, due to deferred rent on leased office space and the costs associated

withwith opening a newwith opening a new branch office. Professional fees increased by $7,000 to a total of $68,000,with opening a new branch office. Professional fees increased by $7,000 to a total of $68,000, compared to the third quarter of 2002,

as a result an increase in legal fees. Data processing fees increased by $11,000 as a result of openingas a result an increase in legal fees. Data processing fees increased by $11,000 as a result of opening a new branch officeas a result an increase in legal fees. Data processing fees increased by $11,000 as a result of opening a new branch office and an

increaseincrease in maintenance fees. Other operating expense increased by $39,000, partially dincrease in maintenance fees. Other operating expense increased by $39,000, partially due to increase in maintenance fees. Other operating expense increased by $3 9,000, partially due to an additional Board of Directors

meeting  held in the  third qua rter of 200 3 and an  increase in  sales and u se tax related  to new b ranch o ffice purc hases. 

TotalTotal noninterest ex penseTotal noninterest expense for the nine monthsTotal noninterest expense for the nine months ended September 30, 2003 increased $420,000 or 9.4% to $4,891,000, as compared

$4,471,000 for$4,471 ,000 for  the same  period in  2002. T he Com pany � s efficiency  ratio was 5 2.8% fo r the first nine m onths of 2 003, $4,471,000 for the same period in 2002. The Company �s efficiency ratio was 52.8% for the first nine months of 2003,  up from

thethe ratio of 49.9% reported for thethe ratio of 49.9% reported for the same periodthe ratio of 49.9% reported for the same period in 2002. Salaries and benefits increased $269,000 to a total of $2,434,000 or 12.4%

comparedcompared to the scomp ared to the  same p eriocompared to the same period last year, due to additional staff and the increase in medical insurance and other related cost of

benefits.benefits. Occupancy andbenefits. Occupancy and equipment expense increased by $41,000 to $945,000, as a result of opening a new branchbenefits. Occupancy and equipment expense increased by $41,000 to $945,000, as a result of opening a new branch office and the

recognitionrecognition of deferred rent on leased office space. Data processing fees increasrecognition of deferred rent on leased office space. Data processing fees increased $18,000 trecognition of deferred rent on leased office space. Data processing fees increased $18,000 to $337,000, due to the new branch

officeoffice and additional software maintenanceoffice and add itional software ma intenance costs. Profe ssional fees totaled $18 6,000 and  was $18,00 0 greater than the firstoffice and additional software maintenance costs. Professional fees totaled $186,000 and was $18,000 greater than the first nine

monthsmonths of 2002, as a result of a higher level of legalmonths of 2002, as a result of a higher level of legal fees. Other operating expense increased by $72,000 to $988,000, asmonths of 2002, as a result of a higher level of legal fees. Other operating expense increased by $72,000 to $988,000, as compared

to the same period in 2002, due to an increase in a variety of costs associated with our status as a public company, as well as, an

increase in supplies, charitable contributions, sales and use tax and an increase in courier expense.

Income Tax Expense
IncomeIncome tax expense for the three months endedIncome tax expense for the three months ended September 30, 2003 decreased $50,000 to $533,000, comparedIncome tax expense for the three months ended September 30, 2003 decreased $50,000 to $533,000, compared to the third quarter

ofof 2002, due to the decrease in pretax income. The Company �s effective tax rate for the third quarter of  2003 was 39.7%, as

compared to 40.0% for the third quarter of 2002.

IncomeIncome tax expense for the nine months endedIncome tax expense for the nine months ended September 30, 2003 decreasedIncome tax expense for the nine months ended September 30, 2003 decreased $130,000 to $1,553,000, compared to the same period

inin 2002, as a result of the decrease in pretax income. The Company � s effective tax rate for wasin 2002, as a result of the decrease in pretax income. The Company � s effective tax rate for was 39.9%, as compared to 40.1% for

the same period in 2002.

Financial Condition

Overview
TotalTotal assets increased to $230,562,000 at September 30, 2003 from $204,950,000 at December 31, 2002, an incTotal assets increased to $230,562,000 at September 30, 2003 from $204,950,000 at December 31, 2002, an incrTotal assets increased to $230,562,000 at September 30, 2003 from $204,950,000 at December 31, 2002, an increase of

$25,612,000 or$25,612,000 or 12.5%. The increase in assets was$25,612,000 or 12.5%. The increase in assets was attributable to an increase of $20,991,000 in interest-bearing deposits in other

banksbanks and $18,679,000 in investment securities. Total loans decreased by $7,107,000, compared to Debanks and $18,679,000 in investment securities. Total loans decreased by $7,107,000, compared to Decbanks and $18,679,000 in investment securities. Total loans decreased by $7,107,000, compared to December 31, 2002. Total

deposits deposits increased $16,107,deposits increased $16,107,000deposits increased $16,107,000 deposits increased $16,107,000 anddeposits increased $16,107,000 and deposits increased $16,107,000 and long -termdeposits in creased $ 16,107 ,000 an d long-te rm deb t increased  $9,530 ,000, co mpare d to the prio r year end . Total shar eholder s �  equity

increasedincreased 4.6% to $22,171,00 0 from Decem ber 31, 2002. The boo k value per share of increased 4.6% to $22,171,000 from December 31, 2002. The book value per share of comincreased 4.6% to $22,171,000 from December 31, 2002. The book value per share of common stock issued and outstanding at

September 30, 2003 was $7.36, as compared to $7.05 at December 31, 2002.

Loans
TheThe loan portfolio atThe loan portfolio at SeptThe loan portfolio at September 30, 2003 decreased 4.5% to $149,430,000, compared to $156,536,000 at December 31, 2002.

CommercialCommercial real estate secured loans grewCom mercial re al estate secur ed loans g rew 4.7 % or $4 ,843,00 0, com pared to Commercial real estate secured loans grew 4.7% or $4,843,000, compared to the prior year end. Commercial loans decreased 42.0%

oror $11,9 36,000 , or $11,936,000, compared or $11,936,000, compared to the balance at December 31, 2002, as a result of prepayments in excess of new loans added to the

portfolio. The guaranteed portion of SBA loan s totaling $338,000 were sold this quarter.

Investment securities
TotalTotal investment securities increased by $18,679,000 or 70.4% to $45,224,000 at September 30, 2003 from $26,545,000 at

December 31, 2002. Available-for-sale investment securities purchased duringDecember 31, 2002. Available-for-sale investment securities purchased during this periodDecember 31, 2002. Available-for-sale investment securities purchased during this period totaled $36,600,000 and purchases of

investmentinvestment securitiesinvestment securities classified as hold-to-maturity totaled $16,499,000.investment securities classified as hold-to-maturity totaled $16,499,000. Matured  or called investments classified as available-for-

salesale totaled sale totaled  $1sale totaled  $18,500,000 and hold-to-maturity investment securities totaled $11,000,000. Sales of investment securities totaled

$1,000,000$1,000,000 $1,000,000  for a gain on sale of $70,000. Principal repayments on mortgage-backed investment securities$1,000,000  for a gain on sale of $70,000. Principal repayments on mortgage-backed investment securities were $3,309,000.  The

marketmarket valuemarket value on themarket value on the available-for-sale portfolio decreased by $541,000 to a balance of $(224,000) at September 30, 2003, compared

to the balance at December 31, 2002, due to the overall decline in bond yields during the third quarter of 2003, as a result of the

steepenin g of the y ield curve . 

Short-term investments
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ShortShort term  investm ents cons isting of fed eral fund s sold and  interest bear ing dep ositsShort term investments consisting of federal funds sold and interest bearing deposits in banks increased $13,313,000Short term investments consisting of federal funds sold and interest bearing deposits in banks increased $13,313,000 at September

30,30, 2003 to a total of $25,268,000, compared30, 200 3 to a total of  $25,26 8,000, c ompa red to De cemb er 31, 20 02. The  overall inc rease in sho rt-term inv estmen ts was attribu table

to cash flows from  new depo sits,  the repayment o f loans and the pro ceeds from   FHLB ad vances.

Deposits
TotalTotal deposits increased by $16,Total deposits increased by $16,107,00Total deposits increased by $16,107,000 to $190,876,000 at September 30, 2003 from the December 31, 2002 balance of

$174,768,000.$174,768,000. To tal demand deposits were$174,768,000. Total demand deposits were $67,740,$174,768,000. Total demand deposits were $67,740,000,compared to $46,890,000 at December 31, 2002, an increase of

$20,850,000,$20,850,000, or 44.5%. Interest-bearing deposits decreased$20,850,000, or 44.5%. Interest-bearing deposits decreased 3.7% or $4,742,000 to $123,136,000, compared to the$20,850,000, or 44.5%. Interest-bearing deposits decreased 3.7% or $4,742,000 to $123,136,000, compared to the prior year end.

Short-term borrowings 
Short-termShort-term  borrow ings con sisting entirely Short-term  borrow ings con sisting entirely  of  repurc hase agre emen tsShort-term borrowings consisting entirely of  repurchase agreements decreased $1,006,000 or 13.8% to $6,307,000 at September

30,30, 2003 from the December 31,30, 2003 from the December 31, 2002 balance30, 2003 from the December 31, 2002 balance of $7,313,000, as a result of normal fluctuations in the balances of the Bank �s large

corporate custom ers.

Long-term debt
Long-term debt consisting of Federal Home Loan Bank advances increased $9,530,000 to $10,254,000 fromLong-term debt consisting of Federal Home Loan Bank advances increased $9,530,000 to $10,254,000 from theLong-term debt consisting of Federal Home Loan Bank advances increased $9,530,000 to $10,254,000 from the prior year-end,

asas a result of borrowings in theas a result of borrowings in the firsas a result of borrowings in the first quarter of 2003 totaling $10,000,000, for liquidity purposes. Terms on the FHLB advances

range fro m 18 m onths to fiv e years at an  average  interest rate of  2.71% . 

Stockholders � equity
StStockholde rs � Stockholde rs �  Stockholders � equity at September 30, 2003 was $22,171,000, an increase of $979,000 or 4.6% from the December 31, 2002

balancebalance  of $21,1 92,000 . The incr ease was  primarily  attributable balance of $2 1,192,000 . The increase w as primarily attributable to n et income for th e period of $2 ,342,000, lessbalance  of $21,1 92,000 . The incr ease was  primarily  attributable to  net incom e for the p eriod of $ 2,342,0 00, less the d ividend s paid

onon the C ompa ny � s comm on stock  totaling $1 ,098,00 0. on the Company � s common stock totaling $1,098,000.  The dividends paid in 2003 increased 13.2%, comparedon the Company � s common stock totaling $1,098,000.  The dividends paid in 2003 increased 13.2%, compared to the same period

in  2002.

Asset Quality

Allowance for Loan Losses
ManagementMana geme nt believes  the allowa nce for lo an losses ac countin g policy is Mana geme nt believes  the allowa nce for lo an losses ac countin g policy is c ritical toManagement believes the allowance for loan losses accounting policy is critical to the portrayal and understanding of our financial

conditioncondition and  results of operations. A s such, selection and a pplication of this  � critical accounting po licy �  involves judge ments,

estimates,estimates, and uncertainties that are susceptible to change.estimates, and uncertainties that are susceptible to change. In the event thatestimates, and uncertainties that are susceptible to change. In the event that different assumptions or conditions were to prevail, and

depending  upon the sev erity of such chan ges,depen ding up on the sev erity of suc h chang es, the possib ility of mate rially differen t financial co ndition o r results of op erations is

a reasonable likelihood.

TheThe Company manages the risk characteristics of its entire loan portfolio in an effort to identify problem loans so that the risksThe Co mpan y man ages the risk  character istics of its entire loa n portfo lio in an effo rt to identify p roblem  loans so th at the risks in

thethe portfo lio can be  identified o n a timely the portfolio can be identified on a timely basis and to maintain anthe portfolio can b e identified on a time ly basis and to m aintain an adequ ate allowance fo r loans losses. Man agemen t performs a

periodic periodic analysis of risk factors that includes the primary sources of repaymentperiodic analysis of risk factors that includes the primary sources of repayment on individualperiodic analysis of risk factors that includes the primary sources of repayment on individual loans, liquidity and financial condition

ofof borro wers an d guara ntors, and  the adeq uacy of  collateral. Lo ans subje ct toof borrowers and guarantors, and the adequacy of collateral. Loans subject to individual reviews are analyzed and segregated by

riskrisk according to the Company � srisk according to the Company � s internal risk rating scale. Management also considers changes in the size and characterrisk according to the Company � s internal risk rating scale. Management also considers changes in the size and character of the loan

portfolio, changes in nonperforming andportfolio, chang es in nonperfo rming and  past due loans,portfolio, changes in nonperforming and  past due loans, historical loss experience, concentrations of loans to specific borrowers

andand industries, and general and regional economic conditions, as well as, other facand industries, and general and regional econom ic conditions, as well as, other factorsand ind ustries, and  general a nd regio nal econ omic co nditions, as w ell as, other fac tors existing  at the determ ination da te. This

reviewreview takes into account the judgment of thereview takes into account the judgment of the individual loan officers, the credit risk manager,review takes into account the judgment of the individual loan officers, the credit risk manager, senior managem ent and the Board

ofof Directors.of Directors. The Coof Directo rs. The C ompa ny also h as a quarte rly loan rev iew perfo rmed b y an ind epend ent outside  consultan t. Althoug h credit

policiespolicies are designed to minimize risk, management recognizes that loan losses will occurpolicies are designed to minimize risk, management recognizes that loan losses will occur and thatpolicies are  designed  to minim ize risk, ma nagem ent recog nizes that loa n losses w ill occur an d that the am ount of th ese losses w ill

fluctuate depending on the risk characteristics of the loan portfolio.

TheThe allowance for loan losses is established throughThe allowance for loan losses is established through provisions for loan losses as a charge to earningsThe allow ance for  loan losses is e stablished th rough  provision s for loan lo sses as a cha rge to earn ings base d upon  manag emen t � s

on-goingon-going evaluation.on-going evaluation. The balance of the allowance for loan losses was $2,397,000 oron-going evaluation. The balance of the allowance for loan losses was $2,397,000 or 1.60% of total loans at September 30, 2003

andand $2,297,000 or 1.47%and $2,297,000 or 1.47% of total loans at December 31,and $2,297,000 or 1.47% of total loans at December 31, 2002. The provision for loan losses was $90,000 for the third quarter of

2003,2003, 2003, compar2003, compared to $105,000 for the third quarter of 2002. For the first nine months of 2003, the provision for loan losses was

$471,000,$471,000 , compared  to $293,00 0 for the sa$471,000, compared to $293,000 for the same period in 2002$471,000, compared to $293,000 for the same period in 2002. The increase in the provision is intended to address known and

inherentinherent losses that are both probable andinheren t losses that are b oth prob able and  estiinheren t losses that are b oth prob able and  estimable  at Septem ber 30 ,2 003. Th e weak  econom ic environ ment h as advers ely

impactedimpacted the cash flowsimpacte d the cash  flows of so me of o ur small co mme rcial and co mme rcial real estate b orrow ers, and as a  resultimpacted the cash flows of some of our small commercial and commercial real estate borrowers, and as a result the Company has
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experiencedexperienced an increase in nonperforming loans since year-end. Loans chargedexperienced an increase in nonperform ing loans since year-end. Loans charged off experienced an increase in nonperforming loans since year-end. Loans charged off in 2003 totaled $403,000 and consisted of

commercialcommercial and SB A nonperform ing loans. Recoveries on charged-offcomm ercial and  SBA n onperfo rming lo ans. Reco veries on  charged -off loans  totaled $3 2,000 in commercial and SBA nonperforming loans. Recoveries on charged-off loans totaled $32,000 in 2003, with significant recoveries

expectedexpected before year-end. While historical lossesexpected before year-end. While historical losses have been modest, the current economic conditions of the market area and the

concentrationconcentration of concentration of loansconcentration o f loans concen tration of lo ans inconcentration of loans in concentration of loans in theconcentration of loans in the concentration of loans in the higherconcentration of loans in the higher concentration o f loans in the higher risk concentration of loans in the higher risk classifications (e.g. commercial and commercial real estate mortgages) warrant maintenance

ofof the allowance for loanof the allowance for loan losses at its current level. Management believes that the allowance for loan losses at Septemberof the allowance for loan losses at its current level. Management believes that the allowance for loan losses at September 30, 2003

is adequa te given p ast experie nce and  the und erlying co ncerns su rround ing the C ompa ny � s loan po rtfolio.   

TheThe followingThe following table is an analysis of the allocation forThe following table is an analysis of the allocation for loan losses by categories as of September 30, 2003 and December 31, 2002.

Allocation of Allowances for Loan Losses
For the Periods Ended September 30, 2003 and December 31, 2002

September 30, 2003 December 31, 2002

Reserve
Amount

% of Loans
to Total
Loans

Reserve
Amount

% of Loans
to Total
Loans

(Dollars in Thousands)

Commercial $844 16.7% $817 23.1%

Real estate - secured 1,543 82.4% 1,361 76.2%

Installment 10 0.9% 13 0.7%

Unallocated -- -- 106 --

Total loans $2,397 100.0% $2,297 100.0%

The followingThe following table summarizes the changes in the allowance for loan losses for the nine months ended September 30,The following table summarizes the changes in the allowance for loan losses for the nine months ended September 30, 2003 and

2002.

Changes in the Allowance for Loans Losses for the 
Nine Months Ended September 30, 2003 and 2002

(Dollars in thousands)

2003 2002

Balance at January 1 $2,297 $1,911

Provision for loan losses 471 293

Recoveries:

Commercial 22 6

Installment to individuals 10 --

        Credit card -- 3

Total recoveries 32 9

Charge-offs:

Commercial (399) (33)

Installment to individuals (4) (14)

        Credit card -- (1)

Total charge-offs (403) (48)

Net charge-offs (371) (39)

Balance at end of period $2,397 $2,165

Ratio of net charge-offs to average total loans 0.25% 0.03%

Average total loans outstanding during the year $151,388 $140,449

Nonperforming Assets
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NonperformingNonperforming assets include nonaccrual loans, restructured loans, past-due loans and other real estate owned.Nonperforming assets include nonaccrual loans, restructured loans, past-due loans and other real estate owned. Past dueNonperforming  assets include nonaccrual loans, restructured loans, past-due loans and other real estate owned. Past due loans are

loansloans that are 90 days or more delinquent and still accruing interest. There were noloans that are 90 days or more delinquent and still accruing interest. There were no loans 90 days past due onloans that are 90 days or more delinquent and still accruing interest. There were no loans 90 days past due on September 30, 2003.

Nonp erform inNonperformingNonperforming Nonperforming loaNonperforming loans at September 30, 2003 were $3,940,000, with balances of $1,957,000 guaranteed by the SBA. Nonperforming

loansloans at December 31, 2002 were $460,00loans at December 31, 2002 were $460,000, with baloans at D ecemb er 31, 20 02 wer e $460 ,000, w ith balance s of $29 5,000 g uarantee d by the  SBA. T he significa nt increase  in

nonperformingnonperforming loans since year-end is reflective of thenonperforming loans since year-end is reflective of the weak regionalnonpe rformin g loans sin ce year-e nd is reflectiv e of the w eak regio nal econ omy th at has con tributed to th e decline in  credit qua lity

ofof some of theof some of the Company �s borrowers. The increase reflected loans secured by commercial business collateral ofof some of th e Comp any � s borrowers. T he increase reflected loa ns secured by  comm ercial business collateral of w hich the largest

loanloan had a balance of $525,000 at September 30, 2003 and three loans secured with commercial realloan had a balance of $525,000 at September 30, 2003 and three loans secured with commercial real estate of which theloan had a balance of $525,000 at September 30, 2003 and three loans secured with commercial real estate of which the largest loan

hadhad a balance of $356,000. Management is committed to strengthening credit administration and managing the nonperforming

assets.

 The following table presents a breakdown of The following table presents a breakdown of nonperforming assets by category, at September 30, 2003 and December 31, The following table presents a breakdown of nonperforming assets by category, at September 30, 2003 and December 31, 2002.

  Analysis of Nonperforming Assets
                                          September 30, 2003 and December 31, 2002 

 (Dollars in thousands)           

   2003       2002  

Nonaccru al loans:

Commercial $2,954 $460

Com mercial re al estate 924 --

Installment personal     62      --

      Total nonaccrual loans  $3,940    460

Past due loans:

Commercial -- --

      Total non perform ing assets $3,940 $460

Nonperforming assets exclusive of SBA guarantee $1,983 $165

Nonperforming assets to gross loans 2.64% 0.29%

Nonp erform ing assets to to tal assets 1.71% 0.22%

Allowanc e for loan losses to non performing  assets  61% 500%

LoansLoans classified as monitored credits, which are not reported in the precLoans c lassified as m onitored  credits, wh ich are no t reported  in the prec edinLoans classified as monitored credits, which are not reported in the preceding table, totaled $7,652,000 and $3,468,000 at

SeptemberSeptember 30, 2003September 30, 2003 andSeptemb er 30, 2003  and Decem ber 31, 200 2 respectively. Th e balances of classified cred its guaranteed by  the SBA or w ith cash

collateralcollateral totaledcollateral totaled $2,188,000 and $1,989,000 at June 30, 2003collateral totaled $2,188,000 and $1,989,000 at June 30, 2003 and December 31, 2002, respectively. Classified loans are subject

to manag ement � s attention and their classification is review ed on a qua rterly or more freq uent basis.

Liquidity and  Capital Resources 

Liquidity
PrincipalPrincipal sources of liquidity are cash, cash equivalents, and short termPrincipal so urces of liq uidity are c ash, cash e quivalen ts, and sho rt term inv estmen ts. Liquid Principal sources of liquidity are cash, cash equivalents, and short term investments. Liquid assets totaled $33,463,000 or 14.5%

ofof total assets atof total assets at Septemberof total assets at September 30, 2003, as compared to $19,463,000 or 9.5% of total assets at December 31, 2002. The Company has

additionaladditional sources of liquidity available through unpledged investment securities available-for-sale tadditional sources of liquidity available through unpledged investment securities available-for-sale totaling $1additional sources of liquidity available through unpledged investment securities available-for-sale totaling $18,157,000, and

unsecu red lines of  creditunsecured lines o f credit available from  correspond ent banks, wh ich can provid e up to  $11,0 00,000, as w ell as,unsecu red lines of  credit availa ble from  correspo ndent b anks, w hich can  provide  up to  $1 1,000,0 00, as we ll as, a credit facility

through its membership in the Federal Ho me Loan Ba nk of Atlanta ( � FHLB � ).

Capital Resources
TheThe following table presents the capital position of the Company and the Bank relative tThe follo wing tab le presents th e capital po sition of the C ompa ny and  the Bank  relative to the irThe following table presents the capital position of the Company and the Bank relative to their various minimum statutory and

regulatory capital requirements at September 30,regulator y capital req uireme nts at Septem ber 30, 2 003 an d Dece mber 3 1, 2002 . Bothregulatory capital requirements at September 30, 2003 and December 31, 2002. Both the Company and the Bank continue to be

considered  � well capitalized �  and exceed  the regulatory gu idelines.
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Actual Minimum Capital
Requirements

Minimum To Be Well
Capitalized Under
Prompt Corrective
Action Provisions

Amount Ratio Amount Ratio Amount Ratio

(Dollars in Thousands)

September 30, 2003:

Total Capital to Risk Weighted Assets:

Consolidated $24,504 13.92% $14,080 8.00%         N/A N/A

Bank 24,282 13.81% 14,062 8.00% 17,577 10.00%

Tier 1 Capital to Risk Weighted Assets:

Consolidated 22,304 12.67% 7,040 4.00% N/A N/A

Bank 21,832 12.42% 7,031 4.00% 10,546 6.00%

Leverage Ratio:

Consolidated 22,304 10.23% 8,717 4.00% N/A N/A

Bank 21,832 10.02% 8,717 4.00% 10,896 5.00%

December 31, 2002:

Total Capital to Risk Weighted Assets:

Consolidated $23,171 13.37% $13,882 8.00%         N/A N/A

Bank 23,009 13.26% 13,961 8.00% 17,326 10.00%

Tier 1 Capital to Risk Weighted Assets:

Consolidated 21,003 12.12% 6,941 4.00% N/A N/A

Bank 20,592 11.87% 6,930 4.00% 10,396 6.00%

Leverage Ratio:

Consolidated 21,003 10.42% 8,063 4.00% N/A N/A

Bank 20,592 10.22% 8,061 4.00% 10,076 5.00%

N/A = not applicable

Interest Rate Sensitivity 
TheThe Company is exposed to various market risks in the normalThe Co mpan y is expo sed to var ious ma rket risks in th e norm al course o f condu cting it � sThe Com pany is expo sed to various m arket risks in the norm al course of con ducting it � s business. Mark et risk is the potential loss

arisingarising from adverse changes in interest rates, prices, andarising from adverse changes in interest rates, prices, and liquidity. The Companyarising from adverse changes in interest rates, prices, and liquidity. The Company has established the Asset/Liability  Committee

(ALCO)(ALCO) to monitor and manage those risks. ALCO (ALCO) to monitor and manage those risks. ALCO meets pe(ALCO ) to monitor an d manag e those risks. ALC O meets pe riodically and is respon sible for approvin g asset/liability policies,

formulatingformulating and implementing strategies to improve balance sheet and income statementformulating and implementing strategies to improve balance sheet and income statement positioning, and monitoringformulating an d implem enting strategies to imp rove balance  sheet and incom e statement positionin g, and mo nitoring the interest

raterate sensitivity. The Com pany m anages its interest rate riskrate sensitivity. The Company manages its interest rate risk sensitivity through the use ofrate sensitivity. The Company manages its interest rate risk sensitivity through the use of a simulation model that projects the impact

ofof  rate sho cks, rate cy cles, and ra te forecast es timates on  the net intere st incom e and eco nomic of  rate shocks, rate cycles, and rate forecast estimates on the net interest income and economic value ofof  rate shocks, rate cycles, and rate forecast estimates on the net interest income and economic value of equity (the net present value

ofof expected cash flowsof expected cash flows from assets and liabilities). These simulations provide a test forof expe cted cash  flows fro m assets an d liabilities). Th ese simu lations pro vide a test fo r embe dded in terest rate risk an d takes into

considerationconsideration factors such as maturities, reinvestment rates, prepayment speeds, repricing limits, decay rates and other factors. The

resultsresults are compared to risk toleraresults are compared to risk toleranresults are co mpare d to risk toler ance lim its set by AL CO po licy. Based  on the C ompa ny � s most rec ent interest rate  sensitivity

analysis,analysis, the impact to the netanalysis, the  impact to  the net intere st incom e and the  econom ic value o f equityanalysis, the impact to the net interest income and the economic value of equity are well within the tolerance limits for both a rising

or declinin g interest rate e nvironm ent and se nsitivity to m arket risk is m oderate. 

Forward L ooking Statements

WhenWhen usWhen u sed in this When  used in this F orm 1 0-QSB , the word s or phras es  � will likely resu lt, �   � are expe cted to � ,   � will contin ue � ,  � is anticipated , �

 � estimate, �  � estimate, �   � project �  or similar ex pressions  are intend ed to iden tify   � forward -looking  statemen ts �  within  � estimate, �   � project �  or similar expressions are intended to identify   � forward-looking statements �  within the meaning of � estimate, �   � project �  or similar ex pressions  are intend ed to iden tify   � forward -looking  statemen ts �  within the  meanin g of the P rivate
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SecuritiesSecurities Litigation Reform Act of 1995. Such statements are subject to certain risks and uncertainties, including, among other

things,things, cha nges in ec onom icthings, changes in economic conditions in the Company � s marketthings, cha nges in ec onom ic conditio ns in the C ompa ny � s marke t area, chan ges in po licies by reg ulatory ag encies, fluc tuations in

interestinterest rates, demand for loans in the Company �sinterest rates, demand  for loans in the Co mpany  � s market areas an d comp etition, that could cause interest rates, d eman d for loan s in the Co mpan y � s marke t areas and  comp etition, that co uld cause  actual resu lts to differ m aterially

fromfrom historical earnings andfrom h istorical earn ings and  those pre sentlyfrom historical earnings and those presently anticipated or projected. The Company wishes to caution readers not to place undue

reliance on any such forward-looking statements, which speakreliance on any such forward-looking statements, which speak only as of the date made. The Companyreliance on any such forward-looking stateme nts, which speak only as of the date made. The C ompany w ishes to advise readers

thatthat the facto rs listed abov e could that the factors listed above could affect the Company � s financial performance and could cause the Company �sthat the factors listed above could affect the Company � s financial performance and could cause the Company �s actual results for

futurefuture periods to diffefuture pe riods to diff er mate future periods to differ materially from any opinions or statements expressed with respect to future periods in any current

statemen ts. 

TheThe Company does not undertake and specifically declinesThe Com pany doe s not undertake  and specifically decline s any obligation to p ublicly release the results of an y revisions,The Company does not undertake and specifically declines any obligation to publicly release the results of any revisions, which

may be mademay be made to any forward-looking statements to reflect events or circumstances after the date of such statements ormay be made to any forward-looking statements to reflect events or circumstances after the date of such statements or to reflect

the occurrenc e of anticipated or un anticipated events.

Item 3 - Controls and Procedures

AsAs of the end of the period covered by this report, the Company conducted an evaluation, under the supervision and with the

participationparticipation of the principal executive officer and principal financial officer, of theparticipation of the principal executive officer and principal financial officer, of the Company � s disclosure controls and procedures

(as(as defined in Rules 13a-15(e) and 15d-15(e) under the S(as defined in Ru les 13a-15(e) an d 15d-15 (e) under the Se curities E(as define d in Rule s 13a-15 (e) and 1 5d-15 (e) unde r the Secu rities Exch ange A ct of 193 4 (the  � Excha nge Ac t � )). Based o n this

evaluation,evaluatio n, the princ ipal execu tive officevaluation, the principal executive officerevaluation, the principal executive officer and principal financial officer concluded that the Company �s disclosure controls and

proceduresprocedures are effective to ensure that information required to be disclosed by the Company in reports that it files or submits under

thethe Exchange Actthe Exchange Act is recorded,the Exchange Act is recorded, processed, summarized and reported within the time periods specified in Securities and Exchange

CommissionCommission rules and forms. There was no change in the Company � s internal control over financiCommission rules and forms. There was no change in the Company � s internal control over financialCom mission r ules and f orms. T here wa s no chan ge in the C ompa ny � s internal co ntrol ove r financial Comm ission rules and forms. There was no change  in the Company � s internal control over financial reCommission rules and forms. There was no change in the Company � s internal control over financial reporting during the Company � s

mostmost rec ently com pleted fisca l quartemost recently co mpleted fiscal qu arter that has m most recently completed fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Company �s

internal control over financial reporting.

PART  II.

Item 4 - Submission of Matters to Vote of Security Holders
None

Item 5 - Other Matters
None.

                
Item 6 - Exhibits and Reports on Form 8-K

(a) Exhibits- 

Exhibit 3 1.1 Certification of the Chief Executive Officer

Exhibit 3 1.2 Certification of the Chief Financial Officer

Exhibit 32 Certification of Chief Executive Officer and Chief Financial Officer

(b) Reports on From 8-K-

TheThe ComThe CompThe Com pany filed a  Form  8-K on O ctober 31, 200 3 to report that the Co mpany  had issued a press

release announcing earnings for the three and nine months periods ending September 30, 2003.
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SIGNATURES

InIn aIn accordance with the requirements of the Exchange Act, the Registrant caused this report to be signed on its behalf by the

undersigned thereunto duly authorized.

ABIGAIL ADAMS NATIONAL BANCORP, INC.

Registrant

Date: November 12, 2003  /s/ Jeanne D. Hubbard                  

    Jeanne  D. Hubbard

   Chairw oman  of the Bo ard, 

    President and Director

    (Principal Executive Officer)

Exhibit 3 1.1

I, Jeanne D . Hubb ard, Presid ent and C hief Exe cutive O fficer, certify th at:

1. I have reviewed this quarterly report on Form 10-QSB of The Abigail Adams National Bancorp;
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2. BasedBased on my k nowledge, this report does not contain any untrue statement of a Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state aBased on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material

fact necessary to make the statements made, in light offact necessary to make the statements made, in light of the circumstances under wh ich such statements werefact necessary to make the statements made, in light of the circumstances under which such statements were made,

not misle ading w ith respect to  the period  covered  by this rep ort;

3. BasedBased on my knowledge, the financial statements, and otherBased on my knowledge, the financial statements, and other finanBased o n my k nowled ge, the fina ncial statem ents, and o ther finan cial inform ation inclu ded in this  re port, fairly

presentpresent in present in all material respects the financial condition, results of operations and cash flows of the registrant aspresent in all material respects the financial condition, results of operations and cash flows of the registrant as of, and

for, the pe riods prese nted in this re port;

4. TheThe registrant � s other certifying officer and I are responsible for establishing and maintaining disclosure controls and

procedures (as defined in Exchange Act Rules 13a-15 (e) and 15d-15(e)) for the registrant and we have:

a) designeddesigned such disclosure controls and procedures, or caused designed such disclosure controls and procedures, or caused sucdesigned such disclosure controls and procedures, or caused such disclosures and procedures to be

designeddesigned underdesigned under our supervision, to ensure that materialdesigne d unde r our sup ervision, to  ensure th at material in forma tion relating  to the registra nt, includin g its

consolidatedconsolidated subsidiaries, is made know to us by others within those entities, particularly during the period

in which this report is being prepared;

b) evaluatedevaluated  the effective ness of the  registrant � s disclosure  controls an d proce dures an d presen ted in this

reportreport our con clusions about the  effectivenessreport our conclusions about the effectiveness of the disclosurereport our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of

the period covered by this report based on such evaluation; and

c) discloseddisclosed  in thisdisclosed in this report any changes in thedisclosed in this report any changes in the registrant � s internal control over financial reporting (as defined

inin Exchange Act Ru les 13a-15(f)in Exchange Act Rules 13a-15(f) and 15d-15(f)) that occurred during the registrant �s most recent fiscal

quarter (th e registrant � s fourthquarter (the registrant �s fourth quarter in the case of an annual report) that hasquarter (th e registrant � s fourth q uarter in the  case of an  annual re port) that h as materia lly affected , or is

reasonably likely to materially affect, the registrant � s internal control over financial reporting.

5) TheThe registrant �s other certifying officer and I haveThe registrant � s other certifying officer and I have disclosed, based on our most recentThe registrant �s other certifying officer and I have disclosed, based on our most recent evaluation of internal control

overover fina ncial repo rting, to the re gisover fina ncial repo rting, to the re gistrant � sover financial reporting, to the registrant �s auditors and the audit committee of registrant �s board of directors (or

persons performing the equivalent functions):

a) allall significant deficiencies and material weaknesses in the design or operation of internaall significan t deficiencie s and m aterial wea knesses in  the design  or opera tion of inter nal call significant deficiencies and material weaknesses in the design or operation of internal control over

financialfinancial repfinancial reporting whichfinancial reporting which are reasonably likely to adversely affect the registrant �s ability to record,

process, summarize and report financial information; and

b) anyany fraud,any fraud, whether or not material, that involves management or other employees whoany fraud, whether or not material, that involves management or other employees who have a significant

role in the re gistrant � s internal co ntrol ove r financial re porting. 

Date: November 12, 2003 /s/ Jeanne D. Hubbard

President and Chief Executive Officer
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Exhibit 3 1.2

I, Karen E . Troutm an, Sr. Vic e Presiden t and Ch ief Financ ial Officer, ce rtify that:

1. I have reviewed this quarterly report on Form 10-QSB of The Abigail Adams National Bancorp;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a

material fa ct necessar y to ma ke the statem ents mad e, in light of th e circum stances un der wh ich such sta tements

were m ade, not m isleading w ith respect to  the period  covered  by this rep ort;

3. Based o n my k nowled ge, the fina ncial statem ents, and o ther finan cial inform ation inclu ded in this re port, fairly

present in all material respects the financial condition, results of operations and cash flows of the registrant as of,

and for, th e periods  presented  in this repor t;

4. The reg istrant � s other certify ing office r and I are  responsib le for establish ing and  maintain ing disclos ure con trols

and procedures (as defined in Exchange Act Rules 13a-15 (e) and 15d-15(e)) for the registrant and we have:

a) designed such disclosure controls and procedures, or caused such disclosures and procedures to be

designed under our supervision, to ensure that material information relating to the registrant, including

its consolidated subsidiaries, is made know to us by others within those entities, particularly during the

period in which this report is being prepared;

b) evaluated  the effective ness of the  registrant � s disclosure  controls an d proce dures an d presen ted in this

report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end

of the period covered by this report based on such evaluation; and

c) disclosed in this report any changes in the registrant �s internal control over financial reporting (as

defined in Ex change A ct Rules 13a-15 (f) and 15d-1 5(f)) that occurred d uring the registrant � s most

recent fisca l quarter (th e registrant � s fourth q uarter in the  case of an  annual re port) that h as materia lly

affected, or is reasonably likely to materially affect, the registrant �s internal control over financial

reporting.

5. The registrant �s other certifying officer and I have disclosed, based on our most recent evaluation of internal

control over financial reporting, to the registrant �s auditors and the audit committee of registrant �s board of

directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrant �s ability to record,

process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a

significant ro le in the registr ant � s internal co ntrol ove r financial re porting. 

Date: November 12, 2003 /s/ Karen E. Troutman

                                                       Sr. Vice President and Chief Financial Officer

Exhibit 32
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Certification of Chief Executive Officer and Chief Financial Officer

Jeanne D. Hubbard, President and Chief Executive Officer, and Karen E. Troutman, Senior Vice President and Chief Financial

Officer of Abigail Adams National Bancorp, Inc. (the  � Company � ) each certify in her capacity as an officer of the Company

that she has reviewed the quarterly report on Form 10-QSB for the quarter ended June 30, 2003 and that to the best of her

knowledge:

(1) the report fully complies with the requirements of Section 13(a) of the Securities Exchange Act of

1934; and

(2) the information contained in the report fairly presents, in all material respects, the financial condition

and results of ope rations.

The purpose of this statement is solely to comply with Title 18, Chapter 63, Section 1350 of the United States Code, as

amended by Section 906 of the Sarbanes-Oxley Act of 2002.

Date: November 12, 2003  /s/ Jeanne D. Hubbard                  

Jeanne D. Hubbard

Chief Executive Officer

Date: November 12, 2003  /s/ Karen E. Troutman                    

Karen E. Troutman

Chief Financial Officer


