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FORWARD-LOOKING STATEMENTS

Part I and Part II of this Annual Report on Form 10-K may contain forward-looking statements within the meaning of The Private Securities
Litigation Reform Act of 1995. Readers of this report should be aware of the speculative nature of forward-looking statements. Statements that
are not historical in nature, including the words anticipate, estimate, should, expect, believe, intend, and similar expressions, are based on
expectations, estimates and projections about (among other things) the industry and the markets in which the Company operates; they are not
guarantees of future performance. Whether actual results will conform to expectations and predictions is subject to known and unknown risks

and uncertainties, including risks and uncertainties discussed in this Form 10-K, general economic, market or business conditions; changes in
interest rates, deposit flow, the cost of funds, and demand for loan products and financial services; changes in our competitive position or
competitive actions by other companies; changes in the quality or composition of loan and investment portfolios; the ability to mange growth;
changes in laws or regulations or policies of federal and state regulators and agencies; and other circumstances beyond the Company s control.
Consequently, all of the forward-looking statements made in this document are qualified by these cautionary statements, and there can be no
assurance that the actual results anticipated will be realized, or if substantially realized, will have the expected consequences on the Company s
business or operations. Except as required by applicable laws, we do not intend to publish updates or revisions of any forward-looking

statements we make to reflect new information, future events or otherwise. For a discussion of risks and uncertainties that could cause actual
results to differ materially from those contained in the forward looking statements, see Risk Factors filed as Exhibit 99.1 to this Form 10-K.
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PART I

ITEM 1 BUSINESS
General

First Mariner Bancorp ( First Mariner , on a parent only basis, and we , our or us ,on aconsolidated basis) is a financial holding company whose
business is conducted primarily through its wholly-owned operating subsidiaries, First Mariner Bank (the Bank ), Finance Maryland LLC

( Finance Maryland ), and FM Appraisals, LLC ( FM Appraisals ). We were formed in 1995 and have grown to become the fourth largest publicly
traded bank holding company headquartered in Maryland, with total assets in excess of $1.250 billion as of December 31, 2004. Our executive

offices are located in the Canton area of Baltimore City at 3301 Boston Street, Baltimore, Maryland 21224 and our telephone number is

(410) 342-2600. We maintain internet sites located at www.1stmarinerbank.com, www.1stmarinerbancorp.com, www.1stmarinermortgage.com,
www.vamortgage.com and www.financemaryland.com.

The Bank is our largest operating subsidiary with assets exceeding $1.199 billion as of December 31, 2004. The bank was formed in 1995
through the merger of several small financial institutions. The Bank s primary market area for it s core banking operations, which consist of
traditional commercial and consumer lending, as well as retail and commercial deposit operations, is central Maryland as well as portions of
Maryland s eastern shore. The Bank s mortgage division, First Mariner Mortgage, primarily serves the same core market area as the Bank, while
several sourcing units of First Mariner Mortgage operate on a regional and even national basis. In 2004, approximately 70% of First Mariner
Mortgage s loan production came from the Bank s core market area. First Mariner Bank is an independent community bank, and its deposits are
insured by the Federal Deposit Insurance Corporation ( FDIC ). The bank is engaged in the general commercial banking business, with particular
attention and emphasis on the needs of individuals and small to mid-sized businesses, and delivers a wide range of financial products and

services that are offered by many larger competitors. Products and services include traditional deposit products, a variety of consumer and
commercial loans, residential and commercial mortgage and construction loans, money transfer services, non-deposit investment products, and
Internet banking and similar services. Most importantly, the Bank provides customers with access to local Bank officers who are empowered to
act with flexibility to meet customers needs in an effort to foster and develop long-term loan and deposit relationships.

Finance Maryland was formed in July 2002, and engages in traditional consumer finance activities, making small direct cash loans to

individuals, the purchase of installment loan sales contracts from local merchants and retail dealers of consumer goods, and loans to individuals
via direct mail solicitations. Finance Maryland currently operates 13 branches in the State of Maryland and four branches in the state of

Delaware, which operate under the trade name Finance Delaware . Finance Maryland had total assets of $34.5 million as of December 31, 2004.

FM Appraisals, which commenced operations in fourth quarter of 2003, is an appraisal management company that is headquartered in Baltimore
City. FM Appraisals offers appraisal management services for residential real estate lenders, including the compliance oversight of
sub-contracted appraisers, appraisal ordering and administration, and appraisal review services. FM Appraisals currently provides these services
to First Mariner Mortgage, but will begin to market appraisal management services to outside lenders in 2005.

Since our formation in 1995, our business strategy has focused on development of an operational and retail distribution infrastructure to create a
platform to support the generation of assets and deposits. At our inception we had 20 employees, four full service branches and two ATM s in the
Baltimore region, with total assets of $35.2 million, loans of $20.4 million, and deposits of $24.6 million. Since that time, we
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have grown assets at an average compound annual growth rate of 45%. At December 31, 2004, we had over 700 employees, 24 full service bank
branches, 14 mortgage loan offices, 17 consumer finance offices, and approximately 188 ATMS (51 owned by us and 137 available to our
customers through third party agreements) with total assets of $1.251 billion, loans of $746.1 million and deposits of $825.4 million. We earned
net income of $6.1 million for the year ending December 31, 2004.

We are not dependent on any single customer or small group of customers and we do not experience any material seasonal variations in its
business. We do not conduct any foreign operations.

Our annual report on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K and amendments to these reports are
available, free of charge, in the investor relations section of our internet site as soon as reasonably practicable after we have filed them with the
Securities and Exchange Commission. The information on the website listed above is not and should not be considered part of this annual report
on Form 10-K and is not incorporated by reference in this document.

Our Business Strategy

Our initial strategy involved building a network of banking branches, mortgage loan offices, and ATMs to capture market share and build a
community franchise for our stockholders, customers and employees. Having developed this infrastructure, we are now focused on growing
assets and earnings by capitalizing on the broad network of Bank branches, mortgage offices, consumer finance offices and ATMs that we
established during our infrastructure expansion phase.

To continue asset growth and profitability, our marketing strategy is targeted to:
e Capitalize on our personal relationship approach that we believe differentiates us from our larger competitors;
e Provide our customers with access to local executives who make key credit and other decisions;

e Pursue commercial lending opportunities with small to mid-sized businesses that are underserved by our larger
competitors;

e Develop innovative financial products and services to generate additional sources of revenue;

e  Cross-sell our products and services to our existing customers to leverage relationships and enhance our
profitability;

e Review our branch performance to evaluate possible consolidations or relocations that may increase our
efficiency; and

e Adhere to rigorous credit standards to maintain the continued quality of our assets as we implement our growth
strategy.

Financial Services We Provide

Commercial Banking. Our commercial loan unit focuses on loan originations from small and mid-sized businesses
(generally up to $20.0 million in annual sales) and such loans are usually accompanied by significant related deposits.
Our commercial loan products include commercial mortgage loans for the purchase or refinance of commercial
properties; residential and commercial real estate construction loans; working capital loans and lines of credit;
demand, term and time loans; and equipment, inventory and accounts receivable financing. We also offer an array of
cash management services and deposit products to our commercial customers. Computerized on-line banking is
currently available to our commercial customers.
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Retail Banking. Our retail banking activities emphasize consumer deposit and checking accounts. We offer an extensive
range of services to meet the varied needs of our customers from young persons to senior citizens. In addition to
traditional products and services, we offer contemporary products and services, such as debit cards, mutual funds,
annuities, insurance products and Internet banking and electronic bill payment services. Our consumer loan products
include home equity lines of credit, fixed rate second mortgages, new and used auto loans, new and used boat loans,
overdraft protection and unsecured personal credit lines.

Mortgage Banking. Our mortgage banking business is structured to provide a source of fee income largely from the
process of originating residential mortgage loans for sale on the secondary market, as well as the origination of loans
to be held in our loan portfolio. Mortgage banking products include Federal Housing Administration ( FHA ) and the
federal Veterans Administration ( VA ) loans, conventional and nonconforming first and second mortgages, reverse
mortgages, and construction and permanent financing. We intend to improve our competitive position in our markets
by streamlining the mortgage underwriting process through the introduction of advanced technology, and
development of new products to meet our customers needs.

Community Reinvestment Act. 'We have a strong commitment to our responsibilities under the federal Community
Reinvestment Act (the CRA ) and actively search for opportunities to meet the development needs of all members of
the communities we serve, including persons of low to moderate income in a manner consistent with safe and sound
banking practices. We currently fulfill this commitment by participating in loan programs sponsored or guaranteed by
the FHA, the VA, the federal Community Development Act, the Maryland Industrial Development Financing
Authority, and the Settlement Expense Loan Program.

Consumer Finance. We offer a wide variety of consumer finance products through Finance Maryland, which was formed
in July 2002, and is currently focused on building market share by offering competitive products and services,
delivered by experienced personnel who provide responsive service. Loan sizes are generally smaller than those
originated by the Bank (approximately $2,300), and Finance Maryland currently serves approximately 15,000
customers in Maryland and Delaware.

Our Lending Activities

Loan Portfolio Composition. At December 31, 2004, our loan portfolio totaled $746.1 million, representing approximately
59.7% of our total assets of $1.251 billion. Our loans are generally secured by residential and commercial real estate,
and over 86% of our total loans as of December 31, 2004 were secured by real estate. See Management s Discussion
and Analysis of Financial Condition and Results of Operations for the year ended December 31, 2004 for more
detailed information concerning the composition of our loan portfolio.

Commercial Loans. We originate a variety of loans for business purposes. Less than one percent of all our commercial
loans are unsecured. We make loans to provide working capital to businesses in the form of lines of credit, which may
be secured by real estate, accounts receivable, inventory, equipment or other assets. The financial condition and cash
flow of our commercial borrowers are closely monitored by the submission of corporate financial statements, personal
financial statements and income tax returns. The frequency of submissions of required financial information depends
on the size and complexity of the credit and the collateral that secures our loan. It is our general policy to obtain
personal guarantees from the principals of our commercial loan borrowers.

Real Estate Development and Construction Loans. We provide interim real estate acquisition development and construction
loans to builders, developers, and persons who will ultimately occupy their single family dwellings. Our real estate
development and construction loans provide interim financing on properties and are generally made for 80% or less of
the appraised value of the property, taking into
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consideration private mortgage insurance. Our real estate development and construction loan funds are disbursed periodically at pre-specified
stages of completion. We carefully monitor these loans with on-site inspections and control of disbursements.

Loans we provide to individuals for the construction of their primary residences are typically secured by the property under construction,
frequently include additional collateral (such as second mortgage on the borrower s present home), and commonly have maturities of 9 to
12 months.

Loans provided by us to residential builders for the construction of residential homes require binding sales contracts on the property and the
prospective buyers have been pre-qualified for permanent mortgage financing. Development loans are made only to developers with a proven
track record. Generally, these loans are extended only when the borrower provides evidence that the lots under development will be sold to
builders satisfactory to us.

We secure development and construction loans with the properties under development or construction and we typically obtain personal
guarantees from the principals. Further, to assure that we do not place reliance solely in the value of the underlying property, we consider the
financial condition and reputation of the borrower and any guarantors, the amount of the borrowers equity in the project, independent appraisals,
costs estimates and pre-construction sale information.

See Management s Discussion and Analysis of Financial Condition and Results of Operations for the year ended December 31, 2004 for more
detailed information concerning our real estate development and construction lending.

Residential Real Estate Mortgage Loans. Our mortgage division originates adjustable and fixed-rate residential mortgage
loans. Our mortgage loans are generally originated under terms, conditions and documentation acceptable to the
secondary mortgage market. We will place some of these loans into our portfolio, although the vast majority are
eventually sold to investors.

Commercial Real Estate Mortgage Loans. We originate mortgage loans secured by commercial real estate. These loans are
primarily secured by office buildings, retail buildings, warehouses and general purpose business space. Although
terms may vary, our commercial mortgages generally have maturities of ten years or less.

We seek to reduce the risks associated with commercial mortgage lending by generally lending in our market area and obtaining periodic
financial statements and tax returns from our borrowers. It is also our general policy to obtain personal guarantees from the principals of the
borrowers and assignments of all leases related to the collateral.

Consumer Loans. The Bank and Finance Maryland offer a variety of consumer loans. Consumer loans originated by the
Bank are typically secured by residential real estate or personal property, including automobiles and boats. Our home
equity loans (closed-end and lines of credit) are typically made up to 80% of the appraised value, less the amount of
any existing prior liens on the property and generally have maximum terms of 10 years. We do offer home equity
products with loan to value products of up to 100%, and mitigate our risk of loss on higher loan to value products with
private mortgage insurance. The interest rates on our closed-end home equity loans are generally fixed, while interest
rates on our home equity lines of credit are variable. Consumer finance products offered through Finance Maryland
include loans for the purchase of consumer goods, direct cash lending, loans for seasonal purposes, and loans
originated though direct mail solicitation. Loans made by Finance Maryland are generally for terms less than five
years, carry a fixed rate of interest, and are generally secured by consumer goods, including automobiles.
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Our Credit Administration Process

Our lending activities are subject to written policies approved by our Board of Directors to ensure proper management of credit risk. We make
loans that are subject to a well defined credit process that includes credit evaluation of borrowers, risk-rating of credits, establishment of lending
limits and application of lending procedures, including the holding of adequate collateral and the maintenance of compensating balances, as well
as procedures for on-going identification and management of credit deterioration. We conduct regular portfolio reviews to identify potential
under-performing credits, estimate loss exposure, geographic and industry concentrations, and to ascertain compliance with our policies. For
significant problem loans, we review and evaluate the financial strengths of our borrower and the guarantor, the related collateral and the effects
of economic conditions.

Our loan approval policies provides for various levels of individual lending authority. The maximum lending authority granted to any one
individual is $500,000. Our loan committee of the Board of Directors is authorized to approve loans up to our banking subsidiary s legal lending
limit, which currently approximates $13.3 million as of December 31, 2004. We have established an in-house limit of $3.0 million, which is
reviewed periodically by the Board of Directors, and do have loans to a limited number of customers in excess of that amount.

We generally do not make loans to be held in our loan portfolio outside our market area unless the borrower has an established relationship with
us and conducts its principal business operations within our market area. Consequently, we and our borrowers are affected by the economic
conditions prevailing in our market area.

Finance Maryland s lending activities are subject to written policies approved by our Board of Directors. These loans are subject to a
well-defined credit process that includes a credit evaluation of the borrower and the adequacy of available collateral. Finance Maryland s loan
policy provides various levels of individual lending authority. Finance Maryland purchases installment sales contracts from dealers applying the
same criteria. Dealers are subject to pre-approval due diligence and must have a proven track record with management.

Our Competition

We operate in a competitive environment, competing for deposits and loans with commercial banks, thrifts, mortgage companies, finance
companies, Internet based financial companies and other financial entities. Our principal competitors include other community commercial
banks and larger financial institutions with branches in our market area. Numerous mergers and consolidations involving banks in our market
area have occurred recently, requiring us to compete with banks and finance companies with greater resources.

The primary factors we face in competing for deposits are interest rates, personalized service, the quality and range of financial services,
convenience of office locations and office hours. Competition for deposits comes primarily from other commercial banks, savings associations,
credit unions, money market funds and other investment alternatives. The primary factors in competing for loans are interest rates, loan
origination fees, the quality and range of lending services, responsiveness, and personalized service. Competition for loans comes primarily from
other commercial banks, savings associations, mortgage banking firms, credit unions, finance companies and other financial intermediaries.
Many of the financial institutions operating in our market area offer certain services such as trust and international banking, which we do not
offer, and have greater financial resources or have substantially higher lending limits.

To compete with other financial services providers, we principally rely upon local promotional activities, personal relationships established by
our officers, directors and employees with our customers, and specialized services tailored to meet our customers needs. In those instances
where we are unable to
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accommodate a customers needs, we will arrange for those services to be provided by other financial institutions with which we have a
relationship.

Current banking laws facilitate interstate branching and merger activity among banks. Since September 1995, certain bank holding companies
are authorized to acquire banks throughout the United States. In addition, on and after June 1, 1997, certain banks are permitted to merge with
banks organized under the laws of different states. These changes have resulted in an even greater degree of competition in the banking industry
and we may be brought into competition with institutions with which we do not currently compete. As a result, intense competition in our
market area may be expected to continue for the foreseeable future.

Supervision and Regulations

First Mariner and its subsidiaries are extensively regulated under federal and state law. Generally, these laws and regulations are intended to
protect depositors and loan customers, not stockholders. The following is a summary description of certain provisions of certain laws that affect
the regulation of financial holding companies, finance companies, and banks. The discussion is qualified in its entirety by reference to applicable
laws and regulations. Changes in such laws and regulations may have a material effect on the business and prospects of First Mariner and its
subsidiaries.

Federal Financial Holding Company Regulation and Structure. First Mariner is a financial holding company within the meaning
of the Bank Holding Company Act of 1956, as amended, and as such, it is subject to regulation, supervision, and
examination by the Board of Governors of the Federal Reserve System. First Mariner is required to file annual and
quarterly reports with the Federal Reserve and to provide the Federal Reserve with such additional information as the
Federal Reserve may require. The Federal Reserve may conduct examinations of First Mariner and its subsidiaries.

With certain limited exceptions, First Mariner is required to obtain prior approval from the Federal Reserve before acquiring direct or indirect
ownership or control of more than 5% of any voting securities or substantially all of the assets of a bank or bank holding company, or before
merging or consolidating with another bank holding company. In acting on applications for such approval, the Federal Reserve must consider
various statutory factors, including among others, the effect of the proposed transaction on competition in the relevant geographical and product
markets, each party s financial condition and management resources and record of performance under the CRA. Additionally, with certain
exceptions any person proposing to acquire control through direct or indirect ownership of 25% or more of any voting securities of First Mariner
is required to give 60 days written notice of the acquisition to the Federal Reserve, which may prohibit the transaction, and to publish notice to
the public.

With prior approval of the Federal Reserve, First Mariner may acquire more than 5% of the assets or outstanding shares of a company engaging
in nonbank activities determined by the Federal Reserve to be closely related to the business of banking or of managing or controlling banks.
Under current Federal Reserve regulations, such permissible nonbank activities include mortgage banking, equipment leasing, securities
brokerage and consumer and commercial finance company operations.

First Mariner s subsidiary bank is subject to certain quantitative and qualitative restrictions on extensions of credit to the financial holding
company or its subsidiaries, investments in its securities, and the use of its securities as collateral for loans to any borrower. These regulations
and restrictions may limit the ability to obtain funds from First Mariner s subsidiary bank for its cash needs including funds for the payment of
dividends, interest and operating expenses. Further, a financial holding company and its subsidiaries are prohibited from engaging in certain
tie-in arrangements in connection with any extension of credit, lease or sale of property, or furnishing of services. For example, a bank may not
generally require a customer to obtain other services from itself or its affiliates, and may not require that a customer promise not to obtain other
services from a competitor as a condition to and extension of credit to the customer.

9
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The Federal Reserve has ended the anti-tying rules for financial holding companies and their non-banking subsidiaries. Such rules were retained
for banks.

Under Federal Reserve policy, a bank holding company is expected to act as a source of financial strength to its subsidiary banks and to make
capital injections into a troubled subsidiary bank, and the Federal Reserve may charge the financial holding company with engaging in unsafe
and unsound practices for failure to commit resources to a subsidiary bank when required. A required capital injection may be called for at a
time when the holding company does not have the resources to provide it. In addition, depository institutions insured by the FDIC can be held
liable for any losses incurred by, or reasonably anticipated to be incurred by, the FDIC in connection with the default of, or assistance provided
to, a commonly controlled FDIC-insured depository institution. Accordingly, in the event that any insured subsidiary of First Mariner causes a
loss to the FDIC, other insured subsidiaries could be required to compensate the FDIC by reimbursing it for the estimated amount of such loss.
Such cross guaranty liabilities generally are superior in priority to the obligations of the depository institution to its stockholders due solely to
their status as stockholders and obligations to other affiliates.

State Bank Holding Company Regulation. As a Maryland bank holding company, First Mariner is subject to various
restrictions on its activities as set forth in Maryland law, in addition to those restrictions set forth in federal law. Under
Maryland law, a bank holding company that desires to acquire a bank or bank holding company that has its principal
place of business in Maryland must obtain approval from the Maryland Commissioner of Financial Regulation. Also,
a bank holding company and its Maryland chartered bank or trust company cannot directly or indirectly acquire
banking or nonbanking subsidiaries or affiliates until the bank or trust company receives the approval of the Maryland
Commissioner.

Federal and State Bank Regulation. First Mariner s banking subsidiary is a Maryland chartered trust company, with all the
powers of a commercial bank regulated and examined by the Maryland Commissioner and the FDIC. The FDIC has
extensive enforcement authority over the institutions it regulates to prohibit or correct activities that violate law,
regulation or written agreement with the FDIC. Enforcement powers also regulate activities that are deemed to
constitute unsafe or unsound practices. Enforcement actions may include the appointment of a conservator or receiver,
the issuance of a cease and desist order, the termination of deposit insurance, the imposition of civil money penalties
on the institution, its directors, officers, employees and institution-affiliated parties, the issuance of directives to
increase capital, the issuance of formal and informal agreements, the removal of or restrictions on directors, officers,
employees and institution-affiliated parties, and the enforcement of any such mechanisms through restraining orders
or other court actions.

In its lending activities, the maximum legal rate of interest, fees, and charges that a financial institution may charge on a particular loan depends
on a variety of factors such as the type of borrower, the purpose of the loan, the amount of the loan and the date the loan is made. Other laws tie
the maximum amount that may be loaned to any one customer and the related interest to a financial institution s capital levels. The Bank is also
subject to certain restrictions on extensions of credit to executive officers, directors, principal shareholders or any related interest of such persons
which generally require that such credit extensions be made on substantially the same terms as are available to third persons dealing with the
Bank and not involve more than the normal risk of repayment.

The CRA requires that, in connection with the examination of financial institutions within their jurisdictions, the FDIC evaluate the record of the
financial institution in meeting the credit needs of their communities including low and moderate income neighborhoods, consistent with the safe
and sound operation of those banks. These factors are also considered by all regulatory agencies in evaluating mergers, acquisitions and
applications to open a branch or facility. As of the date of its most recent examination report, the Bank has a CRA rating of Satisfactory.

10
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Under the Federal Deposit Insurance Corporation Improvement Act of 1991 ( FDICIA ), each federal banking agency is required to prescribe, by
regulation, noncapital safety and soundness standards for institutions under its authority. The federal banking agencies, including the FDIC, have
adopted standards covering internal controls, information systems and internal audit systems, loan documentation, credit underwriting, interest
rate exposure, asset growth, and compensation, fees and benefits. FDICIA also imposed new capital standards on insured depository institutions.
Institutions that fail to meet those standards may be required by the agency to develop a plan acceptable to the agency, specifying the steps that
the institution will take to meet the standards. Failure to submit or implement such a plan may subject the institution to regulatory sanctions.
Management believes the Bank meets substantially all standards which have been adopted.

Before establishing new branch offices, the Bank must meet certain minimum capital stock and surplus requirements. With each new branch
located outside the municipal area of the Bank s principal banking office, these minimal levels increase by $120,000 to $900,000, based on the
population size of the municipal area in which the branch will be located. Prior to establishment of the branch, the Bank must obtain
Commissioner and FDIC approval. If establishment of the branch involves the purchase of a bank building or furnishings, the total investment in
bank buildings and furnishings cannot exceed, with certain exceptions, 50% of the Bank s unimpaired capital and surplus.

Financial Services Modernization

Effective in pertinent part on March 11, 2000, the federal Gramm-Leach-Bliley Act ( GLBA ) revises the federal Bank Holding Company Act of
1956 and repeals the affiliation provisions of the federal Glass-Steagall Act of 1933, which, taken together, limited the securities, insurance, and
other non-banking activities of any company that controls a FDIC insured financial institution. Under GLBA, bank holding companies can elect,
subject to certain qualifications, to become a financial holding company. First Mariner made an election to become a financial holding company
in 2002 and, as such, First Mariner may engage in activities that are in addition to the business of banking. The GLBA provides that a financial
holding company may engage in a full range of financial activities, including insurance and securities sales and underwriting activities, real

estate development, and, with certain exceptions, merchant banking activities, with new expedited notice procedures. GLBA also permits certain
qualified national banks to form financial subsidiaries, which have broad authority to engage in all financial activities except insurance
underwriting, insurance investments, real estate investment or development, and merchant banking, and expands the potential activities of
subsidiaries of state banks, subject to applicable state law. The GLBA may increase the competition we encounter.

Deposit Insurance

As a FDIC member institution, deposits of the Bank are currently insured to a minimum of $100,000 per depositor through the Savings
Association Insurance Fund ( SAIF ), administered by the FDIC. Insured financial institutions are members of either SAIF or the Bank Insurance
Fund ( BIF ). SAIF members generally are savings and loan associations or savings banks, including banks and trust companies that have
converted from a savings and loan association or savings bank to a commercial bank or trust company or bank and trust companies that have
acquired SAIF deposits. The Bank is a converted federal savings bank; therefore, its deposits are insured through SAIF. Mergers or transfers of
assets between SAIF and BIF members generally are permitted with the assuming or resulting depository institution making payments of SAIF
assessments on the portion of liabilities attributable to the SAIF-insured institution.

The FDIC is required to establish the semi-annual assessments for BIF- and SAIF-insured depository institutions at a rate determined to be
appropriate to maintain or increase the reserve ratio of the respective deposit insurance funds at or above 1.25% of estimated insured deposits or
at such higher
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percentage that the FDIC determines to be justified for that year by circumstances raising significant risk of substantial future losses to the fund.
Assessments are made on a risk-based premium system with nine risk classifications based on certain capital and supervisory measures.
Financial institutions with higher levels of capital and involving a low degree of supervisory concern are assessed lower premiums than financial
institutions with lower levels of capital or involving a higher degree of supervisory concern.

Limits on Dividends and Other Payments

First Mariner s current ability to pay dividends is largely dependent upon the receipt of dividends from its banking subsidiary. Both federal and
state laws impose restrictions on the ability of the Bank to pay dividends. Federal law prohibits the payment of a dividend by an insured
depository institution like the Bank if the depository institution is considered undercapitalized or if the payment of the dividend would make the
institution undercapitalized . See Federal Deposit Insurance Corporation Improvement Act of 1991 below. We do not anticipate that such
provisions will be applied to the Bank. The Federal Reserve has issued a policy statement which provides that, as a general matter, insured banks
and bank holding companies may pay dividends only out of prior operating earnings. For a Maryland chartered bank or trust company, dividends
may be paid out of undivided profits or, with the prior approval of the Commissioner, from surplus in excess of 100% of required capital stock.
If however, the surplus of a Maryland bank is less than 100% of its required capital stock, cash dividends may not be paid in excess of 90% of
net earnings. In addition to these specific restrictions, bank regulatory agencies also have the ability to prohibit proposed dividends by a financial
institution which would otherwise be permitted under applicable regulations if the regulatory body determines that such distribution would
constitute an unsafe or unsound practice.

Capital Requirements

The Federal Reserve and FDIC have adopted certain risk-based capital guidelines to assist in the assessment of the capital adequacy of a banking
organization s operations for both transactions reported on the balance sheet as assets and transactions, such as letters of credit and recourse
arrangements, which are recorded as off balance sheet items. Under these guidelines, nominal dollar amounts of assets and credit equivalent
amounts of off balance sheet items are multiplied by one of several risk adjustment percentages, which range from 0% for assets with low credit
risk, such as certain U.S. Treasury securities to 100% for assets with relatively high credit risk, such as business loans.

A banking organization s risk-based capital ratio is obtained by dividing its qualifying capital by its total risk adjusted assets. The regulators
measure risk-adjusted assets, which include off balance sheet items, against both total qualifying capital (the sum of Tier 1 capital and limited
amounts of Tier 2 capital) and Tier 1 capital. Tier 1 , or core capital includes common equity, perpetual preferred stock (excluding auction rate
issues), trust preferred securities (limited to one-third of other Tier 1 components), and minority interest in equity accounts of consolidated
subsidiaries (less goodwill and other intangibles), subject to certain exceptions. Tier 2 , or supplementary capital, includes, among other things
limited-life preferred stock, hybrid capital instruments, mandatory convertible securities and trust preferred securities, (above amounts not
qualifying as Tier 1 capital) qualifying and subordinated debt, and the allowance for loan and lease losses, subject to certain limitations and less
required deductions. The inclusion of elements of Tier 2 capital is subject to certain other requirements and limitations of the federal banking
agencies. Banks and bank holding companies, subject to the risk-based capital guidelines are required to maintain a ratio of Tier 1 capital to
risk-weighted assets of at least 4% and a ratio of total capital to risk-weighted assets of at least 8%. The appropriate regulatory authority may set
higher capital requirements when particular circumstances warrant. In addition to risk-based capital banks and bank holding companies are
required to maintain a minimum amount of Tier 1 capital to fourth quarter average assets, referred to as the leverage capital ratio, of at least 4%.
First Mariner and The Bank maintained capital ratios that exceeded these minimum standards. See Management s Discussion and Analysis of
Financial Condition
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and Results of Operations , for the year ended December 31, 2004 for more detailed information concerning capital adequacy.

Federal banking agencies have adopted regulations specifying that the agencies will include, in their evaluations of a Bank s capital adequacy, an
assessment of the Bank s interest rate risk ( IRR ) exposure. The standards for measuring the adequacy and effectiveness of a banking
organization s interest rate risk management includes a measurement of board of director and senior management oversight, and a determination
of whether a banking organization s procedures for comprehensive risk management are appropriate to the circumstances of the specific banking
organization. The Bank maintains IRR models that are used to measure and monitor IRR. Additionally, the regulatory agencies have been
assessing IRR on an informal basis for several years.

Failure to meet applicable capital guidelines could subject a banking organization to a variety of enforcement actions, including limitations on its
ability to pay dividends, the issuance by the applicable regulatory authority of a capital directive to increase capital and, in the case of depository
institutions, the termination of deposit insurance by the FDIC, as well as the measures described under Federal Deposit Insurance Corporation
Improvement Act of 1991 below, as applicable to undercapitalized institutions. In addition, future changes in regulations or practices could
further reduce the amount of capital recognized for purposes of capital adequacy. Such a change could affect the ability of the Bank to grow and
could restrict the amount of profits, if any, available for the payment of dividends to First Mariner.

Federal Deposit Insurance Corporation Improvement Act of 1991

In December 1991, Congress enacted FDICIA, which substantially revised the bank regulatory and funding provisions of the Federal Deposit
Insurance Act and made significant revisions to several other federal banking statutes. FDICIA provides for, among other things, (i) publicly
available annual financial condition and management reports for financial institutions, including audits by independent accountants, (ii) the
establishment of uniform accounting standards by federal banking agencies, (iii) the establishment of a prompt corrective action system of
regulatory supervision and intervention, based on capitalization levels with more scrutiny and restrictions placed on depository institutions with
lower levels of capital, (iv) additional grounds for the appointment of a conservator or receiver, and (v) restrictions or prohibitions on accepting
brokered deposits, except for institutions which significantly exceed minimum capital requirements. FDICIA also provides for increased funding
of the FDIC insurance funds and the implementation of risked-based premiums.

A central feature of FDICIA is the requirement that the federal banking agencies take prompt corrective action with respect to depository

institutions that do not meet minimum capital requirements. Pursuant to FDICIA, the federal bank regulatory authorities have adopted

regulations setting forth a five tiered system for measuring the capital adequacy of the depository institutions that they supervise. Under these

regulations, a depository institution is classified in one of the following capital categories: well capitalized, adequately capitalized,
undercapitalized,  significantly undercapitalized, and critically undercapitalized. An institution may be deemed by the regulators to be in a

capitalization category that is lower than is indicated by its actual capital position if, among other things, it receives an unsatisfactory

examination rating with respect to asset quality, management, earnings or liquidity.

FDICIA generally prohibits a depository institution from making any capital distribution (including payment of a cash dividend) or paying any
management fees to its holding company if the depository institution would thereafter be undercapitalized. Undercapitalized depository
institutions are subject to growth limitations and are required to submit capital restoration plans. If a depository institution fails to submit an
acceptable plan, it is treated as if it is significantly undercapitalized. Significantly undercapitalized depository institutions may be subject to a
number of other requirements and restrictions including orders to sell sufficient voting stock to become adequately capitalized, requirements to
reduce
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total assets and stop accepting deposits from correspondent banks. Critically undercapitalized institutions are subject to the appointment of a
receiver or conservator, generally within 90 days of the date such institution is determined to be critically undercapitalized.

FDICIA provides the federal banking agencies with significantly expanded powers to take enforcement action against institutions that fail to
comply with capital or other standards. Such action may include the termination of deposit insurance by the FDIC or the appointment of a
receiver or conservator for the institution. FDICIA also limits the circumstances under which the FDIC is permitted to provide financial
assistance to an insured institution before appointment of a conservator or receiver.

Interstate Banking Legislation

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 ( Riegle-Neal ) was enacted into law on September 29, 1994.
Riegle-Neal authorized federal banking agencies to approve interstate bank merger transactions even if such transactions are prohibited by the
laws of a state. An exception to such authorization arises if the home state of one of the banks that is a party to the merger transaction opted out
of the merger provisions of Riegle-Neal by adopting a law after the date of the enactment of the Riegle-Neal and prior to June 1, 1997. These
laws must apply equally to all out-of-state banks and expressly prohibit merger transactions involving out-of-state banks. Riegle-Neal also
permits interstate branch acquisitions if the laws of the state where the branch is located permits interstate branch acquisitions. The interstate
merger and branch acquisitions permitted by Riegle-Neal are subject to nationwide and statewide insured deposit limitations as described in
Riegle-Neal.

Riegle-Neal also authorizes the federal banking agencies to approve de novo interstate branching by national and state banks in states which
specifically allow for such branching. To our knowledge, only two states, Texas and Montana, have opted out of the Riegle-Neal provisions
relating to interstate mergers, acquisitions of branches and establishment of de novo branches. We anticipate that Riegle-Neal may increase
competition within our market area, although we cannot predict the timing or the extent of such increased competition.

Privacy Legislation

Current Federal banking rules limit the ability of banks and other financial institutions to disclose non-public financial information about
customers to non-affiliated third parties. Under these rules, financial institutions must provide initial notices to customers about their privacy
policies that provide a description of the conditions under which they may disclose non-public personal information to non-affiliated third
parties and affiliates. Institutions must also provide annual notices to current customers that provide a reasonable method for customers to opt
out of disclosures to non-affiliated parties. These policies affect how customer information is transmitted through diversified financial
companies and conveyed to third parties. We have implemented our privacy policies in accordance with the law.

USA Patriot Act

The USA Patriot Act of 2001 significantly increased the anti-money laundering and financial transparency laws to require additional due
diligence for financial institutions. The law set standards for verifying customer information at account opening and maintenance of records, and
created rules to promote cooperation among financial institutions, regulators and law enforcement in identifying parities that may be involved in
terrorism or money laundering. The law requires all reporting of financial businesses to report cash transactions in excess of $10,000 to the U.S.
Treasury Department, and also requires reporting of suspicious customer activities.
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Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 comprehensively revised the laws affecting corporate governance, accounting obligations and corporate
reporting for companies, such as the Company, with equity or debt securities registered under the Securities Exchange Act of 1934. In particular,
the Sarbanes-Oxley Act established: 1) new requirements for audit committees, including independence, expertise, and responsibilities; 2)
additional responsibilities regarding financial statements for the Chief Executive Officer and Chief Financial Officer of the reporting company;
3) new standards for auditors and regulation of audits; 4) increased disclosure and reporting obligations for the reporting company and its
directors and executive officers; and 5) new and increased civil and criminal penalties for violation of the securities laws.

ITEM 2 PROPERTIES

We occupy executive offices located at 3301 Boston Street, Baltimore, Maryland. Currently, we lease approximately 58,000 square feet of space
at this location. Annual rent for this space is approximately $1.1 million, of which $1.0 million is allocated for 55,000 square feet of office and
$100,000 is allocated for 3,000 square feet of Bank branch space and drive-up banking and customer parking facilities. In October of 2004, the
Company announced its agreement to purchase the headquarters location at 3301 Boston Street for a purchase price of $20 million. We expect to
close on the purchase transaction on or about March 31, 2005.

We lease an operations facility at 1516 Baylis Street, Baltimore, Maryland. We occupy approximately 34,500 square feet of office space. Annual
rent is approximately $405,000 for the office space.
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We operate retail bank branches at the following locations:*

Annapolis(2) Loch Raven(1)
161 A Jennifer Road
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