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. OLD LINE BANCSHARES

April 1, 2006
Dear Shareholders:

On behalf of our directors and officers, we are pleased to present our 2005 Annual Report and to share
highlights of our financial performance.

The past year brought many successes and exciting opportunities for Old Line Bancshares, Inc.

In February 2005, we established Old Line Marine as a division of Old Line Bank. We hired a nationally
recognized expert in the marine lending industry with over 27 years of experience to head this division.
Old Line Marine originates marine loans for resale to outside bank funding sources for fee income. Today,
our geographic market includes the states of New Jersey, Pennsylvania, Delaware, Maryland and Virginia.
In 2006, we anticipate further expansion into North and South Carolina.

In August 2005, we opened a loan production office in College Park, Maryland. This office houses a team
of three experienced, highly skilled loan officers. Each of these individuals has over 25 years of
commercial banking experience and was employed by a large southeastern regional bank with offices in the
suburban Maryland market prior to joining us. These individuals have worked in our market area for
approximately 18 years, have worked together as a team for over 14 years and have a history of
successfully generating a high volume of commercial, construction, commercial real estate loans and
deposit relationships. In addition, we have announced our intention to open a new branch office in the
same building as the loan production office. ~ Our lease provides that we will occupy the space no later
than January 2008 when the existing branch of a large regional bank moves from the space.

Construction of our new corporate headquarters in Bowie, Maryland is nearing completion and we
anticipate we will open this facility in the second quarter of 2006. Once completed, we will move our
existing main office from Waldorf and operate a new branch office at the headquarters. A critical
component of our strategic plan of becoming the premier suburban Maryland community bank is the bank’s
continued growth through Prince George’s County and beyond. We are excited to say that Old Line
Bancshares will be the only commercial bank holding company headquartered in Prince George’s County.

Perhaps, our greatest achievement in 2005 was our Public Offering of stock. In October 2005, we sold
2,096,538 shares of common stock for $9.75 per share. We raised approximately $19.2 million of new
capital that will further support the bank in executing its strategic growth strategies while maintaining a
strong regulatory capital position.

We ended the year with record total assets of $169,027,824, deposits of $119,671,599 and loans of
$104,249,383. Net income for the year was $1,138,939 which represents a 39.47% increase over 2004 net
income. Loan growth was very strong for the year at $22,744,493 or 27.91%. Total deposits grew by
$30,706,485 or 34.52% and total assets increased by $55,458,506 or 48.83%. Loan quality remains
excellent with no loans past due over 90 days at year-end and 2005 marks Old Line Bank’s eighth
consecutive year without any non-performing loans.

We would 1ot have achieved our success without the dedication that each and every one of our staff has to
Old Line Bancshares and to serving their community. We would like to extend our sincerest thanks to each
of you for your investment in our organization and to express, on behalf or our directors, officers and
employees, our appreciation for your continued support.

Sincerely,
M‘«}f ¢ lavyy T oL

Craig E. Clar James W. Cornelsen
Chairman of the Board President and Chief
Executive Officer
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PART I
Item 1. Description of Business
- Business of Old Line Bancshares, Inc.

Old Line Bancshares, Inc. was incorporated under the laws of the State of Maryland on April 11, 2003 to
serve as the holding company of Old Line Bank.

On May 22, 2003, the stockholders of Old Line Bank approved the reorganization of Old Line Bank into a
holding company structure. The reorganization became effective at 12:01 a.m. on September 15, 2003. In
connection with'the reorganization, (i) Old Line Bank became our wholly-owned subsidiary and (ii) each
outstanding share (or fraction thereof) of Old Line Bank common stock was converted into one share (or fraction
thereof) of Old Line Bancshares, Inc. common stock, and the former holders of Old Line Bank common stock
became the holders of all our outstanding shares.

Our primary business is owning all of the capital stock of Old Line Bank. We also have an $837,436
equity investment in a real estate investment limited liability company named Pointer Ridge Office Investment, LLC
(“Pointer Ridge™). We own 50% of Pointer Ridge. Frank Lucente, one of our directors and a director of Old Line
Bank, controls dwenty five percent of Pointer Ridge and controls the manager of Pointer Ridge. The purpose of
Pointer Ridge is to acquire, own, hold for profit, sell, assign, transfer, operate, lease, develop, mortgage, refinance,
pledge and otherwise deal with real property located at the intersection of Pointer Ridge Road and Route 301 in
Bowie, Maryland. Pointer Ridge has acquired the property and is in the process of constructing a commercial office
building containing approximately 40,000 square feet. We plan to lease approximately 50% of this building for our
main office (moving our existing main office from Waldorf, Maryland) and to operate a branch of Old Line Bank
from this address. We anticipate moving to our new headquarters in the second quarter of 2006.

In October 2005, we completed a public offering of 2,096,538 shares of common stock at an offering price
of $9.75 per share and received $15.2 million in net offering proceeds, substantially all of which we invested in Old
Line Bank. ‘

Business of Old Line Bank

General

Old Lire Bank is a trust company chartered under Subtitle 2 of Title 3 of the Financial Institutions Article
of the Annotated Code of Maryland. Old Line Bank was originally chartered in 1989 as a national bank under the
title “Old Line National Bank.” In June 2002, Old Line Bank converted to a Maryland-chartered trust company
exercising the powers of a commercial bank, and received a Certificate of Authority to do business from the
Maryland Commiissioner of Financial Regulation.

Old Line Bank converted from a national bank to a Maryland-chartered trust company to reduce certain
federal, supervisory and application fees that were then applicable to Old Line National Bank and to have a local
primary regulator. Prior to the conversion, Old Line Bank’s primary regulator was the Office of the Comptroller of
the Currency. Currently, Old Line Bank’s primary regulator is the Maryland Commissiorier of Financial Regulation.

Old Line Bank does not exercise trust powers and its regulatory structure is the same as a Maryland '
chartered commeércial bank. Old Line Bank is a member of the Federal Reserve System and the Federal Deposit
Insurance Corporation insures its deposits.

In June 2003, Old Line Bank completed a public offering of 299,000 shares of common stock at an offering
price of $25 per share (1,076,400 shares at $6.94 as restdted for the effects of the stock dividends paid) and received
net offering proceeds of $6.9 million.

We are h_eadqua.rtered in Waldorf, Maryland, approximately 10 miles south of Andrews Air Force Base and



25 miles southeast of Washington, D.C. We engage in a general commercial banking business, making various
types of loans and accepting deposits. We market our financial services to small to medium sized businesses,
entrepreneurs, professionals, consumers and high net worth clients. Our current primary market area is the suburban
Maryland (Washington, D.C. suburbs) counties of Prince George’s and Charles. We also target customers
throughout the greater Washington, D.C. metropolitan area. Our branch offices generally operate six days per week
from 8:00 a.m. until 7:00 p.m. on weekdays and from 8:00 a.m. until noon on Saturday. None of our branch offices

are open on Sunday.

Qur principal source of revenue is interest income and fees generated by lending and investing funds on
deposit. We typically balance the loan and investment portfolio towards loans. Generally speaking, loans earn more
attractive returns than investments and are a key source of product cross sales and customer referrals. Our loan and
investment strategies balance the need to maintain adequate liquidity via excess cash or federal funds sold with

opportunities to leverage our capital appropriately.

We have based our strategic plan on the premise of enhancing stockholder value and growth through
branching and operating profits. Our short-term goals include maintaining credit quality, creating an attractive
branch network, expanding fee income, generating extensions of core banking services and using technology to
maximize stockholder value.

Location and Market Area

We consider our current primary market area to consist of the suburban Maryland (Washington, D.C.
suburbs) counties of Prince George’s and Charles. The economy in our current primary market area has focused on
real estate development, high technology, retail and the government sector.

Our current corporate headquarters and two of our branch offices are located in Waldorf, Maryland in
Charles County. Just 15 miles south of the Washington Capital Beltway, Charles County is the gateway to Southern
Maryland. The northern part of Charles County is the “development district” where the commercial, residential and
business growth is focused. Waldorf, White Plains and the planned community of St. Charles are located here.

A critical component of our strategic plan and future growth is Prince George’s County. Prince George’s
County wraps around the eastern boundary of Washington, D.C. and offers urban, suburban and rural settings for
employers and residents. There are several national and international airports less than an hour away, as is
Baltimore. We currently have two branch locations in Prince George’s County including our newest branch, which
opened in 2002. In the second quarter of 2006, we expect to move our headquarters location from Waldorf,
Maryland to the Pointer Ridge location in Bowie, Maryland in Prince George’s County. We also plan to establish a
new branch at the Pointer Ridge location. In August 2005, we opened a loan production office in College Park,
Prince George’s County. In 2008, we intend to open a branch in the office building in which the loan production -
office is located.

As part of our expansion efforts, in July 2004, Old Line Bank executed a lease and applied to regulatory
authorities to open a branch at 1641 State Route 3 North, Crofton, Maryland in Anne Arundel County,
approximately 10 miles north of the anticipated new Bowie, Maryland main office. In August 2004, we received
regulatory authority to open the branch. We anticipate that construction of the building in which we will locate the
branch will begin during the second or third quarter of 2006. ‘We expect the branch will open in the first quarter of
2007, although the lease and the branch are subject to completion of construction. Anne Arundel County borders
the Chesapeake Bay and is situated in the high-tech corridor between Baltimore and Washington, D.C. With over
534 miles of shoreline, it provides waterfront living to many residential communities. Annapolis, the State Capital
and home to the United States Naval Academy, and Baltimore/Washington International Thurgood Marshal Airport
(BWT) are located in Anne Arundel County.. Anne Arundel County has one of the strongest economies in the State
of Maryland and its unemployment rate is consistently below the national average.

Lending Actlvmes

General. Our primary market focus is on making loans to small and medium size businesses,
entrepreneurs, professionals, consumers and high net worth clients in our primary market area. Our lending




activities consist generally of short to medium term commercial business loans, commercial real estate loans, real
estate construction loans, home equity loans and consumer installment loans, both secured and unsecured. Asa
niche-lending pioduct, we provide luxury boat financing to individuals, who generally tend to be high net-worth
individuals. These boats are generally Coast Guard documented and have a homeport of record in the Chesapeake
Bay or its tributaries.

Credit Policies and Administration.‘ We have adopted a comprehensive lending policy, which includes
stringent underwriting standards for all types of loans. Our lending staff follows pricing guidelines established
periodically by our management team. In an effort to manage risk, prior to funding, the loan committee consisting
of the President, Chief Credit Officer, Chief Lending Officer and six members of the Board of Directors must
approve by a majority vote all credit decisions in excess of a lending officer’s lending authority. Management
believes that it employs experienced lending officers, secures appropriate collateral and carefully monitors the
financial conditions of its borrowers and the concentration of loans in the portfolio.

In addition to the normal repayment risks, all loans in the portfolio are subject to the state of the economy
and the related effects on the borrower and/or the real estate market. With the exception of loans prov1ded to
finance luxury boats generally longer-term loans have periodic interest rate adJustments and/or call provisions.
Senior management monitors the loan portfolio closely to ensure that we minimize past due loans and that we
swiftly deal with potential problem loans.

In addition to the internal business processes employed in the credit administration area, Old Line Bank
retains an outside, independent credit review firm to review the loan portfolio. This firm performs a detailed annual
review and an interim update at least once a year. We use the results of the firm’s report to validate our internal loan
ratings and we review their commentary on specific loans and on our loan administration activities in order to

improve our operations.

Commerczal Business Lending. Our commercial business lending consists of lines of credit, revolving
credit facilities, accounts receivable financing, term loans, equipment loans, SBA loans, stand-by letters of credit
and unsecured loans. We originate commercial loans for any business purpose including the financing of leasehold
improvements and equipment, the carrying of accounts receivable, general working capital, contract administration
and acquisition activities. We have a diverse client base and we do not have a concentration of these types of loans
in any specific industry segment. We generally secure commercial business loans with accounts receivable,
equipment, deeds of trust and other collateral such as marketable securities, cash value of life insurance, and time
deposits at Old Line Bank.

Commercial business loans have a higher degree of risk than residential mortgage loans because the
availability of funds for repayment generally depends on the success of the business. They may also involve higher
average balances, increased difficulty monitoring and a higher risk of default since their repayment generally
depends on the successful operation of the borrower’s business. To help manage this risk, we typically limit these
loans to proven businesses and we generally obtain appropriate collateral and personal guarantees from the
borrower’s principal owners and monitor the financial condition of the business. For loans in excess of $250,000,
monitoring usually includes a review of the borrower’s annual tax returns and updated financial statements.

Commyercial Real Estate Lending. We finance commercial real estate for our clients, usually for owner
occupied properties. We generally will finance owner-occupied commercial real estate at a maximum loan—to-value
0f 80%. Our underwritmg policies and processes focus on the clients’ ability to repay the loan as well as an
assessment of the underlying real estate. We originate commercial real estate loans on a fixed rate or adjustable rate
basis. Usually, these rates adjust during a three, five or seven year time period based on the then current treasury or
prime rate index. Repayment terms includé amortization schedules ranging from three years to'a maximum of 25
years with principal and interest payments due monthly and with all remaining principal due at maturity.

Commercial real estate lending entails significant additional risks as compared with residential mortgage
lending. Risks inherent in managing a commercial real estate portfolio relate to sudden or gradual drops in property ..
values as well 25 changes in the economic climate that may detrimentally impact the borrower’s ability to repay.

We attempt to mitigate these risks by carefully underwriting these loans. Our underwriting generally includes an
analysis of the borrower’s capacity to repay, the current collateral value, a cash flow analysis and review of the
character of the borrower and current and prospective conditions in the market. We generally limit loans in this
category to 75%-85% of the value of the property and require personal and/or corporate guarantees. For loans of



-this type in excess of $250,000, we monitor the financial condition and operating performance of the borrower
through a review of annual tax returns and updated financial statements In addition, we will meet w1th the borrower

and/or perform site visits as required.

Real Estate Construction Lending. This segment of our loan portfolio is predominately residential in
nature and is comprised of loans of short duration, meaning maturities typically of nine months or less. Residential
houses under construction and the underlying land for which the loan was obtained secure the construction loans.
All of these loans are concentrated in our primary market area. ‘

Construction lending entails significant risks compared with residential mortgage lending. These risks
involve larger loan balances concentrated with single borrowers with funds advanced upon the security of the land -
or home under construction, which is estimated prior to the completion of the home. Thus, it is more difficult to
evaluate accurately the total loan funds required to complete a project and related loan-to-value ratios. To mitigate
these risks, we generally limit loan amounts to 80% of appraised values and obtain first lien positions on the
property. We generally only offer real estate construction financing to experienced builders and individuals who
have demonstrated the ability to obtain a permanent loan “take-out.” We also perform a complete analysis of the
borrower and the home under construction. - This analysis includes a review of the cost to construct, the borrower’s
ability to obtain a permanent “take out,” the cash flow available to support the debt payments and construction costs
in excess of loan proceeds, and the value of the collateral. During construction, we advance funds on these loans on
a percentage of completion basis. We inspect each project as needed prlor to advancing funds during the term of the

construction loan.

Residential Real Estate Lending. We offer a variety of consumer-oriented residential real estate loans.
The bulk of our portfolio is made up of home equity loans to individuals with a loan to value not exceeding 85%.
We also offer fixed rate home improvement loans. Our home equity and home improvement loan portfolio gives us
a diverse client base. Although most of these loans are in our primary market area, the diversity of the individual
loans in the portfolio reduces our potential risk. Usually, we secure our home equity loans and lines of credit with a
-security interest in the borrower’s primary or secondary residence. Our initial underwriting includes an analysis of
the borrower’s debt/income ratio which generally may not exceed 40%, collateral value, length of employment and
prior credit history. :

Consumer Installment Lending.

Luxury Boat Loans. We offer various types of secured and unsecured consumer loans. A primary aspect of
our consumer lending is our financing for luxury boat purchases ($22.2 million or 97.37% of the consumer loans,
excluding consumer real estate, and 21.18% of gross loans at December 31, 2005). Our average loan in the luxury
boat loan category is approximately $150,000, with an 18 year term and a fixed interest rate. Our internal analysis
and industry statistics indicate that the average life of these loans is approximately 42 months as the purchaser either
trades or sells the vessel. These loans entail greater risks than residential mortgage lending because the boats that
secure these loans are depreciable assets. Further, payment on these loans depends on the borrower’s continuing
financial stability. Job loss, divorce, illness or personal bankruptcy may adversely impact the borrower’s ability to

" pay. To mitigate these risks, we have more stringent underwriting standards for these loans than for other
installment loans. As a general guideline, the individuals’ debt service should not exceed 36% of their gross
income, they must own their home, have stability of employment and residency, verifiable liquidity, satisfactory
prior credit repayment history and the loan to value ratio may not exceed 85%. To ascertain value, we generally
receive a survey of the boat from a qualified surveyor and/or a current purchase agreement and compare the
determined value to published industry values. The majority of these boats are United States Coast Guard
documented vessels and we obtain a lien on the vessel with a first preferred ship mortgage, where applicable, or a
security interest on the title. As a result of these stringent guidelines, this segment of our portfolio has experienced
minimal delinquency. Since inception of the portfolio in 1997, only two accounts have experienced 30-day
delinquency with total losses in the-portfolio of $20,000 from one account.

Historically, we have generally paid a fee to a broker to originate a boat loan. We will continue to pay
brokers for boat loans and will originate boat loans for our portfolio through Old Line Marine. We do not plan to
increase our boat loan portfolio because of Old Line Marine.




Personal and Household Loans. We also make consumer loans for personal, family or household purposes
as a convenience to our customer base. However, these loans are not a focus of our lending activities. As a general
guideline, a consumer’s total debt service should not exceed 40% of their gross income. The underwriting standards
for consumer loans include a determination of the applicant’s payment history on other debts and an assessment of
his or her ablhty to meet existing obligations and payments on the proposed loan.

Consumer loans may present greater credit risk than residential mortgage loans because many consumer
loans are unsecured or rapidly depreciating assets secure these loans. Repossessed collateral for a defaulted
consumer loan may not provide an adequate source of repayment of the outstanding loan balance because of the
greater likelihood of damage, loss or depreciation. Consumer loan collections depend on the borrower’s continuing
financial stability. If a borrower suffers personal financial difficulties, the loan may not be repaid. Also, various
federal and state laws, including bankruptcy and insolvency laws, may limit the amount we can recover on such
loans. However, in our opinion, many of these risks do not apply to the luxury boat loan portfolio due to the credit
quality and liquidity of the borrowers.

Lending Limit. As of December 31, 2005, our legal lending limit for loans to one borrower was:
approximately $4,538,000. As part of our risk management strategy, we may attempt to participate a portion of
larger loans to other financial institutions. This strategy allows Old Line Bank to maintain customer relationships
yet reduce credit exposure. However, this strategy may not always be available. : :

Old Line Marine

In February 2005, we established Old Line Marine as a division of Old Line Bank to serve as a boat loan
broker and to originate loans for Old Line Bank. The primary loan origination location for this division is :
Annapolis, Maryland. We also service the New Jersey, Pennsylvania, Delaware, and Vnrglma markets. We conduct
secondary market activity in our marine division as a broker and we earn a fee.

Investments and Funding

We balance our liquidity needs based on loan and deposit growth via the investment portfolio and
purchased funds. It is our goal to provide adequate liquidity to support our loan growth. . In the event we have
excess liquidity, we use investments to generate positive earnings. In the event deposit growth does not fully
support our loan growth, we can use a combination of investment sales, federal funds and other purchased funds to
augment our funding position.

We actively monitor our investment portfolio and the majority of the portfolio is generally classified as
“available for siale.” In general, under such a classification, we may sell investment instruments as management
deems approprLate On a monthly basis, we “mark to market” the investment portfolio via equity as required by
Statement of Fihancial Accounting Standards No. 115 (“SFAS 115”). Additionally, we use the investment portfolio
to balance our asset and liability position. We invest in fixed rate or floating rate instruments as necessary to reduce
our mterest rate risk exposure.

Other Banking Products

We offer our customers safe deposit boxes, wire transfer services, debit cards, ATM machines at four of
our branch locations and credit cards through a third party processor. Additionally, we provide Internet banking
capabilities to our customers. With our Internet banking service, our customers may view their accounts on-line and
electronically remit bill payments. Our commercial account services include direct dep051t of payroll for our
commercial clients’ employees and an overnight sweep service.

Deposit Activities

Deposits are the major source of our funding. We offer a broad array of deposit products that include
demand, NOW, money market and savings accounts as well as certificates of deposit. We believe that we pay
competitive rates on our interest bearing deposits. As a relationship-oriented orgamzatlon we generally seek to
obtain deposit rdatxonshlps with our loan clients. . :



As our overall balance sheet position dictates, we may become more or less competitive in our interest rate
structure. During 2005, we did not use brokered deposits. In the first quarter of 2006, we did begin using brokered
certificate of deposits through the Promontory Interfinancial Network. Through this deposit matching network and -
its certificate of deposit account registry service (CDARS), we obtained the ability to offer our customers access to
FDIC-insured deposit products in aggregate amounts exceeding current insurance limits. When we place funds
through CDARS on behalf of a customer, we receive matching deposits through the network.

Competition

The banking business is highly competitive. We compete with other commercial banks, savings
associations, credit unions, mortgage banking firms, consumer finance companies, securities brokerage firms,
insurance companies, money market mutual funds and other financial institutions operating in our primary market
area and elsewhere. ‘

We believe that we have effectively leveraged our talents, contacts and location to achieve a strong
financial position. However, our primary market area is highly competitive and heavily branched. Competition in
our primary market area for loans to small and medium sized businesses, entrepreneurs, professionals and high net

- worth clients is intense, and pricing is important. Most of our competitors have substantially greater resources and
lending limits than we do and offer extensive and established branch networks and other services that we do not
‘offer. Moreover, larger institutions operating in our primary market area have access to borrowed funds at a lower
rate than is available to us. Deposit competition also is strong among institutions in our primary market area. Asa

result, it is possible that to remain competitive we may need to pay above market rates for deposits.
Employees
As of March 1, 2006, Old Line Bank had 44 full time and 5 part time employees. No collective bargaining

unit represents any of our employees and we believe that relations with our employees are good. Old Line
* Bancshares, Inc. has no employees.




Supervision and Regulation

Old Line Bancshares, Inc. and Old Line Bank are subject to extensive regulation under state and federal
banking laws and regulations. These laws impose specific requirements and restrictions on virtually all aspects of
operations and generally are intended to protect depositors, not stockholders. The following discussion is only a
summary and readers should refer to particular statutory and regulatory provisions for more detailed information:- In
addition, management cannot predict the nature or the extent of the effect on business and earnings that new federal
or state legislation may have in the future.

Old Line Bancshares, Inc.

Old Line Bancshares, Inc. is a bank holding company under the Bank Holding Company Act of 1956, as
amended. We are subject to regulation and examination by the Federal Reserve Board, and are required to file
periodic reports and any additional information that the Federal Reserve Board may require. The Bank Holding
Company Act generally prohibits a bank holding company from engaging in activities other than banking, managing
or controlling banks or other permissible subsidiaries and acquiring or retaining direct or indirect control of any :
company engaged in any activities closely related to banking or managing or controlling banks.

Historically, the Federal Reserve Board was required to approve, among other things, the acquisition by a
proposed bank holding company of control of more than five percent (5%) of the voting shares, or substantially all
the assets, of any bank, or the merger or consolidation by a bank holding company with another bank holding
company. The Riegle-Neale Interstate Banking and Branching Efficiency Act of 1994 (the “Riegle-Neal Act”)
repealed many of the restrictions on interstate acquisitions of banks by bank holding companies in September, 1995.
As aresult of the Riegle-Neal Act, subject to certain time and deposit base requirements, we can acquire a bank -
located in Maryland or any other state, and a bank holding company located outside of Maryland can acquire any
Maryland-based bank holding company or bank.

Subsidiary banks of a bank holding company are subject to certain restrictions imposed by statute on any
extensions of credit to the bank holding company or any of its subsidiaries, or investments in their stock or other
securities, and on taking such stock or securities as collateral for loans to any borrower. Further, a bank holding
company and any of its subsidiary banks are prohibited from engaging in certain tie-in arrangements in connection
with the extension of credit. In 1997, the Federal Reserve Board adopted amendments to its Regulation Y, creating
exceptions to the Bank Holding Company Act’s anti-tying prohibitions that give bank subsidiaries of holding
companies greater flexibility in packaging products and services with their affiliates.

In accerdance with Federal Reserve Board policy, Old Line Bancshares, Inc. is expected to act as a source
of financial strength to Old Line 