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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

          Some of our statements contained in, or incorporated by reference into, this Annual Report on Form 10-K are �forward-looking statements�
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. We intend such
forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in the Private Securities
Litigation Reform Act of 1995 and are including this statement for purposes of invoking these safe harbor provisions. Forward-looking
statements are not guarantees of performance or results. When we use words like �may,� �plan,� �contemplate,� �anticipate,� �believe,� �intend,� �continue,�
�expect,� �project,� �predict,� �estimate,� �target,� �could,� �is likely,� �should,� �would,� �will,� and similar expressions, you should consider them as identifying
forward-looking statements, although we may use other phrasing. These forward-looking statements involve risks and uncertainties and are
based on our beliefs and assumptions and on the information available to us at the time that these disclosures were prepared. These
forward-looking statements involve risks and uncertainties and may not be realized due to a variety of factors, including, but not limited to, the
following:

� the strength of the United States economy in general, the strength of the local economies in which we conduct operations, and the
unfavorable effects of future economic conditions, including inflation, recession, or a continuing decrease in real estate values;

� geopolitical conditions, including acts or threats of terrorism, actions taken by the United States or other governments in response to
acts or threats of terrorism and/or military conflicts, which could impact business and economic conditions in the United States and
abroad;

� the effects of, and changes in, trade, monetary, and fiscal policies and laws, including interest rate policies of the Federal Reserve
Board, inflation, interest rate, market, and monetary fluctuations;

� the risks of changes in interest rates on the level and composition of deposits, loan demand, and the values of loan collateral,
securities, and interest-sensitive assets and liabilities;

� the effect of changes in accounting policies and practices, as may be adopted from time-to-time by bank regulatory agencies, the
Securities and Exchange Commission, the Financial Accounting Standards Board, or other accounting standards setters;

� adverse changes in the securities� markets;

� the effects of competition from other commercial banks, thrifts, mortgage-banking firms, consumer finance companies, credit unions,
securities brokerage firms, insurance companies, money market and other mutual funds, and other financial institutions operating in
our market area and elsewhere, including institutions operating regionally, nationally, and internationally, together with competitors
offering banking products and services by mail, telephone, and the Internet;

� costs and potential disruption or interruption of operations due to cyber-security incidents;

� a decline in demand for our products and services;

� an inability to attract and retain deposits;

� the timely development of competitive new products and services and the acceptance of these products and services by new and
existing customers;

� changes in consumer spending and savings habits;

� the effect of any mergers, acquisitions, or other transactions to which we or our subsidiary may from time to time be a party;

� our ability to effectively manage market risk, credit risk, and operational risk;

� unanticipated regulatory or judicial proceedings;

� the success and timing of our business strategies and our ability to effectively carry out our business and capital plans;

� our ability to continue to operate as a going concern;

� our ability to realize the benefits from our cost saving initiatives;
3
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� our ability to meet our interest payment obligations on our junior subordinated deferrable interest debentures upon expiration of the
deferral period in 2013;

� our ability to raise sufficient capital to comply with the requirements of our regulators and for continued support of operations;

� the imposition of additional enforcement actions by bank regulatory authorities upon First Mariner Bank or First Mariner Bancorp;

� our ability to successfully implement our plan to reduce First Mariner Bank�s risk exposure to problem assets;

� our ability to retain key employees;

� the failure of assumptions underlying the establishment of our allowance for loan losses that may prove to be materially incorrect or
may not be borne out by subsequent events;

� increased loan delinquencies and/or an escalation in problem assets and foreclosures;

� a reduction in the value of the collateral for loans made by us, especially real estate, which, in turn would likely reduce our customers�
borrowing power and the value of assets and collateral associated with our existing loans;

� a reduction in the value of certain assets held by us;

� our ability to successfully implement our liquidity contingency plan and meet our liquidity needs;

� our ability to satisfy all closing conditions under the Purchase Agreement and related amendment with Priam Capital Fund I, LP;

� other risks as described in this Annual Report on Form 10-K.
          All written or oral forward-looking statements attributable to us are expressly qualified in their entirety by this Cautionary Note. Our
actual results may differ significantly from those we discuss in these forward-looking statements. For other factors, risks, and uncertainties that
could cause our actual results to differ materially from estimates and projections contained in these forward-looking statements, please read the
�Risk Factors� in Item 1A of Part I of this Annual Report on Form 10-K. Any forward-looking statement speaks only as of the date which such
statement was made, and, except as required by law, we expressly disclaim any obligation or undertaking to disseminate any updates or revisions
to any forward-looking statement to reflect events or circumstances after the date on which such statement is made or to reflect the occurrence of
unanticipated events.
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PART I
ITEM 1 BUSINESS
General

          First Mariner Bancorp (�First Mariner�) is a bank holding company whose business is conducted primarily through its wholly owned
operating subsidiary, First Mariner Bank (the �Bank�). First Mariner was established in 1995 and has total assets in excess of $1.1 billion as of
December 31, 2011. Our executive offices are located in the Canton area of Baltimore City at 1501 South Clinton Street, Baltimore, Maryland
21224. Our telephone number is (410) 342-2600.

          We maintain the following Internet sites: www.1stmarinerbank.com; www.1stmarinerbancorp.com; www.1stmarinermortgage.com; and
www.vamortgage.com. Information on these websites is not part of, and is not incorporated herein by reference to, this Annual Report on Form
10-K. Our Annual Report on Form 10-K, quarterly reports on Form 10-Q, 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 at www.1stmarinerbancorp.com as soon as reasonably practicable
after we have filed them with the Securities and Exchange Commission (the �SEC�).

          The Bank is our largest operating subsidiary with assets exceeding $1.1 billion as of December 31, 2011 and is the largest bank
headquartered in Baltimore, Maryland. The Bank was formed in 1995 through the merger of several small financial institutions. The Bank�s
primary market area for its 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. 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, nondeposit investment products, and mobile 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.

          First Mariner Mortgage, a division of the Bank, engages in mortgage-banking activities, providing mortgages and associated products to
customers and selling most of those mortgages into the secondary market. First Mariner Mortgage has offices in Maryland, Delaware, Virginia,
and North Carolina. See Note 21 to the Consolidated Financial Statements included in Item 8 of Part II of this Annual Report on Form 10-K for
information on the results of our mortgage-banking operations.

          Next Generation Financial Services (�NGFS�), a former division of the Bank, engaged in the origination of reverse and conventional
mortgage loans and provided these products directly through commission based loan officers throughout the United States. We transferred all
Mortgage Servicing Rights (�MSR� or �MSRs�) to the buyer of NGFS during the second quarter of 2011 and finalized the sale during the third
quarter of 2011. We have not realized any significant benefit or loss from the sale of NGFS.

          We do not conduct any foreign operations.

          We operate in two business segments � commercial and consumer banking and mortgage-banking. Financial information related to our
operations in these segments for each of the three years ended December 31, 2011 is provided in Note 21 to our Consolidated Financial
Statements included in Item 8 of Part II of this Annual Report on Form 10-K.

5

Edgar Filing: FIRST MARINER BANCORP - Form 10-K

6



Our Business Strategy

          We are currently focused on improving earnings, liquidity, capital adequacy, and controlling asset growth. In order to achieve our
objectives, our strategy is to:

� Strengthen the capital position of the Company and the Bank;

� Reduce our long-term debt;

� Aggressively improve the quality of assets currently in our portfolio;

� Adhere to rigorous credit standards in the origination of new loans;

� Reduce our controllable operating expenses to improve our efficiency ratios;

� Work towards obtaining termination of Regulatory Enforcement Actions (see discussions in Item 1A � �Risk Factors� later in Part I of
this Annual Report on Form 10-K);

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

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

� Capitalize on our personal relationship approach that we believe differentiates us from our larger competitors;

� Provide our customers with access to local executives who make key credit and other decisions;

� Maximize mortgage-banking opportunities;

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

� Develop innovative financial products and services to generate additional sources of revenue.
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 may be 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 and development 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, including computerized on-line banking and remote deposit.

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 of all age demographics. In addition to traditional products and services, we offer contemporary products and
services, such as debit cards, mutual funds, annuities, insurance products, Internet banking, electronic bill payment, mobile banking, and
personal financial management 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.
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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 in 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-lien mortgages, reverse mortgages, and construction and permanent financing.

Our Lending Activities

Loan Portfolio Composition 

          At December 31, 2011, our loan portfolio totaled $701.8 million, representing 59.5% of our total assets of $1.2 billion. The majority of
our lending activity is in the Mid-Atlantic region and our loans are generally secured by residential and commercial real estate. At December 31,
2011 approximately 90% of our total loans were secured by real estate.

Commercial Loans 

          The Bank originates a variety of loans for business purposes. The majority of our commercial loans are secured. The Bank makes 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.

Commercial Mortgage Loans 

          The Bank originates 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, these commercial mortgage loans generally have
maturities of 10 years or less. It is our general policy to obtain personal guarantees from the principals of the borrowers and assignments of all
leases related to the collateral.

Commercial and Consumer Construction Loans

          The Bank provides interim real estate acquisition, development, and construction loans to builders, developers, and persons who will
ultimately occupy their single-family dwellings. These loans are made within the Federal regulatory guidelines for maximum loan-to-value
(�LTV�) ratios. Generally, residential construction loans are made for up to 80% of the appraised value of the property for both individuals and
developers. Residential construction loans to developers may be made for over 80% of the appraised value of the property with additional credit
enhancements, such as additional collateral. Commercial real estate construction loans are generally made for 75% or less of the appraised value
of the property. Development loans, made to improve raw land into lots on which structures may be built, are generally made for 75% or less of
the appraised value of the property. The Bank�s 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. The Bank�s real estate
development and construction loans are typical debt obligations of the borrowers and do not provide for our participation in residual profits or
losses of the projects or involve equity positions through partnerships, joint ventures, or other similar structures.

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

          Loans to residential builders for the construction of residential homes require binding sales contracts on the property and pre-qualification
of the prospective buyers 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.
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          The Bank secures 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 preconstruction sales information. We have significantly limited our development lending activities
over the past four years.

Residential Mortgage Loans 

          The Bank originates adjustable- and fixed-rate residential mortgage loans. These mortgage loans are generally originated under terms,
conditions, and documentation acceptable to the secondary mortgage market. The Bank will place some of these loans into our portfolio,
although the vast majority are ultimately sold to investors.

Consumer Loans

          The Bank offers a variety of consumer loans, 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 70% to 80% of the appraised value, less the amount of any
existing prior liens on the property and generally have maximum terms of 15 years. The interest rates on our closed-end home equity loans are
fixed, while interest rates on our home equity lines of credit are variable.

Community Reinvestment Act (�CRA�)

          We have a strong commitment to our responsibilities under the federal 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 primarily by participating in loan programs sponsored or guaranteed by the FHA, the
VA, the federally funded Neighborhood Stabilization Program, the U.S. Department of Agriculture Rural Development Loans Program, the
Federal Home Loan Bank of Atlanta (�FHLB�) Closing Cost Assistance Program, the Section 8 to Home-Ownership Program, and the Settlement
Expense Loan Program.

          See Item 7 of Part II of this Annual Report on Form 10-K for more detailed information concerning our loan portfolio, the individual
portfolio segments, and their effect on 2011 operations.

Our Credit Administration Process

          Our lending activities are subject to written policies approved by the Bank�s 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 underperforming 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.

          The loan committee of the Bank�s Board of Directors is authorized to approve loans up to the Bank�s legal lending limit, which is
approximately $7.6 million as of December 31, 2011. We have established an in-house limit of $5.0 million, which is reviewed periodically by
the Board of Directors, but we do have loans to a limited number of customers in excess of that amount.
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          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. Approximately 28% of our residential real estate development and construction loan
portfolio consisted of loans to Maryland customers and the remaining 72% consisted of loans to customers in the surrounding states and the
District of Columbia. Approximately 85% of our commercial loan portfolio (commercial, commercial mortgage, and commercial construction)
consisted of loans to Maryland customers with an additional 12% consisting of loans to customers in the surrounding states and the District of
Columbia. Commercial and commercial real estate loans to customers in other states in the country amounted to approximately 3% of our
portfolio.

Market

          We consider our core market area to be the communities within the Baltimore/Washington corridor, particularly Baltimore City and the
Maryland counties of Baltimore, Anne Arundel, Carroll, Harford, and Howard, as well as the eastern shore of Maryland. Lending activities are
broader and include areas outside of our core market area such as other Maryland counties, the District of Columbia and certain markets in
contiguous states, as well as certain regional and national markets.

Our Competition

Banking

          We operate in a highly competitive environment, competing for deposits and loans with commercial banks, thrifts, credit unions, 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 financial entities in our market area have required us to compete with banks and finance companies with greater resources.
Additionally, certain financial institutions have received various amounts of government financial assistance in accordance with legislation
passed in late 2008, giving those institutions greater resources with which to compete in our market. See �Supervision and Regulation� later in this
section for further information on government legislation.

          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, Internet based banks, 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 accommodate a customer�s 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. This may result 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.
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Mortgage-banking

          Our mortgage-banking division also operates in an extremely competitive environment where we compete primarily with
mortgage-banking divisions of other financial institutions, which may be larger than we are and have greater resources. Additionally,
competition in the mortgage-banking industry comes from the continuing evolution of the secondary mortgage market, the proliferation of
mortgage products, increasing interest rate volatility, compounded by homeowners� increasing tendency to refinance their mortgages as the
refinance process becomes more efficient and cost effective. These swings in mortgage origination volume have placed significant operational
and financial pressures on mortgage lenders.

          To compete effectively in this environment, we maintain a very high level of operational, technological, and managerial expertise,
consistently offer a wide selection of mortgage loans through all marketing channels on a regional scale, provide high-quality service, and price
our mortgage loans at competitive rates.

Supervision and Regulation

General

          First Mariner and the Bank are extensively regulated under federal and state law. As a registered bank holding company, First Mariner is
subject to supervision and examination by and reporting to the Federal Reserve Board (�FRB� or �Federal Reserve�).

          The Bank is a member of the FHLB System and, with respect to deposit insurance, of the Deposit Insurance Fund (�DIF�) managed by the
FDIC. The Bank must file reports with the Maryland Commissioner of Financial Regulation (�Commissioner�) and the FDIC concerning its
activities and financial condition and obtain regulatory approvals prior to entering into certain transactions such as mergers with, or acquisitions
of, other banks. The Commissioner and/or the FDIC conduct periodic examinations to test the Bank�s safety and soundness and compliance with
various regulatory requirements. This regulation and supervision is intended primarily for the protection of the insurance fund and depositors.
The regulatory structure also gives the regulatory authorities extensive discretion in connection with their supervisory and enforcement activities
and examination policies, including with respect to the classification of assets and the establishment of adequate loan loss reserves for regulatory
purposes. Any change in such regulatory requirements and policies, whether by the Commissioner, the FDIC, or other legislative bodies, could
have a material adverse impact on First Mariner, the Bank, and their operations.

          The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the �Dodd-Frank Act�) made extensive changes in the
regulation of financial institutions and their holding companies. The Dodd-Frank Act requires various federal agencies to adopt a broad range of
new implementing rules and regulations, and to prepare numerous studies and reports for Congress. The federal agencies are given significant
discretion in drafting the implementing rules and regulations, and consequently, many of the details and much of the impact of the Dodd-Frank
Act may not be known for many months or years.

          Certain provisions of the Dodd-Frank Act are expected to have a near term impact on First Mariner and the Bank. For example, the
Dodd-Frank Act creates a new Consumer Financial Protection Bureau (�the �Bureau�) as an independent bureau of the FRB. The Bureau will
assume responsibility for the implementation of the federal financial consumer protection and fair lending laws and regulations, a function
currently assigned to primary regulators, and will have authority to impose new requirements. However, institutions of less than $10 billion in
assets, such as the Bank, will continue to be examined for compliance with consumer protection and fair lending laws and regulations by, and be
subject to the enforcement authority of, their primary regulator, although the Bureau will have back-up authority to examine and enforce
consumer protection laws against all institutions, including institutions with less than $10 billion in assets.

          Certain regulatory requirements applicable to First Mariner and the Bank, including some of the changes made by the Dodd-Frank Act, are
referred to below or elsewhere in this Annual Report on Form 10-K. The summary of statutory provisions and regulations set forth below or
elsewhere does not purport to be a complete description of such statutes and regulations and their effects on First Mariner and the Bank and is
qualified in its entirety by reference to the actual laws and regulations.
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Regulation of First Mariner

General

          First Mariner, as the sole shareholder of the Bank, is a bank holding company and is registered as such with the FRB. Bank holding
companies are subject to comprehensive regulation and examination by the FRB under the Bank Holding Company Act of 1956, as amended
(the �BHCA�), and the regulations of the FRB. The FRB also has extensive enforcement authority over bank holding companies, including, among
other things, the ability to assess civil money penalties, issue cease and desist or removal orders, and require that a holding company divest
subsidiaries. In general, enforcement actions may be initiated for violations of law and regulations and unsafe or unsound practices. First
Mariner has entered into a written agreement with the FRB. See Item 1A � �Risk Factors� later in Part I of this Annual Report on Form 10-K for
additional information on the agreement with the FRB. See also �Capital Resources� in Item 7 of Part II of this Annual Report on Form 10-K.

          Under the BHCA, a bank holding company must obtain Federal Reserve approval before: (i) acquiring, directly or indirectly, ownership or
control of any voting shares of another bank or bank holding company if, after such acquisition, it would own or control more than 5% of such
shares (unless it already owns or controls the majority of such shares); (ii) acquiring all or substantially all of the assets of another bank or bank
holding company; or (iii) merging or consolidating with another bank holding company. In evaluating such applications, the FRB considers a
variety of financial, managerial, and competitive factors and the convenience and needs of the communities involved.

          The BHCA also prohibits a bank holding company, with certain exceptions, from acquiring direct or indirect ownership or control of more
than 5% of the voting shares of any company which is not a bank or bank holding company, or from engaging directly or indirectly in activities
other than those of banking, managing, or controlling banks or providing services for its subsidiaries. The principal exceptions to these
prohibitions involve certain nonbanking activities which, by statute or by FRB regulation or order, have been identified as activities closely
related to the business of banking or managing or controlling banks. The list of activities includes, among others, operating a savings
association, mortgage company, finance company, credit card company, or factoring company; performing certain data processing operations;
providing certain investment and financial advice; real estate and personal property appraising; providing tax planning and preparation services;
and, subject to certain limitations, providing securities brokerage services for customers.

Dividends

          The FRB has issued a policy statement on the payment of cash dividends by bank holding companies that expresses the FRB�s view that a
bank holding company should pay cash dividends only to the extent that the company�s net income for the past year is sufficient to cover both the
cash dividends and a rate of earnings retention that is consistent with the company�s capital needs, asset quality, and overall financial condition.
The FRB has indicated that it would be inappropriate for a company experiencing serious financial problems to borrow funds to pay dividends.
Furthermore, under the prompt corrective action regulations adopted by the Federal Reserve pursuant to the Federal Deposit Insurance
Corporation Improvement Act of 1991 (�FDICIA�), the FRB may prohibit a bank holding company from paying any dividends if the holding
company�s bank subsidiary is classified as �undercapitalized.� See �Regulation of the Bank � Prompt Corrective Regulatory Action� later in this
section.
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Capital Requirements

          The Dodd-Frank Act requires the FRB to issue consolidated regulatory capital requirements for bank holding companies that are at least as
stringent as those applicable to insured depository institutions. Such regulations, when finalized, will eliminate the use of certain instruments,
such as cumulative preferred stock and trust preferred securities, as Tier 1 holding company capital. However, instruments issued before May
19, 2010 by bank holding companies with less than $15 billion of consolidated assets are grandfathered. Such grandfathering applies to certain
trust preferred securities issued by First Mariner, although at December 31, 2011, none of our trust preferred securities qualified for use in our
capital calculations due to certain limitations.

Stock Repurchases

          A bank holding company is required to give the FRB prior written notice of any purchase or redemption of its outstanding equity
securities if the gross consideration for the purchase or redemption, when combined with the net consideration paid for all such purchases or
redemptions during the preceding 12 months, is equal to 10% or more of the company�s consolidated net worth. The Federal Reserve may
disapprove such a purchase or redemption if it determines that the proposal would violate any law, regulation, Federal Reserve order, directive,
or any condition imposed by, or written agreement with, the FRB. This requirement does not apply to bank holding companies that are �well
capitalized,� received one of the two highest examination ratings at their last examination, and are not the subject of any unresolved supervisory
issues.

Source of Strength

          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 generally the FRB may charge the bank 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. The Dodd-Frank Act contained provisions codifying the source of
strength doctrine and requiring the promulgation of regulations. It is not known when such regulations will be finalized.

          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. At
December 31, 2011, the Bank was the only subsidiary depository institution of First Mariner.

Acquisitions of Bank Holding Companies and Banks

          Under the BHCA, any company must obtain approval of the FRB prior to acquiring control of First Mariner or the Bank. For purposes of
the BHCA, control is defined as ownership of more than 25% of any class of voting securities of First Mariner or the Bank, the ability to control
the election of a majority of the directors, or the exercise of a controlling influence over management or policies of First Mariner or the Bank.
Any bank holding company must secure FRB approval prior to acquiring 5% or more of the stock of First Mariner or the Bank.

          The Change in Bank Control Act and the related regulations of the FRB require any person or persons acting in concert (except for
companies required to make application under the BHCA), to file a written notice with, and review the nonobjection of, the FRB before such
person or persons may acquire direct or indirect control of First Mariner. The Change in Bank Control Act implementing regulations presume
control as the power, directly or indirectly, to vote 10% or more of any voting securities or to direct the management or policies of a bank
holding company, such as First Mariner, that has securities registered under the Securities Exchange Act of 1934 (the �Exchange Act�).
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Maryland Bank Holding Company Regulation

          Under Maryland law, acquisitions of 25% or more of the voting stock of a Maryland commercial bank or a Maryland bank holding
company and other acquisitions of voting stock of such entities which affect the power to direct or to cause the direction of the management or
policy of a commercial bank or a bank holding company must be approved in advance by the Commissioner. Any voting stock acquired without
the approval required under the statute may not be voted for a period of five years. Certain acquisitions by bank holding companies of 5% or
more of the stock of Maryland banks or Maryland bank holding companies are governed by Maryland�s holding company statute and also require
prior approval of the Commissioner. Also, a bank holding company and its Maryland chartered bank subsidiary, must generally obtain the prior
approval of the Commissioner prior to, directly or indirectly, acquiring nonbanking subsidiaries or affiliates.

Regulation of the Bank

          The Bank is a Maryland chartered trust company, with all the powers of a commercial bank, regulated and examined by the Commissioner
and the FDIC.

Business Activities

          Maryland law and the Commissioner regulate the Bank�s internal organization as well as deposit, lending, and investment activities. In its
lending activities, the maximum legal rate of interest, fees, and charges that may be charged 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 related interests to a financial institution�s capital levels. Additionally, Maryland law contains a
parity statute by which Maryland institutions may, with the approval of the Commissioner, engage in any additional activity, service, or other
practice that is permitted for national banks.

          The FDIC also regulates many of the areas regulated by the Commissioner and federal law may limit some of the authority provided by
Maryland law. Approval of the Commissioner and the FDIC is required for, among other things, business combinations and the establishment of
branch offices.

Branching Activities

          Any Maryland-chartered bank meeting certain requirements may, with the approval of the Commissioner and the FDIC, establish and
operate branches anywhere in the state.

Interstate Branching

          Federal law authorizes the responsible federal banking agencies to approve merger transactions between banks located in different states
unless the state in which the target is located has opted out. Accordingly, a Maryland bank may acquire branches in a state other than Maryland
unless the other state has enacted legislation opting out. Federal law also authorizes de novo branching into another state. The Dodd-Frank Act
removed a requirement that host states enact a law expressly permitting out of state banks to establish such branches within its borders.

Activities and Investments

          Since the enactment of FDICIA, all state-chartered FDIC insured banks have generally been limited to activities as principal to those
authorized for national banks, notwithstanding any broader authority that may exist in state law. Additionally, FDICIA limits equity investments
by state banks to the types and amounts permitted for national banks. Certain exceptions exist. For example, the FDIC is authorized to permit
banks to engage in state-authorized activities or investments that are impermissible for national banks (other than nonsubsidiary equity
investments) if the bank meets all applicable capital requirements and it is determined that the activities or investments do not pose a significant
risk to the DIF.
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Capital Requirements

          The Bank is subject to the FDIC�s regulatory capital requirements. The capital regulations currently require state banks to meet two
minimum capital standards: a 4% Tier 1 (or �core�) capital to adjusted average quarterly assets (�leverage�) ratio (3% for institutions receiving the
highest rating on the depository institution examination rating system) and an 8% total risk-based capital ratio.

          Tier 1 capital is generally defined as common stockholders� equity (including retained earnings), certain noncumulative perpetual preferred
stock, and related surplus and minority interests in equity accounts of consolidated subsidiaries, less certain deferred tax assets and intangibles
other than certain MSRs and credit card relationships.

          The risk-based capital standard requires the maintenance of Tier 1 and total capital (which is defined as Tier 1 capital plus Tier 2 (or
�supplementary�) capital) to risk-weighted assets of at least 4% and 8%, respectively. In determining risk-weighted assets, all assets, including
certain off-balance sheet items, recourse obligations, residual interests, and direct credit substitutes, are multiplied by risk weightings of 0% to
200%, which are assigned by the FDIC capital regulation based on the risks believed inherent in the type of asset. The components of Tier 2
capital currently include cumulative preferred stock, long-term perpetual preferred stock, mandatory convertible securities, subordinated debt
and intermediate preferred stock, the allowance for loan and lease losses up to a maximum of 1.25% of risk-weighted assets, and up to 45% of
unrealized gains on available-for-sale (�AFS�) equity securities with readily determinable fair market values. Overall, the amount of Tier 2 capital
included as total capital cannot exceed 100% of Tier 1 capital.

          The FDIC also has authority to establish individual minimum capital requirements in appropriate cases upon a determination that an
institution�s capital level is or may become inadequate in light of the particular circumstances. The FDIC has done so in the case of the Bank. See
Item 1A � �Risk Factors� later in Part I of this Annual Report on Form 10-K for additional information on the Bank�s agreements with its various
regulators. See also �Capital Resources� in Item 7 of Part II of this Annual Report on Form 10-K.

Prompt Corrective Regulatory Action

          Federal law requires the appropriate federal regulatory agency to take certain supervisory actions against undercapitalized institutions, the
severity of which depends upon the institution�s degree of undercapitalization leverage. Generally, a bank that has a ratio of total capital to
risk-weighted assets of less than 8%, a ratio of Tier 1 capital to risk-weighted assets of less than 4%, or leverage ratio of less than 4% (3% or less
for institutions with the highest examination rating) is considered to be �undercapitalized.� A bank that has a total risk-based capital ratio of less
than 6%, a Tier 1 capital ratio of less than 3%, or a leverage ratio that is less than 3% is considered to be �significantly undercapitalized� and a
bank that has a tangible capital to assets ratio equal to or less than 2% is deemed to be �critically undercapitalized.� Subject to a narrow exception,
a receiver or conservator must be appointed within specified time frames for an institution that is �critically undercapitalized.� The law also
provides that an acceptable restoration plan must be filed within 45 days of the date a bank receives notice that it is �undercapitalized,�
�significantly undercapitalized,� or �critically undercapitalized.� Compliance with the plan must be guaranteed by any parent company up to the
lesser of 5% of the Bank�s total assets when deemed to be undercapitalized or the amount necessary to achieve compliance with all applicable
capital requirements. In addition, certain mandatory supervisory actions become applicable to any undercapitalized institution including, but not
limited to, increased monitoring by regulators and restrictions on growth, capital distributions (including dividends), and expansion. The FDIC
can also take additional discretionary supervisory actions, including the issuance of a capital directive, requiring the sale of the institution, and
the replacement of senior executive officers and directors. See Item 1A - �Risk Factors� later in Part I and �Capital Resources� in Item 7 of Part II of
this Annual Report on Form 10-K for additional information on the Bank�s agreements with its various regulators and our capital resources and
noncompliance with directed capital requirements.
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Safety and Soundness Guidelines

          Federal law requires each federal banking agency to establish safety and soundness standards for institutions under its authority. The
federal banking agencies, including the FDIC, have released Interagency Guidelines Establishing Standards for Safety and Soundness. The
guidelines specify basic standards for matters such as internal controls and information systems, internal audit systems, loan documentation,
credit underwriting, interest rate risk exposure and asset growth, asset quality, earnings, and employee compensation. If the appropriate federal
banking agency determines that a depository institution is not in compliance with the safety and soundness guidelines, it may require the
institution to submit an acceptable plan to achieve compliance with the guidelines. The institution must submit an acceptable compliance plan
within 30 days of receipt of a request for such a plan. Failure to submit or implement a compliance plan may result in regulatory sanctions.

Uniform Lending Standards

          Under FDIC�s regulations, state banks must adopt and maintain written policies that establish appropriate limits and standards for loans
that are secured by interests in real estate or are made for the purpose of financing permanent improvements to real estate. The policies must
establish loan portfolio diversification standards, prudent underwriting standards, including LTV limits that are clear and measurable, loan
administration procedures and documentation, and loan approval and reporting requirements. Such real estate lending policies must reflect the
Interagency Guidelines for Real Estate Lending Policies that have been adopted by the federal banking agencies.

Transactions with Related Parties

          Transactions between a bank and any affiliate are governed by Sections 23A and 23B of the Federal Reserve Act. An affiliate is any
company or entity, which controls, is controlled by or is under common control with the bank. For example, First Mariner is an affiliate of the
Bank�s for purposes of those laws. Generally, Sections 23A and 23B: (i) limit the extent to which an institution or its subsidiaries may engage in
�covered transactions� with any one affiliate to an amount equal to 10% of such institution�s capital stock and surplus, and contain an aggregate
limit on all such transactions with all affiliates to an amount equal to 20% of such capital stock and surplus; (ii) impose collateral requirements
on certain transactions with, including loans to, affiliates; and (iii) require that all such transactions be on terms substantially the same, or at least
as favorable, to the institution or subsidiary as those provided to a nonaffiliate. The term �covered transaction� includes loans to, purchases of
assets from, and the issuance of guarantees on behalf of an affiliate and certain other transactions.

          Banks also are subject to the federal restrictions on loans to executive officers, directors, and greater than 10% stockholders (collectively,
�insiders�). Generally, loans to insiders and certain related interests must be approved in advance by a majority of the board of directors of the
institution, with any �interested� director not participating in the voting, if the loan exceeds the greater of $25,000 or 5% of the bank�s capital. Any
loan which, combined with prior loans to the insider and their related interest, aggregates $500,000 or more are subject to the board�s approval
requirements in all cases. Loans to insiders must be made on terms substantially the same as offered in comparable transactions to outside
parties. There is an exception for extensions of credit made to officers and directors as part of a bank-wide compensation or benefit program that
does not favor directors or officers over other employees. There are further restrictions on loans that can be made to executive officers.
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          Additionally, Maryland law imposes restrictions on loans to directors, officers, or employees of Maryland commercial banks. Generally, a
director, officer, or employee of a commercial bank may not borrow, directly or indirectly, any money from the bank, unless the loan has been
approved by the board of directors, or the executive committee of the bank, if that committee is authorized to approve loans. Commercial loans
made to nonemployee directors of a bank and certain consumer loans made to nonofficer and nondirector employees of a bank are exempted.

Dividend Restrictions

          A Maryland bank�s ability to pay dividends is governed by the Maryland law and the regulations of the FDIC. Under Maryland law, if the
surplus of a commercial bank is less than 100% of its capital stock then, until the surplus equals at least 100% of the capital stock, the
commercial bank: (i) must transfer to its surplus annually at least 10% of its net earnings and (ii) may not declare or pay any cash dividends that
exceed 90% of its net earnings. Maryland law provides for dividends only out of undivided profits or, with the approval of the Commissioner,
surplus in excess of 100% of required capital stock. Also, under FDIC regulations, no bank may pay a dividend if it would be �undercapitalized�
within the meaning of the prompt corrective action laws, or if it is in default of any deposit insurance assessment. See also Item 1A � �Risk Factors
- Our ability to pay cash dividends is limited� later in Part I of this Annual Report on Form 10-K.

Enforcement

          The Commissioner has extensive enforcement authority over Maryland banks. Such authority includes the ability to issue cease and desist
orders and civil money penalties and to remove directors or officers. The Commissioner may also take possession of a Maryland bank whose
capital is impaired and seek to have a receiver appointed by a court.

          The FDIC has primary federal enforcement responsibility over state banks under its jurisdiction, including the authority to bring
enforcement action against all �institution-related parties,� including stockholders, and any attorneys, appraisers, and accountants who knowingly
or recklessly participate in wrongful action likely to have an adverse effect on an institution. Formal enforcement action may range from the
issuance of a capital directive or cease and desist order to removal of officers and/or directors, receivership, conservatorship, or termination of
deposit insurance. Civil money penalties cover a wide range of violations and actions and range up to $25,000 per day or even up to $1 million
per day (in the most egregious cases). Criminal penalties for most financial institution crimes include fines of up to $1 million and imprisonment
for up to 30 years.

          The Bank has entered into a Consent Order with the FDIC and the Commissioner. See Item 1A � �Risk Factors� later in Part I and �Capital
Resources� in Item 7 of Part II of this Annual Report on Form 10-K.

Community Reinvestment Act

          Under the CRA, as implemented by FDIC regulations, a bank has a continuing and affirmative obligation, consistent with its safe and
sound operation, to help meet the credit needs of its entire community, including low and moderate income neighborhoods. The CRA does not
establish specific lending requirements or programs for financial institutions, nor does it limit an institution�s discretion to develop the types of
products and services that it believes are best suited to its particular community. The CRA requires the FDIC, in connection with its examination
of a bank, to assess the institution�s record of meeting the credit needs of its community and to take the record into account in its evaluation of
certain applications by the institution.
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Assessments

          Maryland banks are required to pay annual assessments to the Commissioner�s office to cover the cost of regulating Maryland institutions.
The Bank�s asset size determines the amount of the assessment.

Insurance of Deposit Accounts

          The Bank�s deposits are insured up to applicable limits by the DIF of the FDIC. Under the FDIC�s risk-based assessment system, insured
institutions are assigned to one of four risk categories based on supervisory evaluations, regulatory capital levels, and certain other factors, with
less risky institutions paying lower assessments. An institution�s assessment rate depends upon the category to which it is assigned. Effective
April 1, 2009, assessment rates ranged from 7 to 77.5 basis points. The Dodd-Frank Act requires the FDIC to amend its procedures to base
assessments on total assets less tangible equity rather than deposits. On February 7, 2011, the FDIC issued final rules, effective April 1, 2011,
implementing changes to the assessment rules resulting from the Dodd-Frank Act. Initially, the base assessment rates will range from 2.5 to 45
basis points. The rate schedules will automatically adjust in the future when the DIF reaches certain milestones. No institution may pay a
dividend if in default of the federal deposit insurance assessment.

          In order to cover losses to the DIF, the FDIC imposed on all insured institutions a special emergency assessment of five basis points of
total assets minus Tier 1 capital, as of June 30, 2009 (capped at ten basis points of an institution�s deposit assessment base). That special
assessment was collected on September 30, 2009. In lieu of further special assessments, the FDIC required insured institutions to prepay
estimated quarterly risk-based assessments for the fourth quarter of 2009 through the fourth quarter of 2012. The Bank received an automatic
waiver of the prepayment requirement. These estimated assessments include an assumed annual assessment base increase of 5%.

          Due to the recent difficult economic conditions, deposit insurance per account owner has been raised to $250,000 for all types of accounts.
That coverage was made permanent by the Dodd-Frank Act. In addition, the FDIC adopted an optional Temporary Liquidity Guarantee Program
by which, for a fee, noninterest bearing transaction accounts would receive unlimited insurance coverage until June 30, 2010, subsequently
extended to December 31, 2010 and then to December 31, 2012 by the Dodd-Frank Act, and certain senior unsecured debt issued by institutions
and their holding companies between October 13, 2008 and December 31, 2010 would be guaranteed by the FDIC through June 30, 2012, or in
some cases, December 31, 2012. The Bank participated in the unlimited noninterest bearing transaction account coverage. The Bank and First
Mariner opted to participate in the unsecured debt guarantee program.

          In addition to the assessment for deposit insurance, institutions are required to make payments on bonds issued in the late 1980s by the
Financing Corporation to recapitalize a predecessor deposit insurance fund.

          The Dodd-Frank Act increased the minimum target DIF ratio from 1.15% of estimated insured deposits to 1.35% of estimated insured
deposits. The FDIC must seek to achieve the 1.35% ratio by September 30, 2020. Insured institutions with assets of $10 billion or more are
supposed to fund the increase. The Dodd-Frank Act eliminated the 1.5% maximum fund ratio, instead leaving it to the discretion of the FDIC.

          The FDIC has authority to increase insurance assessments. A significant increase in insurance premiums would likely have an adverse
effect on the operating expenses and results of operations of the Company. Management cannot predict what insurance assessment rates will be
in the future.

          Insurance of deposits may be terminated by the FDIC upon a finding that the institution has engaged in unsafe or unsound practices, is in
an unsafe or unsound condition to continue operations, or has violated any applicable law, regulation, rule, order or condition imposed by the
FDIC.
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Federal Reserve System

          Federal Reserve regulations require depository institutions to maintain reserves against their transaction accounts (primarily NOW and
regular checking accounts). The regulations currently provide that reserves be maintained against aggregate transaction accounts as follows: a
3% reserve ratio is assessed on net transaction accounts up to and including $58.8 million; a 10% reserve ratio is applied above $58.8 million.
The first $10.7 million of otherwise reservable balances are exempted from the reserve requirements. These amounts are adjusted annually.

Federal Securities Laws

          The shares of First Mariner common stock are registered with the SEC under Section 12(g) of the Exchange Act, as amended, and listed
on the Over-The-Counter Bulletin Board (�OTCBB�). First Mariner is subject to information reporting requirements, proxy solicitation
requirements, insider trading restrictions, and other requirements of the Exchange Act, including the requirements imposed under the federal
Sarbanes-Oxley Act of 2002. Among other things, loans to and other transactions with insiders are subject to restrictions and heightened
disclosure, directors and certain committees of the Board must satisfy certain independence requirements, and First Mariner is generally required
to comply with certain corporate governance requirements.

Economic Monetary Policies and Economic Controls

          We are affected by monetary policies of regulatory agencies, including the FRB, which regulates the national money supply in order to
mitigate recessionary and inflationary pressures. Among the techniques available to the FRB are: engaging in open market transactions in U.S.
Government securities; changing the discount rate on bank borrowings; changing reserve requirements against bank deposits; prohibiting the
payment of interest on demand deposits; and imposing conditions on time and savings deposits. These techniques are used in varying
combinations to influence the overall growth of bank loans, investments, and deposits. Their use may also affect interest rates charged on loans
or paid on deposits. The effect of governmental policies on our earnings cannot be predicted. However, our earnings will be impacted by
movement in interest rates, as discussed in Item 7A of Part II of this Annual Report on Form 10-K.

ITEM 1A RISK FACTORS 
          We are subject to restrictions and conditions of a Cease and Desist Order issued by the FDIC and the Commissioner (�September
Order�) (the �FRB Agreement�), and agreements with the FRB (�FRB Agreement� and �New FRB Agreement�) (collectively, the �FRB
Agreements�) have incurred and expect to continue to incur significant additional regulatory compliance expense in connection with
these enforcement actions.

          The FDIC and the Commissioner have issued Cease and Desist Orders against the Bank and the Company. The Bank and the Company
have also entered into the FRB Agreement and the New FRB Agreement. The September Order contains a number of significant directives,
including higher capital requirements, requirements to reduce the level of our classified assets, operating restrictions, and restrictions on
dividend payments by the Bank. These restrictions may impede our ability to operate our business. If we continue to fail to comply with the
terms and conditions of the September Order or the New FRB Agreement, the appropriate regulatory authority could take additional
enforcement action against us, including the imposition of further operating restrictions, monetary penalties, or possibly place the Bank in
receivership. We could also be directed to seek a merger partner. We have incurred and expect to continue to incur significant additional
regulatory compliance expense in connection with the enforcement actions and we will incur ongoing expenses attributable to compliance with
the terms of the enforcement actions. Although we do not expect it, it is possible regulatory compliance expenses related to the enforcement
actions could have a material adverse impact on us in the future. In addition, our ability to independently make certain changes to our business is
restricted by the terms of the September Order and the New FRB Agreement, which could negatively impact the scope and flexibility of our
business activities. While we believe that we will be able to take actions that will result in the September Order and the New FRB Agreement
being terminated in the future, we cannot guarantee that such actions will result in the termination of the September Order and/or the New FRB
Agreement. Further, the imposition of the September Order and the New FRB Agreement may make it more difficult to attract and retain
qualified employees. Specifically, the significant terms of the September Order are as follows:
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� increase capitalization;
� improve earnings;
� reduce nonperforming loans;
� strengthen management policies and practices; and
� reduce reliance on noncore funding.

          We have taken steps to increase capitalization through a stock offering in 2010 and through potential private capital infusions (see �Recent
Developments� in Item 7 and Note 11 to the Consolidated Financial Statements included in Item 8, both in Part II of this Annual Report on Form
10-K). We are attempting to improve earnings by reducing our nonperforming loans through workouts and other resolutions, including
accelerated write-downs and sales of foreclosed assets. In addition, we are attempting to conservatively increase loan origination in order to
improve our interest income. We have adopted a plan to improve enterprise-wide risk management and effectiveness of internal audit programs.
To address our reliance on noncore funding, we have adopted a liquidity plan intended to reduce the Bank�s reliance on noncore funding,
wholesale funding sources, and high-cost rate-sensitive deposits. We have eliminated all brokered deposits.

          The significant terms of the New FRB Agreement are as follows:

� develop and implement a strategic business plan that includes (a) actions that will be taken to improve operating performance and
reduce the level of parent company leverage, (b) a comprehensive budget and an expanded budget review process, (c) a description
of the operating assumptions that form the basis for major projected income and expense components and provisions needed to
maintain an adequate loan loss reserve, and (d) a capital plan incorporating all capital needs, risks, and regulatory guidelines;

� submit plans to improve enterprise-wide risk management and effectiveness of internal audit programs;
� prohibits First Mariner and the Bank from taking any of the following actions without the FRB�s prior written approval: (i) declaring

or paying any dividends; (ii) taking dividends from the Bank; (iii) making any distributions of interest, principal, or other sums on
First Mariner�s subordinated debentures or trust preferred securities; (iv) incurring, increasing, or guaranteeing any debt; or
(v) repurchasing or redeeming any shares of its stock;

� adopt a plan to achieve and maintain a leverage capital ratio and a Tier 1 capital to risk-weighted assets ratio of at least 4.0% and a
total risk-based capital ratio of at least 8%.

          We have adopted all plans required by the New FRB Agreement and have not taken any of the prohibited actions. We have taken steps to
increase capitalization (and therefore, our capital ratios) through a stock offering in 2010 and through potential private capital infusions (see
�Recent Developments� in Item 7 and Note 11 to the Consolidated Financial Statements included in Item 8, both in Part II of this Annual Report
on Form 10-K).
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          As of December 31, 2011, the Bank�s and the Company�s capital levels were not sufficient to achieve compliance with the higher
capital requirements we were required to have met by June 30, 2010. The failure to meet and maintain these capital requirements could
result in further action by our regulators.

          In the September Order, the FDIC and the Commissioner directed the Bank to raise its leverage and total risk-based capital ratios to 6.5%
and 10%, respectively, by March 31, 2010 and to 7.5% and 11%, respectively, by June 30, 2010. We did not meet these requirements. We have
been in regular communication with the staffs of the FDIC and the Commissioner regarding efforts to satisfy the higher capital requirements.

          First Mariner currently does not have any material amounts of capital available to invest in the Bank and any further increases to our
allowance for loan losses and operating losses would negatively impact our capital levels and make it more difficult to achieve the capital levels
directed by the FDIC and the Commissioner.

          Because we have not met all of the capital requirements set forth in the September Order within the prescribed timeframes, the FDIC and
the Commissioner could take additional enforcement action against us, including the imposition of monetary penalties, as well as further
operating restrictions. The FDIC or the Commissioner could direct us to seek a merger partner or possibly place the Bank in receivership. If the
Bank is placed into receivership, the Company would cease operations and liquidate or seek bankruptcy protection. If the Company were to
liquidate or seek bankruptcy protection, we do not believe that there would be assets available to holders of the capital stock of the Company.

          Additionally, on November 24, 2009, First Mariner�s primary regulator, the FRB, required the Company to enter into the New FRB
Agreement. In accordance with the requirements of the New FRB Agreement, the Company submitted a written plan to maintain sufficient
capital at the holding company level, such that First Mariner satisfies the FRB�s minimum capital requirements. To satisfy these requirements,
First Mariner�s consolidated Tier I capital to average quarterly assets, Tier I capital to risk-weighted assets, and total capital to risk-weighted
assets ratios must be at least 4.0%, 4.0%, and 8.0%, respectively. At December 31, 2011, those capital ratios were (1.9)%, (2.6)%, and (2.6)%,
respectively, which were not in compliance with the minimum requirements. As further described above, the failure to meet all of the capital
ratios could subject us to additional enforcement actions.

          On April 19, the Company and the Bank entered into a securities purchase agreement with Priam Capital Fund I, LP (�Priam�), which
subsequently was amended on September 21, 2011. For a description of the material terms of the securities purchase agreement, see the
Company�s Current Report on Form 8-K filed with the SEC on April 25, 2011 and the Company�s Current Report on Form 8-K filed with the
SEC on September 27, 2011. Pursuant to the securities purchase agreement, Priam would invest, subject to certain conditions, approximately
$36.4 million in cash in the Company. Among other conditions, the closing of Priam�s investment is conditioned upon the Company raising an
additional $123.6 million from other investors. Moreover, either party to the securities purchase agreement is permitted to terminate the
agreement at any time for any reason. It is uncertain whether the Company will be able to satisfy all the conditions to the agreement and
complete the transaction with Priam. If the securities purchase agreement is terminated, or if the Company is unable to consummate the
transactions contemplated thereby, the Company and the Bank will seek alternative strategies to meet the regulatory capital levels specified in
the September Order, the FRB Agreement, and the New FRB Agreement, and it is uncertain whether any such alternative strategies will be
identified or successfully carried out.

          The Bank currently is classified as �significantly undercapitalized� under prompt corrective action regulations. If a state bank is classified as
�undercapitalized,� �significantly undercapitalized,� or �critically undercapitalized,� the FDIC would be required to take one or more prompt
corrective actions. These actions would include, among other things, requiring sales of new securities to bolster capital, improvements in
management, limits on interest rates paid, prohibitions on transactions with affiliates, termination of certain risky activities, and restrictions on
compensation paid to executive officers. If a bank is classified as �critically undercapitalized,� FDICIA requires the bank to be placed into
conservatorship or receivership within 90 days, unless the FDIC determines that other action would better achieve the purposes of FDICIA
regarding prompt corrective action with respect to undercapitalized banks.
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          There is doubt about our ability to continue as a going concern.

          As discussed above, the Bank is subject to the September Order and the New FRB Agreement, both of which require the Bank and the
Company, respectively, to increase leverage and total risk-based capital ratios and, at December 31, 2011, the Company was significantly below
the required levels. Failure to increase the Company�s capital ratios or further declines in the capital ratios exposes the Company and the Bank to
additional restrictions and regulatory actions, including potential receivership of the Bank. This uncertainty as to the Company�s ability to meet
existing or future regulatory requirements raises doubt about our ability to continue as a going concern. Unless the Company is able to raise
sufficient levels of capital in the very near future, we will be unable to meet the capital ratio requirements. The Company�s audited financial
statements were prepared under the assumption that it will continue our operations on a going concern basis, which contemplates the realization
of assets and the discharge of liabilities in the normal course of business. The Company�s financial statements do not include any adjustments
that might be necessary if the Company is unable to continue as a going concern. If the Company cannot continue as a going concern, the
Company�s shareholders will lose some or all of their investment in the Company. In addition, the Bank�s customers, employees, vendors,
correspondent institutions, and others with whom the Bank does business may react negatively to the doubt about our ability to continue as a
going concern. This negative reaction may lead to heightened concerns regarding the Bank�s financial condition that could result in a significant
loss in deposits and customer relationships, key employees, vendor relationships and our ability to do business with correspondent institutions
upon which we rely.

          We may need to raise additional capital through a share issuance in the future that would dilute your ownership if you do not, or
are not permitted to, invest in the additional issuances.

          Should we in the future need to raise additional capital, we might seek to do so through one or more offerings of our common stock,
securities convertible into common stock, or rights to acquire such securities of our common stock. Our ability to raise additional capital, if
needed, will depend on conditions in the capital markets at that time and on our financial performance. There has been unprecedented volatility
and disruption in the capital and credit markets in recent years, which has produced downward pressure on stock prices and credit availability for
numerous issuers, including 1st Mariner. If current levels of market disruption and volatility continue or worsen, and if our stock price remains at
its current level, we may be unable to raise additional capital, or we may be able to raise capital only at prices that would be unfavorable and
dilutive to our shareholders. As further described above, if we cannot raise additional capital when needed, our results of operations and
financial condition may be adversely affected, and our banking regulators may subject us to further regulatory enforcement action.

          Under our Articles of Incorporation, we have additional authorized shares of common stock that we can issue from time to time at the
discretion of our board of directors, without further action by the shareholders, except where shareholder approval is required by law.

          The issuance of any additional shares of common stock or securities convertible into common stock could be substantially dilutive to
shareholders of our common stock, particularly those who are not able to or choose not to participate in such additional issuances. Holders of our
shares of common stock have no preemptive rights that entitle them to purchase their pro-rata share of any offering of shares of any class or
series and, therefore, our shareholders may not be permitted to invest in any future issuances of our common stock and as a result could be
diluted.
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          We have taken actions, and may take additional actions, to help us meet immediate needs for capital, including reducing our
assets and liabilities. The disposition of our assets and liabilities could hurt our long-term profitability.

          On December 14, 2009, First Mariner consummated the sale of its equity interests in Mariner Finance, LLC (�Mariner Finance�) to MF
Raven Holdings, Inc. for a purchase price of approximately $10.5 million. We retained a 5% ownership stake in the new Mariner Finance entity.
We recorded a loss on the sale of $11.1 million during 2009. While this transaction provided First Mariner with $10.5 million in cash to invest in
the Bank to increase the Bank�s capital, we will realize significantly less income generated by Mariner Finance going forward.

          Additionally, we closed our downtown Baltimore branch and our Shrewsbury, Pennsylvania branch in 2010. The closing of the Baltimore
and Shrewsbury branches reduced 2010 overhead costs by approximately $500,000 and is expected to reduce annual overhead costs going
forward by approximately $1.0 million in support of our strategy of prudently reducing assets and liabilities. Total agg
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