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PART I

ITEM 1. BUSINESS

Eagle Bancorp, Inc. (the "Company"), headquartered in Bethesda, Maryland, was incorporated under the laws of the State of Maryland on
October 28, 1997, to serve as the bank holding company for EagleBank (the "Bank"). The Company was formed by a group of local
businessmen and professionals with significant prior experience in community banking in the Company's market area, together with an
experienced community bank senior management team. The Company has one direct non-banking subsidiary, Eagle Commercial Ventures, LLC
("ECV"), which provides subordinated financing for the acquisition, development and construction of real estate projects.

The Bank, a Maryland chartered commercial bank, which is a member of the Federal Reserve System, is the Company's principal operating
subsidiary. It commenced banking operations on July 20, 1998. The Bank operates eighteen banking offices: seven in Montgomery County,
Maryland located in Rockville (three), Bethesda, Silver Spring, Potomac and Chevy Chase; five located in the District of Columbia; and six in
Northern Virginia located in Tysons Corner, Ballston, Rosslyn, Reston, Merrifield and Alexandria. The Bank may seeks additional banking
offices consistent with its strategic plan, although there can be no assurance that the Bank will establish any additional offices, or that any branch
office will prove to be profitable.

The Bank has two active direct subsidiaries: Bethesda Leasing, LLC and Eagle Insurance Services, LLC. Bethesda Leasing, LLC holds title
to and operates real estate owned and acquired through foreclosure. Eagle Insurance Services, LLC facilitates the placement of commercial and
retail insurance products through a referral arrangement with The Meltzer Group, a large well known insurance brokerage within the Company's
market area.

The Bank operates as a community bank alternative to the super-regional financial institutions, which dominate its primary market area.
The cornerstone of the Bank's philosophy is to provide superior, personalized service to its clients. The Bank focuses on relationship banking,
providing each client with a number of services, familiarizing itself with, and addressing itself to, client needs in a proactive, personalized
fashion. Management believes that the Bank's target market segments, small to medium-sized for profit and non-profit businesses and the
consumer base working or living in and near of the Bank's market area, demand the convenience and personal service that a smaller, independent
financial institution such as the Bank can offer. It is these themes of convenience and proactive personal service that form the basis for the
Bank's business development strategies.

Description of Services. The Bank offers a full range of commercial banking services to its business and professional clients, as well as
complete consumer banking services to individuals living or working in the service area. The Bank emphasizes providing commercial banking
services to sole proprietorships, small and medium-sized businesses, partnerships, corporations, non-profit organizations and associations, and
investors living and working in and near the Bank's primary service area. A full range of retail banking services are offered to accommodate the
individual needs of both corporate customers as well as the community the Bank serves. The Bank also offers online banking, mobile banking
and a remote deposit service, which allows clients to facilitate and expedite deposit transactions through the use of electronic devices.

The Bank provides a variety of commercial and consumer lending products to small to medium-sized businesses and individuals for various
business and personal purposes, including (i) commercial loans for a variety of business purposes such as for working capital, equipment
purchases, real estate lines of credit, and government contract financing; (ii) asset based lending and accounts receivable financing (on a limited
basis); (iii) construction and commercial real estate loans; (iv) business equipment financing; (v) consumer home equity lines of credit, personal
lines of credit and term loans; (vi) consumer installment loans such as
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auto and personal loans; (v) personal credit cards offered through an outside vendor; and (vi) residential mortgage loans.

The Bank maintains a loan portfolio consisting primarily of traditional business and real estate secured loans, with a substantial portion
having variable and adjustable rates, and where the cash flow of the borrower/borrower's business is the principal source of debt service with a
secondary emphasis on collateral. Real estate loans are made generally for commercial purposes and are structured using both variable and fixed
rates and renegotiable rates which adjust in three to five years, with maturities of five to ten years.

The Bank's consumer loans portfolio is comprised of home equity lines of credit that are structured with an interest only draw period
followed either by a balloon maturity or a fully amortized repayment schedule. The Bank's consumer loan portfolio also includes first lien
residential mortgage loans, although the Bank's general practice is to sell conforming first trust loans on a servicing and released to third party
investors.

The Bank has also developed significant expertise and commitment as a Small Business Administration ("SBA") lender and has been
recognized as a top originator of such loans in our market area.

The direct lending activities in which the Bank engages carry the risk that the borrowers will be unable to perform on their obligations. As
such, interest rate policies of the Board of Governors of the Federal Reserve System (the "Federal Reserve Board") and general economic
conditions, nationally and in the Bank's primary market area, have a significant impact on the Bank's and the Company's results of operations.
To the extent that economic conditions deteriorate, business and individual borrowers may be less able to meet their obligations to the Bank in
full, in a timely manner, resulting in decreased earnings or losses to the Bank. To the extent the Bank makes fixed rate loans or variable rate
loans with fixed rate floors, general increases in interest rates will tend to reduce the Bank's spread as the interest rates the Bank must pay for
deposits may increase while interest income may be unchanged. Economic conditions may also adversely affect the value of property pledged as
security for loans.

The Bank's goal is to mitigate risks in the event of unforeseen threats to the loan portfolio as a result of economic downturn or other
negative influences. Plans for mitigating inherent risks in managing loan assets include: carefully enforcing loan policies and procedures,
evaluating each borrower's business plan during the underwriting process and throughout the loan term, identifying and monitoring primary and
alternative sources for loan repayment, and obtaining collateral to mitigate economic loss in the event of liquidation. Specific loan reserves are
established based upon credit and/or collateral risks on an individual loan basis. A risk rating system is employed to proactively estimate loss
exposure and provide a measuring system for setting general and specific reserve allocations.

The Bank is an approved SBA lender. As a preferred lender under the SBA's Preferred Lender Program, the Bank can originate certain SBA
loans in-house without prior SBA approval. SBA loans are made through programs designed by the federal government to assist the small
business community in obtaining financing from financial institutions that are given government guarantees as an incentive to make the loans.
Under certain circumstances, the Bank attempts to further mitigate commercial term loan losses by using loan guarantee programs offered by the
SBA. SBA lending is subject to federal legislation that can affect the availability and funding of the program. From time to time, this
dependence on legislative funding causes limitations and uncertainties with regard to the continued funding of such programs, which could
potentially have an adverse financial impact on our business.

The composition of the Bank's loan portfolio is heavily weighted toward commercial real estate, both owner occupied and income
producing real estate. Owner occupied commercial real estate and owner occupied commercial real estate construction represent 12% of the loan
portfolio. At December 31, 2013, non owner occupied commercial real estate and real estate construction represented approximately 57% of
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the loan portfolio. Accordingly, combined owner occupied and commercial real estate loans represent 69% of the loan portfolio. These loans are
underwritten to mitigate lending risks typical of this type of loan such as declines in real estate values, changes in borrower cash flow and
general economic conditions. The Bank typically requires a maximum loan to value of 80% and minimum cash flow debt service coverage of
1.15 to 1.0. Personal guarantees are generally required, but may be limited. In making real estate commercial mortgage loans, the Bank generally
requires that interest rates adjust not less frequently than five years.

The Bank is also an active traditional commercial lender providing loans for a variety of purposes, including cash flow, equipment and
account receivable financing. This loan category represents approximately 24% of the Bank's loan portfolio at December 31, 2013 and is
generally variable or adjustable rate. Commercial loans meet reasonable underwriting standards, including appropriate collateral, and cash flow
necessary to support debt service. Personal guarantees are generally required, but may be limited. SBA loans represent 1% of the commercial
loan category of loans. In originating SBA loans, the Company assumes the risk of non-payment on the uninsured portion of the credit. The
Company generally sells the insured portion of the loan generating noninterest income from the gains on sale, as well as servicing income on the
portion participated. SBA loans are subject to the same cash flow analyses as other commercial loans. SBA loans are subject to a maximum loan
size established by the SBA.

Approximately 4% of the loan portfolio at December 31, 2013 consists of home equity loans and lines of credit and other consumer loans.
These credits, while making up a smaller portion of the loan portfolio, demand the same emphasis on underwriting and credit evaluation as other
types of loans advanced by the Bank.

The remaining 3% of the loan portfolio consists of residential home mortgage loans. These credits represent first liens on residential
property loans originated by the Bank. While the Bank's general practice is to originate and sell (servicing released) loans made by its
Residential Lending department, certain loan terms do not satisfy the requirements of third party investors and are instead maintained in the
Bank's portfolio. Portfolio residential loans exhibit minimal credit risk.

Our lending activities are subject to a variety of lending limits imposed by state and federal law. These limits will increase or decrease in
response to increases or decreases in the Bank's level of capital. At January 31, 2014, the Bank had a legal lending limit of $60.6 million. In
accordance with internal lending policies, the Bank occasionally sells participations in its loans to other area banks, which allows the Bank to
manage risk involved in these loans and to meet the lending needs of its clients. The Bank has also participated loans to the Company until such
time as the Bank could accommodate the participation within its internal lending limit or the loan could be participated to another lender. No
loan participations to the Company are outstanding at December 31, 2013. The ability of the Company to assist the Bank with these credits has
expanded the flexibility and service the Bank can offer its customers

From time to time the Company may make loans for its own portfolio or through its higher risk loan affiliate, ECV, which under its
operating agreement conducts lending only to real estate projects, as to which the Company's directors or lending officers have significant
expertise. Such loans may have higher risk characteristics than loans made by the Bank, such as lower priority security interests and/or higher
loan to value ratios. The Company seeks an overall financial return on these transactions commensurate with the risks and structure of each
individual loan. Certain transactions bear current interest at a rate with a significant premium to normal market rates. Other loan transactions
carry a standard rate of current interest, but also earn additional interest based on a fixed rate or a percentage of the profits of the underlying
project. Refer to the discussion under "Management's Discussion and Analysis Noninterest Income" at page 49 and "Loan Portfolio" at page 55,
for further information on the Company's and ECV's higher risk lending activities. At December 31, 2013, ECV had five outstanding loan
transactions totaling $7.4 million.

The risk of nonpayment (or deferred payment) of loans is inherent in commercial banking. The Bank's marketing focus on small to
medium-sized businesses may result in the assumption by the Bank of
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certain lending risks that are different from those attendant to loans to larger companies. The management and director committees of the Bank
carefully evaluate all loan applications and attempt to minimize credit risk exposure by use of extensive loan application data, due diligence, and
approval and monitoring procedures; however, there can be no assurance that such procedures can significantly reduce such lending risks.

The Bank originates residential mortgage loans primarily as a correspondent lender. With only minor exceptions, the loans are presold to
one of the designated investors at the time of application with intentions of immediate sale to that investor on a servicing released basis. This
activity is managed by utilizing the available pricing, programs and lock periods, which produce market gains on the sale of the loan. Activity in
the residential mortgage loan market is highly sensitive to changes in interest rates and product availability. While the Bank does have delegated
underwriting authority from most of its investors, it also employs the services of the investor to underwrite the loans. Because the loans are
originated within investor guidelines and designated automated underwriting and product specific requirements as part of the loan application,
the loans sold have a limited recourse provision. Most contracts with investors contain recourse periods. In general, the Company may be
required to repurchase a previously sold mortgage loan or indemnify the investor if there is non-compliance with defined loan origination or
documentation standards, including fraud, negligence or material misstatement in the loan documents. In addition, the Company may have an
obligation to repurchase a loan if the mortgagor has defaulted early in the loan term. The potential default repurchase period varies by investor
but can be up to approximately twelve months after sale of the loan to the investor. Mortgages subject to recourse are collateralized by
single-family residential properties, have loan-to-value ratios of 80% or less, or have private mortgage insurance. In certain instances, the Bank
may provide equity loans (second position financing) in combination with residential first mortgage lending for purchase money and refinancing
purposes. The Bank also brokers loan transactions with two investors, where the Bank refers, but does not underwrite and does not close the loan
transaction. In this situation the Bank has no recourse liability for the loan.

The general terms and underwriting standards for each type of commercial real estate and construction loan are incorporated into the Bank's
lending policies. These policies are analyzed periodically by management, and the policies are reviewed and approved by the Board on an
annual basis. The Bank's loan policies and practices described in this report are subject to periodic change, and each guideline or standard is
subject to waiver or exception in the case of any particular loan, by the appropriate officer or committee, in accordance with the Bank's loan
policies. Policy standards are often stated in mandatory terms, such as "shall" or "must", but these provisions are subject to exceptions. Policy
requires that loan value not exceed a percentage of "market value" or "fair value" based upon appraisals or evaluations obtained in the ordinary
course of the Bank's underwriting practices.

Loans are secured primarily by duly recorded first deeds of trust. In some cases, the Bank may accept a recorded second trust position. In
general, borrowers will have a proven ability to build, lease, manage and/or sell a commercial or residential project and demonstrate satisfactory
financial condition. Additionally, an equity contribution toward the project is required.

Construction loans require that the financial condition and experience of the general contractor and major subcontractors be satisfactory to
the Bank. Guaranteed, fixed price construction contracts are required whenever appropriate, along with payment and performance bonds or
completion bonds for certain larger scale projects.

Loans intended for residential land acquisition, lot development and construction are made on the premise that the land: 1) is or will be
developed for building sites for residential structures; and 2) will ultimately be utilized for construction or improvement of residential zoned real
properties, including the creation of housing. Residential development and construction loans will finance projects such as single family
subdivisions, planned unit developments, townhouses, and condominiums. Residential land
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acquisition, development and construction loans generally are underwritten with a maximum term of 36 months, including extensions approved
at origination.

Commercial land acquisition and construction loans are secured by real property where loan funds will be used to acquire land and to
construct or improve appropriately zoned real property for the creation of income producing or owner user commercial properties. Borrowers are
required to contribute equity into each project at levels determined by the appropriate Loan Committee. Commercial land acquisition and
construction loans generally are underwritten with a maximum term of 24 months.

Loan-to-value ("LTV") ratios, with few exceptions, are maintained consistent with or below supervisory guidelines.

Construction draw requests generally must be presented in writing on American Institute of Architects documents and certified by the
contractor, the borrower and the borrower's architect. Each draw request shall also include the borrower's soft cost breakdown certified by the
borrower or its Chief Financial Officer. Prior to an advance, the Bank or its contractor inspects the project to determine that the work has been
completed, to justify the draw requisition.

Commercial permanent loans are secured by improved real property, which is generating income in the normal course of operation. Debt
service coverage, assuming stabilized occupancy, must be satisfactory to support a permanent loan. The debt service coverage ratio is ordinarily
at least 1.15 to 1. As part of the underwriting process, debt service coverage ratios are stress tested assuming a 200 basis point increase in
interest rates from their current levels.

Commercial permanent loans are generally subject to re-pricing after 5 years and are underwritten with a term not greater than 10 years or
the remaining useful life of the property, whichever is lower. The preferred term is between 5 to 7 years, with amortization to a maximum of
25 years.

Personal guarantees are generally received from the principals on commercial real estate loans, and only in instances where the
loan-to-value is sufficiently low and the debt service is sufficiently high is consideration given to either limiting or not requiring personal
recourse.

Updated appraisals for real estate secured loans are obtained as necessary and appropriate to borrower financial condition, project status,
loan terms, and market conditions.

The Company's loan portfolio includes loans made for real estate Acquisition, Development and Construction ("ADC") purposes, including
both income producing and owner occupied projects. ADC loans amounted to $608.8 million at December 31, 2013. The ADC loans containing
loan funded interest reserves represent approximately 47% of the outstanding ADC loan portfolio at December 31, 2013. The decision to
establish a loan-funded interest reserve is made upon origination of the ADC loan and is based upon a number of factors considered during
underwriting of the credit including: (i) the feasibility of the project; (ii) the experience of the sponsor; (iii) the creditworthiness of the borrower
and guarantors; (iv) borrower equity contribution; and (v) the level of collateral protection. When appropriate, an interest reserve provides an
effective means of addressing the cash flow characteristics of a properly underwritten ADC loan. The Company does not significantly utilize
interest reserves in other loan products. The Company recognizes that one of the risks inherent in the use of interest reserves is the potential
masking of underlying problems with the project and/or the borrower's ability to repay the loan. In order to mitigate this inherent risk, the
Company employs a series of reporting and monitoring mechanisms on all ADC loans, whether or not an interest reserve is provided, including:
(i) construction and development timelines which are monitored on an ongoing basis which track the progress of a given project to the timeline
projected at origination; (ii) a construction loan administration department independent of the lending function; (iii) third party independent
construction loan inspection reports; (iv) monthly interest reserve monitoring reports detailing the balance of the interest reserves approved at
origination and the days of interest carry represented by the reserve balances as compared to the then current anticipated time to completion
and/or sale of speculative projects; and (v) quarterly commercial real estate construction
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meetings among senior Company management which includes monitoring of current and projected real estate market conditions. If a project has
not performed as expected, it is not the customary practice of the Company to increase loan funded interest reserves.

Despite the less than robust economic recovery to date, the Company has not experienced any significant issues with increased vacancy
rates or lower rents for income producing properties financed. The construction loan portfolio has remained solid, particularly in the area of well
located residential and multifamily, as the housing market has continued to improve. The Washington, D.C. metropolitan area real estate market
has been relatively strong, as compared to other markets in the U.S. However, the potential impact of disruptions in government spending
patterns, i.e. sequestration, program cuts or terminations, and changes in geographic distribution of government spending, while very minimal to
date, remains of concern. As a result the Company has maintained somewhat higher than pre-recession allocation factors for the allowance for
loan losses ("ALLL") for the real estate loan portfolio. As part of its overall risk assessments, management carefully reviews the Bank's loan
portfolio and general economic and market conditions on a regular basis and will continue to adjust both the specific and environmental reserve
factors as necessary.

Deposit services include business and personal checking accounts, NOW accounts, tiered savings and money market account and time
deposits with varying maturity structures and customer options. A complete individual retirement account program is available. The Bank also
participates in the Promontory Interfinancial Network, LLC ("Promontory") Certificate of Deposit Account Registry Service ("CDAR's") and its
Insured Cash Sweep ("ICS") program, both of which networks function to assure full FDIC insurance. In cooperation with Goldman Sachs Asset
Management, the Bank offers a Goldman Sachs Investment Sweep Account, a check writing cash management account that sweeps funds to one
of several non-FDIC insured off-balance sheet investment accounts managed by Goldman Sachs.

The Bank offers a full range of on-line banking services for both personal and business accounts and has recently introduced a Mobile
Banking application. Other services include cash management services, business sweep accounts, lock box, remote deposit capture, account
reconciliation services, merchant card services, safety deposit boxes and Automated Clearing House origination. After-hours depositories and
ATM service are also available.

The Bank and Company maintain portfolios of short term investments and investment securities consisting primarily of U.S. Government
agency bonds and government sponsored enterprise mortgage backed securities, and municipal bonds. The Company also owns equity
investments related to membership in the Federal Reserve System and the Federal Home Loan Bank of Atlanta ("FHLB"). The Company's
securities portfolio also consists of equity investments in the form of common stocks of a few local banking companies. These portfolios provide
the following objectives: liquidity management, additional income to the Company and Bank in the form of interest and gain on sale
opportunities, collateral to facilitate borrowing arrangements and assistance with meeting interest rate risk management objectives.

The Company and Bank have formalized an asset and liability management process and have a standing Asset Liability Committee
("ALCQ") consisting both of outside and inside directors and senior management. The ALCO operates under established policies and practices,
which are updated and re-approved annually. A typical Committee meeting includes discussion of current economic conditions and strategies,
including interest rate trends and volumes positions, the current balance sheet and earnings position, cash flow estimates, liquidity positions and
funding alternatives as necessary, interest rate risk position (quarterly), capital positions of the Company and Bank, reviews (and including
independent reviews) of the investment portfolio of the Bank and the Company, and the approval of investment transactions. The current
Investment Policy limits the Bank to investments of high quality, U.S. Treasury securities, U.S. Government agency securities and high grade
municipal securities. High risk investments and non-traditional investments are prohibited. Investment maturities are generally limited to ten to
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fifteen years, except as specifically approved by the ALCO, and mortgage backed pass through securities with average lives generally not to
exceed eight years.

The Bank's customer base has benefited from the extensive business and personal contacts of its Directors and Executive Officers. To
introduce new customers to the Bank, enhanced reliance is expected on proactively designed officer calling programs, active participation in
business organizations, and enhanced referral programs.

Internet Access to Company Documents. The Company provides access to its Securities and Exchange Commission ("SEC") filings
through its web site at www.eaglebankcorp.com. After accessing the web site, the filings are available upon selecting "Investor Relations/SEC
Filings/Documents." Reports available include the annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
and all amendments to those reports as soon as reasonably practicable after the reports are electronically filed with or furnished to the SEC.

MARKET AREA AND COMPETITION

The headquarters of the Company is located at 7830 Old Georgetown Road, Bethesda, Maryland 20814. The Bank's main branch office is
located at 7815 Woodmont Avenue, Bethesda. The Bank has six additional Maryland offices, located at 110 North Washington Street,
Rockville; 8665 Georgia Avenue, Silver Spring; 130 Rollins Avenue, Rockville; 9600 Blackwell Road, Rockville; 15 Wisconsin Circle, Chevy
Chase; and 12505 Park Potomac Avenue, Potomac. There are five offices in Washington, D.C., located at 2001 K Street, NW; 1044 Wisconsin
Ave, NW; 1228 Connecticut Ave, NW, 1425 K Street, NW; and 700 7 Street, NW. The Bank has six offices in Northern Virginia, located at
8601 Westwood Center Drive, Vienna; 4420 N. Fairfax Drive, Arlington; 1919 North Lynn St, Arlington; 12011 Sunset Hills Road, Reston; and
2905 District Avenue, Fairfax and 277 S. Washington Street, Alexandria, Virginia.

The primary service area of the Bank is the Washington, D.C. metropolitan area. With a population of nearly 6,300,000, the region is the
5% largest market in the U.S. Total employment in the region is approximately 2,400,000. The region has one of the highest total job creation
records of any market in the country with reported new job creation of more than 275,000 jobs since 2001 and 24,100 new jobs created in 2013.
The Washington, D.C. metropolitan area contains a substantial federal workforce, as well as supporting a variety of support industries such as
attorneys, lobbyists, government contractors, real estate developers and investors, non-profit organizations, tourism and consultants. The Gross
Domestic Product ("GDP") for the metropolitan area in 2012 was reported at $449 billion. Of this amount, approximately $97 billion or 22% is
spending by the government as of 2012. Other significant sectors include professional and business services, education, health and leisure and
hospitality. The region also has a very active non-profit sector including trade associations, colleges and universities and major hospitals.

Montgomery County, Maryland, with a total population of approximately 972,000 (2010) and occupying an area of about 500 square miles,
borders Washington, D.C. to the north and is roughly 30 miles southwest of Baltimore. Montgomery County represents a diverse and healthy
segment of Maryland's economy. Montgomery County is a thriving business center and is Maryland's most populous jurisdiction. Population in
the county is expected to grow 4.5% between 2010 and 2015. While the State of Maryland boasts a demographic profile superior to the U.S.
economy at large, the economy in and around Montgomery County is among the very best in Maryland. The number of jobs in Montgomery
County has been relatively stable in the recent past with the public sector contributing about 20% of the employment. The unemployment rate in
Montgomery County is among the lowest in the state at 4.5% (November 2013 preliminary). A very educated population has contributed to
favorable median household income of $96,985 with the number of households totaling 379,003. According to the 2010 census update,
approximately 57% of the County's residents (between 2008 and 2012) hold college or advanced degrees, placing the population of Montgomery
County among the most educated in the nation. The area boasts a diverse business climate of over 34,000 businesses with 510,000 jobs in
addition to a strong federal

10



Edgar Filing: EAGLE BANCORP INC - Form 10-K

Table of Contents

government presence. Major areas of employment include a substantial technology sector, biotechnology, software development, a housing
construction and renovation sector, and a legal, financial services and professional services sector. Major private employers include Adventist
Healthcare, Lockheed Martin, Giant Food, and Marriott International. The county is also an incubator for firms engaged in biotechnology and
the area has traditionally attracted significant amounts of venture capital. Transportation congestion remains the biggest threat to future
economic development and the quality of life in the area.

Montgomery County is home to many major federal and private sector research and development and regulatory agencies, including the
National Institute of Standards and Technology, the National Institutes of Health, National Oceanic and Atmospheric Administration, Naval
Research and Development Center, Naval Surface Warfare Center, Nuclear Regulatory Commission, the Food and Drug Administration and the
Walter Reed National Military Medical Center in Bethesda.

Washington, D.C. in addition to being the seat of the Federal Government is a vibrant city with a well-educated, diverse population.
According to survey data from the latest U.S. Census, the estimated 2012 population of the District of Columbia is approximately 646,449, up
from 601,723 in 2010. Median household income, at $64,267 between 2008 and 2012, is above the national median level of $53,046. The
growth of residents in the city is due partially to improvements in the city's services and to the many housing options available, ranging from
grand old apartment buildings to Federal era town homes to the most modern condominiums. As of 2010, the housing market has grown to over
300,241 units. As of July 2013, the absorption of condominium units in the District has continued at a satisfactory pace. While the Federal
Government and its employees are a major factor in the economy, over 100 million square feet of commercial office space support a dynamic
business community of more than 20,000 companies. These include law and accounting firms, trade and professional associations, information
technology companies, international financial institutions, health and education organizations and research and management companies.
Unemployment has declined slightly with the preliminary rate for November 2013 at 7.3%, which was down from 8.2% in November 2012. The
disparity between the high level of unemployment among District residents and the strong employment trends reflects the high level of jobs held
by residents of the surrounding suburban jurisdictions. The District has a well-educated and highly paid work force. The Federal Government
accounts for approximately 30% of the employment and professional and business service firms provide an additional 21%. Other large
employers include the many local universities and hospitals. Another significant factor in the economy is the leisure and hospitality industry, as
Washington, D.C. remains a popular tourist destination for both national and international travelers.

Fairfax County, Virginia is a large, affluent jurisdiction with an estimated population of approximately 1,118,602 as of 2012. This county
covers about 395 square miles and is located west of Washington, D.C. Fairfax County is one of the leading technology centers in the United
States. Ten Fortune 500 companies are headquartered in the county and 29 of the largest 100 technology federal contractors in the Washington
metropolitan area are located in Fairfax County. The county has over 114 million square feet of office space and is one of the largest suburban
office markets in the United States. The midyear 2013 office vacancy rate was 14.4%, below the national average of 16.9%, as measured in
fourth quarter 2013. It is a thriving residential as well as business center with 388,452 households, which is expected to grow at about 3.5%
between 2010 and 2015. The county is among the most affluent in the country with average annual household income of $109,383 per annum
between 2008 and 2012. Total employment was over 569,388 as of 2011. Major companies headquartered in the county, which are also major
employers, include Capital One Financial, CSC, Gannett, General Dynamics, Hilton Hotels, SAIC and Sallie Mae. The county is also home to
several federal agencies including the CIA, Fort Belvoir and a major facility of the Smithsonian Institution.

In 2011, the Company's footprint expanded into Arlington County, Virginia which has an estimated population of over 221,000 as of 2012.
The county is made up of 26 square miles and is situated just west of Washington, D.C., directly across the Potomac River. There are
approximately 92,992 households with a
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median household income of $102,459 between 2008 and 2012. There were over 165,649 employees as of June 2013, working predominantly in
the public sector. Significant private sector employers include Deloitte, Lockheed Martin Corporation, Virginia Hospital Center and Marriott
International, Inc. The preliminary unemployment rate was 3.2% as of November 2013. These numbers compare favorably to the region, the rest
of Virginia and the U.S. Arlington County has approximately 39.7 million square feet of office space with a vacancy rate of approximately
16.5% as of January 2013. The population is highly educated, with about 71% of residents over 25 years of age holding at least a bachelor's
degree as of 2012.

In early 2013, the Company added a branch to its network in Alexandria, Virginia. Alexandria is a city with an estimated population of
146,294 as of 2012. The city is made up of just over 15 square miles and sits on the west bank of the Potomac River just south of Arlington,
Virginia. There are approximately 64,729 households with a median household income of $83,996 on average between 2008 and 2012. The
employment base was approximately 98,674 employees as of July 2013, with 75% working in the private sector and 25% working in
government roles. Alexandria has over 8,000 businesses and organizations, located in the more than 20 million square feet of office space and
over 7 million square feet of retail space existing in the city as of March 2013. The preliminary unemployment rate was just 4.1% as of
November 2013. The population is highly educated, with over 60% of residents over 25 years of age holding at least a bachelor's degree as of
2012.

Throughout the Washington, D.C. metropolitan area, competition is keen from large banking institutions headquartered outside of
Maryland. In addition, the Bank competes with other community banks, savings and loan associations, credit unions, mortgage companies,
finance companies and others providing financial services. Among the advantages that many of these large institutions have over the Bank are
their abilities to finance extensive advertising campaigns, maintain extensive branch networks and technology investments, and to directly offer
certain services, such as international banking and trust services, which are not offered directly by the Bank. Further, the greater capitalization of
the larger institutions allows for substantially higher lending limits than the Bank. Certain of these competitors have other advantages, such as
tax exemption in the case of credit unions, and to some extent lesser regulation in the case of mortgage companies and finance companies,
although this regulatory oversight is undergoing dramatic change. As a result of the Dodd-Frank Wall Street Reform and Consumer Protection
Act (the "Dodd-Frank Act"), enacted in July 2010, regulation of all financial firms has been heightened. Under current law, unlimited interstate

de novo branching is available to all state and federally chartered banks. As a result, institutions, which previously were ineligible to establish de
novo branches in the Company's market area may elect to do so.

EMPLOYEES

At December 31, 2013 the Bank employed 386 persons on a full time basis (nine of whom are executive officers of the Bank) which
compares to 393 employees at December 31, 2012. None of the Bank's employees are represented by any collective bargaining group and the
Bank believes that its employee relations are good. At December 31, 2013, the Bank provided a benefit program, which included health and
dental insurance, a 401(k) plan, life and long term disability insurance. Additionally, the Company maintains an employee stock purchase plan
and a stock-based compensation plan for employees of the Bank who meet certain eligibility requirements.

REGULATION

Our business and operations are subject to extensive federal and state governmental regulation and supervision. The following is a brief
summary of certain statutes and rules and regulations that affect or will affect us. This summary is not intended to be an exhaustive description
of the statutes or regulations applicable to our business. Supervision, regulation, and examination of the Company by the regulatory
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agencies are intended primarily for the protection of depositors and the deposit insurance fund, rather than our shareholders.

The Company. The Company is a bank holding company registered under the Bank Holding Company Act of 1956, as amended, (the
"Act") and is subject to regulation and supervision by the Board of Governors of the Federal Reserve Board. The Act and other federal laws
subject bank holding companies to restrictions on the types of activities in which they may engage, and to a range of supervisory requirements
and activities, including regulatory enforcement actions for violations of laws and regulations and unsafe and unsound banking practices. As a
bank holding company, the Company is required to file with the Federal Reserve Board an annual report and such other additional information
as the Federal Reserve Board may require pursuant to the Act. The Federal Reserve Board may also examine the Company and each of its
subsidiaries. The Company is subject to risk-based and capital requirements adopted by the Federal Reserve Board, which are substantially
identical to those applicable to the Bank, and which are described below.

The Act requires approval of the Federal Reserve Board for, among other things, a bank holding company's direct or indirect acquisition 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 Act also generally permits the acquisition by a bank holding company of control or
substantially all the assets of any bank located in a state other than the home state of the bank holding company, except where the bank has not
been in existence for the minimum period of time required by state law; but if the bank is at least 5 years old, the Federal Reserve Board may
approve the acquisition.

With certain limited exceptions, a bank holding company is prohibited from acquiring control of any voting shares of any company which
is not a bank or bank holding company and from engaging directly or indirectly in any activity other than banking or managing or controlling
banks or furnishing services to or performing service for its authorized subsidiaries. A bank holding company may, however, engage in or
acquire an interest in, a company that engages in activities which the Federal Reserve Board has determined by order or regulation to be so
closely related to banking or managing or controlling banks as to be properly incident thereto. In making such a determination, the Federal
Reserve Board is required to consider whether the performance of such activities can reasonably be expected to produce benefits to the public,
such as convenience, increased competition or gains in efficiency, which outweigh possible adverse effects, such as undue concentration of
resources, decreased or unfair competition, conflicts of interest or unsound banking practices. The Federal Reserve Board is also empowered to

differentiate between activities commenced de novo and activities commenced by the acquisition, in whole or in part, of a going concern. Some
of the activities that the Federal Reserve Board has determined by regulation to be closely related to banking include making or servicing loans,
performing certain data processing services, acting as a fiduciary or investment or financial advisor, and making investments in corporations or
projects designed primarily to promote community welfare.

Subsidiary banks of a bank holding company are subject to certain restrictions imposed by the Federal Reserve Act on any extensions of
credit to the bank holding company or any of its subsidiaries, or investments in the stock or other securities thereof, and on the taking of such
stock or securities as collateral for loans to any borrower. Further, a bank holding company and any subsidiary bank are prohibited from
engaging in certain tie-in arrangements in connection with the extension of credit. A subsidiary bank may not extend credit, lease or sell
property, or furnish any services, or fix or vary the consideration for any of the foregoing on the condition that: (i) the customer obtain or
provide some additional credit, property or services from or to such bank other than a loan, discount, deposit or trust service; (ii) the customer
obtain or provide some additional credit, property or service from or to the Company or any other subsidiary of the Company; or (iii) the
customer not obtain some other credit, property or service from competitors, except for reasonable requirements to assure the soundness of credit
extended.
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The Gramm Leach-Bliley Act of 1999 (the "GLB Act") allows a bank holding company or other company to certify status as a financial
holding company, which allows such company to engage in activities that are financial in nature, that are incidental to such activities, or are
complementary to such activities. The GLB Act enumerates certain activities that are deemed financial in nature, such as underwriting insurance
or acting as an insurance principal, agent or broker, underwriting, dealing in or making markets in securities, and engaging in merchant banking
under certain restrictions. It also authorizes the Federal Reserve Board to determine by regulation what other activities are financial in nature, or
incidental or complementary thereto. The GLB Act allows a wider array of companies to own banks, which could result in companies with
resources substantially in excess of the Company's entering into competition with the Company and the Bank. The Company has not elected
financial holding company status.

The Bank. The Bank, as a Maryland chartered commercial bank which is a member of the Federal Reserve System (a "state member
bank") and whose accounts are insured by the Deposit Insurance Fund of the Federal Deposit Insurance Corporation (the "FDIC") up to the
maximum legal limits of the FDIC, is subject to regulation, supervision and regular examination by the Maryland Department of Financial
Institutions and the Federal Reserve Board. The regulations of these various agencies govern most aspects of the Bank's business, including
required reserves against deposits, loans, investments, mergers and acquisitions, borrowing, dividends and location and number of branch
offices.

The laws and regulations governing the Bank generally have been promulgated to protect depositors and the deposit insurance fund, and not
for the purpose of protecting shareholders.

Competition among commercial banks, savings and loan associations, and credit unions has increased following enactment of legislation
which greatly expanded the ability of banks and bank holding companies to engage in interstate banking or acquisition activities. As a result of
federal and state legislation, banks in the Washington, D.C./Maryland/Virginia area can, subject to limited restrictions, acquire or merge with a

bank in another of the jurisdictions, and can branch de novo in any of the jurisdictions.

Banking is a business which depends on interest rate differentials. In general, the differences between the interest paid by a bank on its
deposits and its other borrowings and the interest received by a bank on loans extended to its customers and securities held in its investment
portfolio constitute the major portion of the bank's earnings. Thus, the earnings and growth of the Bank will be subject to the influence of
economic conditions generally, both domestic and foreign, and also to the monetary and fiscal policies of the United States and its agencies,
particularly the Federal Reserve Board, which regulates the supply of money through various means including open market dealings in United
States government securities. The nature and timing of changes in such policies and their impact on the Bank cannot be predicted.

Branching and Interstate Banking. The federal banking agencies are authorized to approve interstate bank merger transactions without
regard to whether such transaction is prohibited by the law of any state, unless the home state of one of the banks has opted out of the interstate
bank merger provisions of the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the "Riegle-Neal Act") by adopting a law
after the date of enactment of the Riegle-Neal Act and prior to June 1, 1997 which applies equally to all out-of-state banks and expressly
prohibits merger transactions involving out-of-state banks. Interstate acquisitions of branches are permitted only if the law of the state in which
the branch is located permits such acquisitions. Such interstate bank mergers and branch acquisitions are also subject to the nationwide and
statewide insured deposit concentration limitations described in the Riegle-Neal Act. The District of Columbia, Maryland and Virginia have
each enacted laws which permit interstate acquisitions of banks and bank branches. The Dodd-Frank Act authorizes national and state banks to

establish de novo branches in other states to the same extent as a bank chartered by that state would be permitted to branch. Previously, banks
could only establish branches in other states if the host state expressly permitted out-of-state banks to establish branches in that state. Although
the District of Columbia, Maryland and Virginia had all enacted laws which permitted banks in these jurisdictions to branch freely, the
branching provisions of the Dodd-Frank Act could result in banks from a wider variety of states establishing de novo branches in the Bank's
market area.
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The GLB Act made substantial changes in the historic restrictions on non-bank activities of bank holding companies, and allows affiliations
between types of companies that were previously prohibited. The GLB Act also allows banks to engage in a wider array of nonbanking activities
through "financial subsidiaries."

USA Patriot Act. Under the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct
Terrorism Act, commonly referred to as the "USA Patriot Act" or the "Patriot Act," financial institutions are subject to prohibitions against
specified financial transactions and account relationships, as well as enhanced due diligence standards intended to detect, and prevent, the use of
the United States financial system for money laundering and terrorist financing activities. The Patriot Act requires financial institutions,
including banks, to establish anti-money laundering programs, including employee training and independent audit requirements, meet minimum
standards specified by the act, follow minimum standards for customer identification and maintenance of customer identification records, and
regularly compare customer lists against lists of suspected terrorists, terrorist organizations and money launderers. The costs or other effects of
the compliance burdens imposed by the Patriot Act or future anti-terrorist, homeland security or anti-money laundering legislation or regulation
cannot be predicted with certainty.

Capital Adequacy. The Federal Reserve Board and the FDIC have adopted risk-based and leverage capital adequacy requirements,
pursuant to which they assess the adequacy of capital in examining and supervising banks and bank holding companies and in analyzing bank
regulatory applications. Risk-based capital requirements determine the adequacy of capital based on the risk inherent in various classes of assets
and off-balance sheet items. Under the Dodd-Frank Act, the Federal Reserve Board is required to apply consolidated capital requirements to
depository institution holding companies that are no less stringent than those currently applied to depository institutions. The Dodd-Frank Act
additionally requires capital requirements to be countercyclical so that the required amount of capital increases in times of economic expansion
and decreases in times of economic contraction, consistent with safety and soundness.

State member banks are expected to meet a minimum ratio of total qualifying capital (the sum of core capital (Tier 1) and supplementary
capital (Tier 2) to risk weighted assets of 8%. At least half of this amount (4%) should be in the form of core capital.

Tier 1 Capital generally consists of the sum of common shareholders' equity and perpetual preferred stock (subject in the case of the latter
to limitations on the kind and amount of such stock which may be included as Tier 1 Capital), less goodwill, without adjustment for changes in
the market value of securities classified as "available-for-sale," together with a limited amount of other qualifying interests, including trust
preferred securities. The Senior Non-Cumulative Perpetual Preferred Stock, Series B (the "Series B Preferred Stock") issued to the Secretary of
the Treasury (the "Treasury") pursuant to the Small Business Lending Fund program ("SBLF") is eligible for treatment as Tier 1 capital without
limitation. Tier 2 Capital consists of the following: hybrid capital instruments; perpetual preferred stock which is not otherwise eligible to be
included as Tier 1 Capital; term subordinated debt and intermediate-term preferred stock; and, subject to limitations, general allowances for loan
losses and excess restricted core capital elements. Assets are adjusted under the risk-based guidelines to take into account different risk
characteristics, with the categories ranging from 0% (requiring no risk-based capital) for assets such as cash, to 100% for the bulk of assets
which are typically held by a bank holding company, including certain multi-family residential and commercial real estate loans, commercial
business loans and consumer loans. Residential first mortgage loans on one to four family residential real estate and certain seasoned
multi-family residential real estate loans, which are not 90 days or more past due or nonperforming and which have been made in accordance
with prudent underwriting standards are assigned a 50% level in the risk-weighing system, as are certain privately-issued mortgage-backed
securities representing indirect ownership of such loans. Off-balance sheet items also are adjusted to take into account certain risk
characteristics. Under guidance adopted by the federal banking regulators, banks which have concentrations in construction, land development
or commercial real estate loans (other than loans for
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majority owner occupied properties) would be expected to maintain higher levels of risk management and, potentially, higher levels of capital.

In addition to the risk-based capital requirements, the Federal Reserve Board has established a minimum 3.0% Leverage Capital Ratio
(Tier 1 Capital to total adjusted assets) requirement for the most highly-rated banks, with an additional cushion of at least 100 to 200 basis points
for all other banks, which effectively increases the minimum Leverage Capital Ratio for such other banks to 4.0% 5.0% or more. The
highest-rated banks are those that are not anticipating or experiencing significant growth and have well diversified risk, including no undue
interest rate risk exposure, excellent asset quality, high liquidity, good earnings and, in general, those which are considered a strong banking
organization. A bank having less than the minimum Leverage Capital Ratio requirement shall, within 60 days of the date as of which it fails to
comply with such requirement, submit a reasonable plan describing the means and timing by which the bank shall achieve its minimum
Leverage Capital Ratio requirement. A bank which fails to file such plan is deemed to be operating in an unsafe and unsound manner, and could
subject the bank to a cease-and-desist order. Any insured depository institution with a Leverage Capital Ratio that is less than 2.0% is deemed to
be operating in an unsafe or unsound condition pursuant to Section 8(a) of the Federal Deposit Insurance Act (the "FDIA") and is subject to
potential termination of deposit insurance. However, such an institution will not be subject to an enforcement proceeding solely on account of its
capital ratios, if it has entered into and is in compliance with a written agreement to increase its Leverage Capital Ratio and to take such other
action as may be necessary for the institution to be operated in a safe and sound manner. The capital regulations also provide, among other
things, for the issuance of a capital directive, which is a final order issued to a bank that fails to maintain minimum capital or to restore its capital
to the minimum capital requirement within a specified time period. Such directive is enforceable in the same manner as a final cease-and-desist
order.

The capital ratios described above are the minimum levels that the federal banking regulators expect. Our state and federal regulators have
the discretion to require us to maintain higher capital levels based upon our concentrations of loans, the risk of our lending or other activities, the
performance of our loan and investment portfolios and other factors. Failure to maintain such higher capital expectations could result in a lower
composite regulatory rating, which would impact our deposit insurance premiums and could affect our ability to borrow and costs of borrowing,
and could result in additional or more severe enforcement actions. In respect of institutions with high concentrations of loans in areas deemed to
be higher risk, or during periods of significant economic stress, regulators may require an institution to maintain a higher level of capital, and/or
to maintain more stringent risk management measures, than those required by these regulations.

Changes in Capital Requirements. In December 2010, the Basel Committee on Banking Supervision released its final framework for
strengthening international capital and liquidity regulation ("Basel III"). The regulations adopted by the U.S. federal bank regulatory agencies,
when fully phased-in, will require bank holding companies and their bank subsidiaries to maintain more capital, with a greater emphasis on
common equity.

The Basel I1I final capital framework, among other things, (i) introduces as a new capital measure "Common Equity Tier 1" ("CET1"),
(ii) specifies that Tier 1 capital consists of CET1 and "Additional Tier 1 capital” instruments meeting specified requirements, (iii) defines CET1
narrowly by requiring that most adjustments to regulatory capital measures be made to CET1 and not to the other components of capital and
(iv) expands the scope of the adjustments as compared to existing regulations.

When fully phased in, Basel III requires banks to maintain: (i) as a newly adopted international standard, a minimum ratio of CET1 to
risk-weighted assets of at least 4.5%, plus a "capital conservation buffer" of 2.5%; (ii) a minimum ratio of Tier 1 capital to risk-weighted assets
of at least 6.0%, plus the capital conservation buffer, or 8.5%; (iii) a minimum ratio of Total (Tier 1 plus Tier 2) capital to risk-weighted assets
of at least 8.0% plus the capital conservation buffer, or 10.5%; and (iv) as a newly
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adopted international standard, a minimum leverage ratio of 3%, calculated as the ratio of Tier 1 capital to balance sheet exposures plus certain
off-balance sheet exposures (computed as the average for each quarter of the month-end ratios for the quarter).

Basel III also provides for a "countercyclical capital buffer," generally to be imposed when national regulators determine that excess
aggregate credit growth becomes associated with a buildup of systemic risk that would be a CET1 add-on to the capital conservation buffer in
the range of 0% to 2.5% when fully implemented. The capital conservation buffer is designed to absorb losses during periods of economic stress.

Banking institutions with a ratio of CET1 to risk-weighted assets above the minimum but below the conservation buffer (or below the
combined capital conservation buffer and countercyclical capital buffer, when the latter is applied) may face constraints on its ability to pay
dividends, effect equity repurchases and pay discretionary bonuses to executive officers, which constraints vary based on the amount of the
shortfall.

The Basel III final framework provides for a number of new deductions from and adjustments to CET1. These include, for example, the
requirement that mortgage servicing rights, deferred tax assets dependent upon future taxable income and significant investments in
non-consolidated financial entities be deducted from CET1 to the extent that any one such category exceeds 10% of CET1 or all such categories
in the aggregate exceed 15% of CET1.

The federal banking regulators adopted a final rulemaking in July 2013 (the "Basel III Rule") to implement Basel III under regulations
substantially consistent with the above. The Basel III Rule also includes, as part of the definition of CET1 capital, a requirement that banking
institutions include the amount of Additional Other Comprehensive Income ("AOCL" which primarily consists of unrealized gains and losses on
available for sale securities, which are not required to be treated as other-than-temporary impairment, net of tax) in calculating regulatory
capital, unless the institution makes a