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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

SCHEDULE 14A
Proxy Statement Pursuant to Section 14(a) of the

Securities Exchange Act of 1934

Filed by the Registrant x Filed by a Party other than the Registrant ¨

Check the appropriate box:

¨ Preliminary Proxy Statement

¨ Confidential, for Use of the Commission Only (as permitted by Rule 14a-6(e)(2))

x Definitive Proxy Statement

¨ Definitive Additional Materials

¨ Soliciting Material Pursuant to §240.14a-12

Annapolis Bancorp, Inc.
(Name of Registrant as Specified in Its Charter)

(Name of Person(s) Filing Proxy Statement, if other than the Registrant)

Payment of Filing Fee (Check the appropriate box):

x No fee required.

¨ Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.

(1) Title of each class of securities to which transaction applies:

(2) Aggregate number of securities to which transaction applies:

(3) Per unit price or other underlying value of transaction computed pursuant to Exchange Act Rule 0-11 (set forth the amount on
which the filing fee is calculated and state how it is determined):

(4) Proposed maximum aggregate value of transaction:

(5) Total fee paid:
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¨ Fee paid previously with preliminary materials.

¨ Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for which the offsetting fee
was paid previously. Identify the previous filing by registration statement number, or the Form or Schedule and the date of its filing.

(1) Amount Previously Paid:

(2) Form, Schedule or Registration Statement No.:

(3) Filing Party:

(4) Date Filed:
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[GRAPHIC OMITTED]

1000 Bestgate Road, Suite 400
Annapolis, Maryland 21401

(410) 224-4455

April 14, 2006

Dear Stockholder:

You are cordially invited and encouraged to attend the Annual Meeting of Stockholders (the �Annual Meeting�) of Annapolis Bancorp,
Inc. (the �Company�), the holding company for BankAnnapolis (the �Bank�), Annapolis, Maryland, which will be held on May 18, 2006, at
6:00 p.m., Eastern Daylight Savings Time, at the BankAnnapolis Headquarters Building, 1000 Bestgate Road, Annapolis, Maryland 21401.

The attached Notice of the Annual Meeting and the Proxy Statement describes the formal business to be transacted at the Annual
Meeting. Directors and officers of Annapolis Bancorp, Inc., as well as a representative of Stegman & Company, the Company�s independent
auditor, will be present at the Annual Meeting to discuss the Company and the Bank and respond to any questions that our stockholders may
have.

The Board of Directors of Annapolis Bancorp, Inc. has determined that the matters to be considered at the Annual Meeting are in the
best interests of the Company and its stockholders. For the reasons set forth in the Proxy Statement, the Board unanimously recommends that
you vote �FOR� each matter under consideration.

Please sign and return the enclosed proxy card promptly. Your cooperation is appreciated.

On behalf of the Board of Directors and all of the employees of the Company and the Bank, I thank you for your continued interest and
support.

Sincerely,

/s/ Richard M. Lerner

Richard M. Lerner

Chairman and CEO
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ANNAPOLIS BANCORP, INC.

NOTICE OF 2006 ANNUAL MEETING OF STOCKHOLDERS
To Be Held on May 18, 2006

NOTICE IS HEREBY GIVEN that the Annual Meeting of Stockholders of Annapolis Bancorp, Inc. (the �Company�) will be held on
May 18, 2006, at 6:00 p.m., Eastern Daylight Savings Time, at the BankAnnapolis Headquarters Building, 1000 Bestgate Road, Annapolis,
Maryland 21401, for the following purposes:

(1) To elect three directors;

(2) To ratify the selection of Stegman & Company as independent registered accountants for the fiscal year ending December 31,
2006;

(3) To approve the Annapolis Bancorp, Inc. 2006 Stock Incentive Plan; and

(4) To transact any other business that may properly come before the meeting, and at any adjournments thereof, including whether or
not to adjourn the meeting.

Only those holders of record of Common Stock as of the close of business on March 24, 2006, are entitled to notice of and to vote at the
2006 Annual Meeting of Stockholders and any adjournments or postponements thereof.

Please sign, date and mail the accompanying proxy in the enclosed, self-addressed, stamped envelope, whether or not you expect to
attend the meeting in person. You may revoke your proxy at any time before it is exercised by delivering to the secretary of the Company a
written notice of revocation or a duly executed proxy bearing a later date. You may also withdraw your proxy at the meeting should you be
present and desire to vote your shares in person. All stockholders are cordially invited to attend.

By Order of the Board of Directors

/s/ Rita D. Demma

Rita D. Demma

Secretary

Annapolis, Maryland
April 14, 2006
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ANNAPOLIS BANCORP, INC.

PROXY STATEMENT
ANNUAL MEETING OF STOCKHOLDERS

May 18, 2006

Solicitation and Voting of Proxies

This Proxy Statement is being mailed on or about April 14, 2006, to the stockholders of Annapolis Bancorp, Inc. (the �Company�) in
connection with the solicitation by the Board of Directors of proxies to be used at the Annual Meeting of Stockholders (the �Annual
Meeting�) to be held on May 18, 2006, at 6:00 p.m., Eastern Daylight Savings Time, and at any adjournments or postponements thereof, at the
BankAnnapolis Headquarters Building, 1000 Bestgate Road, Annapolis, Maryland 21401.

Regardless of the number of shares of common stock owned, it is important that stockholders be represented by proxy or in person at the
Annual Meeting. Stockholders are requested to vote by completing the enclosed proxy card and returning it signed and dated in the enclosed
postage-paid envelope. Stockholders are urged to indicate their vote in the spaces provided on the proxy card. Proxies solicited by the Board
of Directors of the Company will be voted in accordance with the directions given therein. Where no instructions are indicated, signed
proxy cards will be voted FOR the approval and ratification of the specific proposals presented in this proxy statement.

Other than the matters listed on the attached Notice of Annual Meeting of Stockholders, the Board of Directors knows of no additional
matters that will be presented for consideration at the Annual Meeting. Execution of a proxy, however, confers on the designated proxy
holders discretionary authority to vote the shares in accordance with their best judgment on such other business, if any, that may
properly come before the Annual Meeting and at any adjournments thereof, including whether or not to adjourn the Annual
Meeting.

A proxy may be revoked at any time prior to its exercise by filing a written notice of revocation with the Corporate Secretary of the
Company, by delivering to the Company a duly executed proxy bearing a later date, or by attending the Annual Meeting and voting in person.
However, if you are a stockholder whose shares are not registered in your own name, you will need appropriate documentation from your
record holder to vote personally at the Annual Meeting.

The cost of solicitation of proxies on behalf of the Board of Directors of the Company will be borne by BankAnnapolis (the �Bank�).
Proxies may be solicited personally or by telephone by directors, officers and other employees of the Company and its subsidiary, without
compensation therefor. The Company will also request persons, firms and corporations holding shares in their names, or in the names of their
nominees, which are beneficially owned by others, to send proxy materials to and obtain proxies from such beneficial owners, and will
reimburse such holders for their reasonable expenses in doing so.

Voting Securities and Principal Holders Thereof

Stockholders are entitled to one vote for each share of common stock, par value $.01 per share (the
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�Common Stock�) registered in their names on the stock transfer books of the Company at the close of business on March 24, 2006, the
record date fixed by the Board of Directors (the �Record Date�). At March 24, 2006, the Company had outstanding 4,081,630 shares of
Common Stock entitled to vote at the Annual Meeting.

The presence in person or by proxy of stockholders entitled to cast a majority of the votes entitled to be cast at the Annual Meeting is
necessary to constitute a quorum at the Annual Meeting for the election of directors and for the other proposals. Votes withheld from a
director nominee, abstentions and broker non-votes are counted as present and entitled to vote for purposes of determining whether a quorum
exits.

As to the election of directors, the proxy card being provided by the Board of Directors enables a stockholder to vote �FOR� the election
of the nominee proposed by the Board of Directors, or to �WITHHOLD� authority to vote for the nominee being proposed. Directors are
elected by a plurality of votes cast, without regard to either (i) broker non-votes; or (ii) proxies as to which authority to vote for the nominee
being proposed is withheld.

As to the ratification of Stegman & Company as independent auditor of the Company and the approval of the Annapolis Bancorp, Inc.
2006 Stock Incentive Plan, by checking the appropriate box, you may (i) vote �FOR� the item; (ii) vote �AGAINST� the item; or
(iii) �ABSTAIN� with respect to the item. All such matters shall be determined by a majority of the votes cast, without regard to either
(i) broker non-votes; or (ii) proxies marked �ABSTAIN� as to that matter.

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth information regarding the beneficial ownership of Common Stock as of March 24, 2006, by each of the
Company�s directors, nominees and Named Executive Officers, as hereinafter defined, by each person known by the Company to own
beneficially more than 5% of the Company�s voting securities, and by all the executive officers and directors of the Company as a group,
including the number of shares beneficially owned by and percentage ownership of each such person as of that date. Other than those persons
listed below, the Company is not aware of any person, as such term is defined in the Securities Exchange Act of 1934, as amended (the�
Exchange Act�), that owned more than 5% of the Company�s Common Stock as of the Record Date.
Numberof Percent of

Name and Address of Beneficial Owner

Number of

Shares Owned (1)

Percent of

Class

Walter L. Bennett, IV
327 Broad Creek Drive
Annapolis, MD 21037

3,333 0.08 %

Clyde E. Culp, III
1907 Hidden Point Road
Annapolis, MD 21401

2,000 0.05 %

Margaret Theiss Faison
14904 Little Bennett Drive
Clarksburg, MD 20871

34,664 (2) 0.85 %

F. Carter Heim
1842 Kimberwicke Place
Annapolis, MD 21401

14,594 (3) 0.36 %

2
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Robert E. Kendrick, III
850 Thicket Court
Odenton, MD 21113

32,887 (2) 0.81 %

Stanley J. Klos, Jr.
76 Chautaugua Road
Arnold, MD 21012

46,236 (3) 1.13 %

Lawrence E. Lerner
2711 Washington Avenue
Chevy Chase, MD 20815

1,580,451 (3) 38.72%

Richard M. Lerner
400 Beards Dock Crossing
Annapolis, MD 21403

237,767 (4) 5.83 %

Nancy Lowell
46 St. Andrews Road
Severna Park, MD 21146

1,402 0.03 %

Lawrence W. Schwartz
10854 Country Pond Lane
Oakton, VA 22124

54,125 (3) 1.33 %

Ermis Sfakiyanudis
2813 Durmont Court
Annapolis, MD 21401

12,442 (3) 0.30 %

Clifford T. Solomon
9 Riverview Road
Severna Park, MD 21146

1,600 0.04 %

Executive Officers and Directors as a group (13 persons) 2,021,501 (5) 49.53%

(1) Information relating to beneficial ownership of Common Stock is based upon �beneficial ownership� concepts set forth in rules of the
Securities and Exchange Commission under Section 13(d) of the Exchange Act. Under these rules, a person is deemed to be a
�beneficial owner� of a security if that person has or shares �voting power� which includes the power to vote or direct the voting of
such security, or �investment power� which includes the power to dispose or to direct the disposition of such security. A person is
deemed to be a beneficial owner of any security of which that person has the right to acquire beneficial ownership within sixty days.
Under the rules, more than one person may be deemed to be a beneficial owner of the same securities, and a person may be deemed to be
a beneficial owner of securities in which he has no beneficial interest. For instance, beneficial ownership may include spouses, minor
children and other relatives residing in the same household, and trusts, partnerships, corporations, or deferred compensation plans which
are affiliated with the principal.

(2) Includes options to purchase 31,110 shares of Company Common Stock which are exercisable within 60 days of March 24, 2006 and are
included with shares outstanding for the purpose of computing the percentage of outstanding Common Stock beneficially owned.

(3) Includes options to purchase 8,888 shares each of Company Common Stock which are exercisable within 60 days of March 24, 2006 and
are included with shares outstanding for the purpose of computing the percentage of outstanding Common Stock beneficially owned.

3

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


(4) Includes options to purchase 28,888 shares of Company Common Stock which are exercisable within 60 days of March 24, 2006 and are
included with shares outstanding for the purpose of computing the percentage of outstanding Common Stock beneficially owned.

(5) Includes options to purchase 135,548 shares each of Company Common Stock which are exercisable within 60 days of March 24, 2006
and are included with shares outstanding for the purpose of computing the percentage of outstanding Common Stock beneficially owned
by all directors and executive officers as a group.

PROPOSALS TO BE VOTED ON AT THE MEETING

PROPOSAL 1. ELECTION OF DIRECTORS

The Board of Directors of the Company currently consists of ten (10) directors. The Company�s Articles of Incorporation provide that
the Board of Directors shall be divided into three classes, as nearly equal in number as the then total number of directors constituting the entire
board shall permit, with directors of each class being elected for three-year terms at each Annual Meeting. The terms of three directors of the
Company will expire at the time of the Annual Meeting. Three directors are to be elected at the Annual Meeting. Each of the nominees is
currently a member of the Board. The three incumbent directors have been nominated to be elected to hold office until the 2009 Annual
Meeting or until their respective successors are elected and qualified or until their earlier resignation or removal. The incumbent nominees are
Messrs. Walter L. Bennett, IV and F. Carter Heim and Ms. Nancy Lowell. The Board of Directors has determined that all of the directors
listed with the exception of Messrs Lawrence E. Lerner and Richard M. Lerner are �independent� under the rules of The NASDAQ Stock
Market regarding general independence of directors, which constitutes, as required, a majority of the Board.

The proxies solicited hereby, unless directed to the contrary, will be voted FOR the election as directors of all three nominees listed in
the following table. Directors are elected by a plurality of votes cast. Each nominee has consented to serve as a director, if elected. The Board
of Directors has no reason to believe that any nominee will be unwilling or unable to serve as a director but, if for any reason any nominee is
not willing or able to serve as a director, the accompanying proxy will be voted FOR a substitute nominee chosen by the Board of Directors.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE ELECTION OF THE THREE NOMINEES NAMED IN
THIS PROXY STATEMENT.

Information Concerning Nominees

The following table sets forth information as of the Record Date concerning persons nominated by the Board of Directors for election as
directors of the Company to serve until the Annual Meeting of Stockholders previously designated or until their successors have been elected
and qualified or until their earlier resignation or removal. Except as indicated, the nominees have been officers of the organizations named
below or of affiliated organizations as their principal occupations for more than five years.
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Nominees

Name of Director Age, Principal Occupation, Position with the Company and the Bank

Walter L. Bennett, IV Mr. Bennett, age 49, is President and owner of Skip Bennett Marine LTD, a company he founded in 1973.
A resident of Annapolis, Mr. Bennett has been active in the marine trades in Anne Arundel County for 30
years. He currently owns and operates Hartley Marine, Inc. and South River Marina in Edgewater,
Maryland. Mr. Bennett is a current member and past president of the Washington Area Marine Dealers
Association and a current member of the Marine Trades Association of Maryland. Mr. Bennett has been a
Director of the Company and the Bank since 2005.

F. Carter Heim Mr. Heim, age 52, is a Certified Public Accountant who has been in practice since December 1975 and is
past President of the Maryland Association of CPAs. Mr. Heim is also currently a member of the American
Institute of CPAs and the Annapolis and Anne Arundel Chamber of Commerce. Mr. Heim is President of
HeimLantz Business and Tax Services, Inc. Prior to establishing his own firm, Mr. Heim was Executive
Vice President of Hammond-Heim, Chartered. Mr. Heim has been a Director of the Company and Bank
since 2000.

Nancy Lowell Ms. Lowell, age 51, is President and design director of custom stationery design firm Lallie, Inc., a
company that she founded in 1977. Ms. Lowell, a resident of Severna Park, is a member of numerous
professional societies and is a current board member of the Hospice of the Chesapeake Foundation. Ms.
Lowell has been a Director of the Company and the Bank since 2004.

Information Concerning Continuing Directors and Executive Officers

The following table sets forth information as of the Record Date concerning directors and Executive Officers of the Company and the
Bank whose terms of office will continue after the 2005 Annual Meeting. As indicated, some directors will serve until the 2007 Annual
Meeting, and other directors will serve until the 2008 Annual Meeting. Except as indicated, the directors have been involved with the
organizations named below or of affiliated organizations for more than five years.

Directors serving until 2007

Name of Director Age, Principal Occupation, Position with the Company and the Bank

Clyde E. Culp, III Mr. Culp, age 63, currently serves in a consulting capacity to the restaurant industry and is involved in
several businesses through his company, Culp Enterprises, LLC. Mr. Culp has an extensive background in
hotel and restaurant management dating back to the 1970s. Mr. Culp founded Davco Food, Inc., which grew
to be the largest Wendy�s restaurant franchise in the world, and served as its Chairman and CEO until it
was sold in 1987. During his career, Mr. Culp served as Chief Operating Officer of Holiday Inns, President
and CEO of Embassy Suites Hotels and Long John Silvers, and most recently as Chairman of Captains D�s
restaurant chain. Mr. Culp is a resident of Annapolis and serves on the boards of several non-restaurant
companies. Mr. Culp has been a Director of the Company and the Bank since 2004.

Stanley J. Klos, Jr. Mr. Klos, age 54, became Vice-Chairman of the Bank in 2003 and has served as a Director of the Company
and Bank since 1997. Mr. Klos has practiced law in Anne Arundel and Prince George�s Counties since
1977. He is currently an attorney with the firm of O�Malley, Miles,
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Nylen & Gilmore, P.A. He is a member of the Maryland, District of Columbia, Anne Arundel County, and
Prince George�s County Bar Associations. Mr. Klos, a resident of Arnold, is active in community affairs
and serves on the boards of directors of the 21st Century Education Foundation, the Anne Arundel County
branch of the YMCA of Central Maryland, and Hospice of the Chesapeake.

Richard M. Lerner Mr. Lerner, age 46, has served as Chief Executive Officer of the Company since 1999 and became
Chairman in 2001. He has also served as Chairman of the Bank since 1999. In 2002, Mr. Lerner was
appointed President and Chief Executive Officer of the Bank, a position he held on an interim basis in 1999.
From 1984 to 1999, Mr. Lerner was President of White Flint Builders, Inc., an upscale residential
development and construction company located in Bethesda, Maryland. Mr. Lerner earned a Masters in
Business Administration from the A. B. Freeman School of Business at Tulane University in 1983. A
resident of Annapolis, Mr. Lerner has been a Director of the Company and the Bank since their inception.
Mr. Lerner is a current board member of the Hospice of the Chesapeake Foundation. He is the son of
Lawrence E. Lerner, also a Director of the Company and Bank.

Directors serving until 2008

Name of Director Age, Principal Occupation, Position with the Company and the Bank

Lawrence E. Lerner Mr. Lerner, age 73, has been active in real estate development in the Washington, D.C. metropolitan area
for over 40 years. He has been involved in the development and construction of two regional shopping
centers, several other commercial developments, and more than 2,800 apartment units. Mr. Lerner manages
his real estate investments, comprised of various partnership interests in entities which own real estate. He
has been a Director of the Company and the Bank since their inception. Mr. Lerner is the father of Richard
M. Lerner, a Director of the Company and the Bank.

Lawrence W. Schwartz Mr. Schwartz, age 51, is a certified public accountant who has operated CPA firms since 1984 and currently
is managing partner of Schwartz Weissman Myerson P.C., an accounting and business consulting firm. Mr.
Schwartz has served since 1997 as an adjunct professor of accountancy at The George Washington
University and most recently at George Mason University. Mr. Schwartz has been a Director of the
Company since 1997 and a Director of the Bank since its inception.

Ermis Sfakiyanudis Mr. Sfakiyanudis, age 37, presently serves as President and Principal of Sigma Engineering, Inc. an
Annapolis-based civil engineering firm. Mr. Sfakiyanudis has been with Sigma since 1993. Mr.
Sfakiyanudis is Chairman of the Board of Directors of the Anne Arundel Economic Development
Corporation, and is also a member of numerous professional associations. Mr. Sfakiyanudis has been a
Director of the Company and the Bank since 2000.

Clifford T. Solomon Dr. Solomon, age 44, is a neurosurgeon affiliated with the Anne Arundel Medical Center, where he served
from 1999 to 2004 as Chairman of Surgery. Dr. Solomon is also Director of the Maryland Neurological
Institute in Annapolis and assistant professor of neurosurgery at Johns Hopkins Hospital and University of
Maryland Hospital. A resident of Severna Park, Dr. Solomon is a member of numerous professional
societies and in 2003 created a foundation to provide surgery to critical patients who could not otherwise
afford it. Dr. Solomon has been a Director of the Company and the Bank since 2004.
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Executive Officers (who are not also Directors)

Name of Executive Officer Age, Principal Occupation, Position with the Company and the Bank

Margaret Theiss Faison Ms. Faison, age 48, is Chief Financial Officer and Treasurer of the Company and Senior Vice President,
Chief Financial Officer and Treasurer of the Bank, positions she has held since joining the Company and the
Bank in 1999. Prior to joining the Company, Ms. Faison was Senior Vice President and Chief Financial
Officer of Sterling Bank & Trust Co. of Baltimore from 1997 until 1999. Ms. Faison was previously Vice
President and Chief Financial Officer with Mellon Bank (MD).

Robert E. Kendrick, III Mr. Kendrick, age 60, is Senior Vice President and Chief Credit Officer of the Bank positions he has held
since joining the Company and the Bank. Prior to joining the Bank in 1999, Mr. Kendrick held similar
positions from 1967 through 1999 with Citizens National Bank of Laurel, Bank of Maryland, Sterling Bank
& Trust Co. of Baltimore and NationsBank.

J. Mitchell Krebs Mr. Krebs, age 44, is Senior Vice President and Chief Business Development Officer of the Bank, positions
he has held since 2005. Prior to joining the Bank, Mr. Krebs was with SunTrust from 1985 until 2005 most
recently as a Vice President and Sales Manager for the Annapolis Market and as a Team Leader for
Business Banking.

Committees

The Company and the Bank have standing joint Audit and Compensation Committees. The Company does not have a standing
Nominating Committee. The members of each of the named committees serve at the discretion of the Board of Directors.

The Audit Committee examines accounting processes, reviews financial disclosures and meets privately outside the presence of
Company and Bank management with the independent accountants to discuss internal accounting control policies and procedures. The
Committee reports on such meetings to the Boards of Directors. The Committee selects the independent accountants, reviews the performance
of the independent accountants in the annual audit and in assignments unrelated to the audit, and reviews the fees of the independent
accountants. The Audit Committee operates under the written charter it has adopted, which will be reassessed for adequacy on an annual basis.
A copy of the charter was attached as Appendix A to the Company�s 2004 annual meeting proxy statement.

Messrs. Schwartz (Chairman) and Heim and Ms. Lowell currently serve as members of the Audit Committee. Messrs. Schwartz and
Heim and Ms. Lowell are �independent� under the rules of The NASDAQ Stock Market regarding general independence of directors. None
has ever been an employee of the Company or any subsidiary. The Audit Committee met twelve (12) times during 2005. The Committee�s
report appears on pages 13-14 of this proxy statement. The Board of Directors has determined that Mr. Schwartz and Mr. Heim are the �audit
committee financial experts� as that term is defined in Item 401(e) of Regulation S-B.

The Compensation Committee consists of Messrs. Klos (Chairman) and Sfakiyanudis and Ms. Lowell. The Committee reviews and
determines salaries and other benefits for board members and executive and senior management persons of the Company and its subsidiaries.
The Committee determines which employees shall be granted stock options, the terms of such grants, and reviews incentive and other
compensatory plans and arrangements. All of the members of the Compensation Committee are �independent� under the rules of The
NASDAQ Stock Market regarding general independence of directors. The Compensation Committee met four (4) times during 2005.

7

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Nominees for election to the Board of Directors of the Company and the Bank are either selected or recommended for the Board�s
selection by a majority of the independent members of the Board of Directors. The Board of Directors believes that the independent members
of the Board of Directors can satisfactorily carry out the responsibility of properly selecting or approving nominees for the Board of Directors
without the formation of a standing nominating committee. The members of the Board of Directors who participate in the consideration of
director nominees are Walter L. Bennett, IV, Clyde E. Culp, III, F. Carter Heim, Stanley J. Klos, Jr., Nancy Lowell, Lawrence W. Schwartz,
Ermis Sfakiyanudis and Clifford T. Solomon. In accordance with the rules of The NASDAQ Stock Market regarding general independence of
directors, all such board members are �independent.� As there is no standing nominating committee, the Company does not have a nominating
committee charter in place. The independent Directors met one (1) time during 2005 in their nominating capacity.

The independent Directors will consider stockholder nominations submitted to them in writing in care of the Company if such
nominations are timely submitted. To be considered timely, the nominations must be received at least thirty (30) but not more than sixty
(60) days prior to the Annual Meeting if the Company has given at least forty (40) days prior notice of the meeting. Otherwise, such
nominations should be submitted within ten (10) days of the Company first giving notice of the Annual Meeting. The written notice must set
forth certain information specified in the Company�s Certificate of Incorporation. The Company did not receive any stockholder nominations
in connection with the Annual Meeting.

In identifying and evaluating nominees for director, the Board considers whether the candidate has the highest ethical standards and
integrity and sufficient education, experience and skills necessary to understand and wisely act upon the complex issues that arise in managing
a publicly-held company. To the extent the Board does not have enough information to evaluate a candidate, the Board may send a
questionnaire to the candidate for completion in enough time for Board consideration. The Board will annually assess the qualifications,
expertise, performance and willingness to serve of existing directors. If at this time or at any other time during the year the Board of Directors
determines a need to add a new director with specific qualifications or to fill a vacancy on the Board, an �independent� director, within the
meaning of The NASDAQ Stock Market rules, designated by the Board will then initiate the search. While conducting the search the
�independent� director will utilize staff support, seek input from other directors and senior management, and consider any nominees
previously submitted by stockholders. An initial slate of candidates satisfying the qualifications set forth will then be identified and presented
to all independent directors. The independent directors will then prioritize the candidates and determine if other directors or senior
management have relationships with the preferred candidates and can initiate contacts. To the extent feasible, all of the independent members
of the Board of Directors will interview the prospective candidates. Evaluations and recommendations of the interviewers will be submitted to
the whole Board for final evaluation. The Board will meet to consider such information and to select candidates for election or appointment to
the Board.

Stockholder Communications with the Board of Directors

The Company has established procedures for stockholders to communicate directly with the Board of Directors on a confidential basis.
Stockholders who wish to communicate with the Board or with a particular director may send a letter to the Secretary of the Company at 1000
Bestgate Road, Suite 400, Annapolis, Maryland 21401. The mailing envelope must contain a clear notation indicating that the enclosed letter
is a �Stockholder-Board Communication� or �Stockholder-Director Communication.� All such letters must identify
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the author as a stockholder and clearly state whether the intended recipients are all members of the Board or just certain specified individual
directors. The Secretary will make copies of all such letters and circulate them to the directors addressed. If a stockholder wishes the
communication to be confidential, such stockholder must clearly indicate on the envelope that the communication is �confidential.� The
Secretary will then forward such communication, unopened, to the Chairman of the Board of Directors.

About the Board of Directors

The Board of Directors of the Company met twelve (12) times during 2005 and the Board of Directors of the Bank met thirteen
(13) times during 2005. Each director of the Company attended at least 75% of the total number of meetings of the Board and all Board
Committees on which he or she served during the period that he or she has been a director or served on such Committees with the exception of
Dr. Solomon.

The Company pays no board or committee fees. Directors of the Bank received fees for each board and committee meeting attended in
2005 in the amount of $400 per Board of Directors meeting, $325 per Audit Committee meeting and $250 per other committee meeting. Each
director also received an annual retainer of $5,000 paid in quarterly installments. Mr. R. Lerner received no fees for attendance at board or
committee meetings as he is a full-time employee of the Bank.

Directors are encouraged to attend annual meetings of stockholders. All of the members of the Board of Directors with the exception of
Mr. Bennett, who was not a Director at the time, attended the prior year�s annual meeting.

Executive Compensation

The following table sets forth the compensation paid or allocated for services rendered to the Company or the Bank in all capacities
during the years ended December 31, 2005, 2004 and 2003 to the Chief Executive Officer and the other executive officers whose
compensation exceeded $100,000 (the �Named Executive Officers�):

SUMMARY COMPENSATION TABLE

Annual Compensation

Long Term

Compensation

Awards

Name and Principal Position Year

Salary

($) Bonus ($)

Other

Annual

Compensation

($)(1)

All Other

Compensation

($)(2)

Richard M. Lerner
Chairman & CEO of the
Company and Bank

2005
2004
2003

192,442
182,673
175,000

25,350
20,400
14,000

360
374
249

4,811
2,548
�

Margaret Theiss Faison
Senior Vice President � CFO of the Bank
Treasurer of the Company & Bank

2005
2004
2003

123,169
116,567
111,445

16,375
13,000
9,000

972
914
776

6,977
6,478
5,723

Robert E. Kendrick, III
Senior Vice President � Senior
Credit Officer of the Bank

2005
2004
2003

130,842
126,375
119,221

17,175
14,050
9,800

2,631
2,073
2,005

6,542
6,071
5,067

(1) Represents imputed earnings on group term life insurance coverage in excess of $50,000, and on bank owned split dollar life insurance
policies provided in connection with the Bank�s executive supplemental retirement plan. For 2005, 2004 and 2003 there were no
(a) perquisites over the lesser of $50,000 or 10% of the individual�s total salary and bonus for such years; (b) payments of above market
preferential earnings on deferred compensation; (c) payments of earnings with respect to long term incentive plans prior to settlement or
maturation; (d) tax payment reimbursements; or (e) preferential discounts in stock.
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(2) Represents amounts contributed to the Named Executive Officer by the Bank�s 401(k) Plan.

Stock Option Plan

(Exercise prices and options granted have been adjusted to reflect four-for-three stock splits in the form of stock dividends paid on August 24,
2001 and December 3, 2004.)

The Company maintains two Employee Stock Option Plans. The first plan was approved by the Company�s stockholders on April 25,
1997 (the �1997 Option Plan�) and provides for discretionary awards of up to an aggregate of 177,777 options to purchase Company
Common Stock to officers and key employees of the Company and Bank as determined by a committee of disinterested directors at the fair
market value of the Common Stock on the date of grant. The 1997 Option Plan is not qualified under Section 401(a) of the Internal Revenue
Code and is not subject to any provisions of the Employee Retirement Income Security Act of 1974, as amended (�ERISA�). As of
December 31, 2005, the Company had outstanding options to purchase an aggregate of 44,995 shares of Company Common Stock under the
1997 Option Plan. These options are subject to vesting schedules and become exercisable in five equal annual installments beginning one year
from the date of grant. The second plan was approved by the Company�s stockholders on April 27, 2000 (the �2000 Option Plan�). The 2000
Option Plan reserves 355,554 shares of Common Stock for issuance upon the exercise of Options, as well as upon the distribution of restricted
stock and deferred share awards. Such shares may be authorized but unissued shares, or shares held in treasury. To the extent awards expire,
become unexercisable, or are forfeited for any reason without having resulted in the issuance of Common Stock to award holders, those shares
shall be available for the grant of additional awards. As of December 31, 2005, the Company had outstanding options to purchase an aggregate
of 262,517 shares of Company Common Stock subject to a five-year vesting schedule under the 2000 Option Plan.

Supplemental Executive Retirement Plan

The Bank has adopted a non-tax qualified supplemental retirement plan for certain executives (�SERP�) to supplement the benefits such
executives can receive under the Bank�s 401(k) plan and social security. The SERP is designed to provide a retirement benefit to the
executives upon meeting defined age and service requirements. The benefit is payable for life. In case of an executive�s termination of
employment for any reason (other than for cause), the executive vests 50% after five years from the date of employment and an additional
10% in each subsequent year until fully vested. In the event of the executive�s termination of employment due to disability, the executive may
request to receive an immediate disability benefit, in lieu of a retirement benefit, and such benefit will be payable, beginning within 30 days
following the executive�s request. In the event of the executive�s death, the executive�s beneficiary will receive a split dollar death benefit in
the amount of 80% of the net at risk life insurance portion of the death benefit. The SERP has three participants: Ms. Faison, Mr. Kendrick
and Ms. Lori J. Mueller. Cash Values of the bank owned life insurance (�BOLI�) policies equaled $3,637,531 at December 31, 2005 and
contributions of $54,816 were accrued under the SERP for the 2005 fiscal year.
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Other Compensation Plans

Executive officers participate in the Company�s health and welfare and qualified retirement plans on the same terms as non-executive
employees who meet the applicable eligibility criteria, subject to any legal limitations on the amounts that may be contributed or the benefits
that may be payable under these plans. In addition, all full-time employees are covered as a group for comprehensive hospitalization,
including major medical, long-term disability and dismemberment insurance and term life insurance.

Stock Option Grants

As discussed above and as an inducement to attract and retain qualified managers and employees, the Company maintains the Option
Plans. During 2005, 46,664 options were granted under the 2000 Stock Option Plan to certain Directors and Executive Officers.

Stock Option Exercises and Holdings

There were no stock options exercised by the Named Executive Officers during 2005. The following table reflects the number of shares
underlying the unexercised stock options for Named Executive Officers as of December 31, 2005. Also reported are the values for �in-the-
money� options at December 31, 2005, which represent the difference between the exercise price of any such remaining unexercised options
and the year-end market price of the Common Stock.

FISCAL YEAR-END OPTION/SAR VALUES

Name

Number of Securities

Underlying Unexercised

Options/SARs at FY-End (#)

Exercisable/Unexercisable

Value of

Unexercised

In-the-

Money Options/

SARs at FY-

End ($)(1)

Exercisable/

Unexercisable

Richard M. Lerner
28,888/13,333 $

155,007/
$64,483

Margaret Theiss Faison
27,555/3,555 $

173,296/
$22,541

Robert E. Kendrick, III
27,555/3,555 $

173,996/
$22,541

(1) Based on the market value of the underlying stock at fiscal year-end minus the exercise price. The closing price of the Common Stock
on December 30, 2005, the last trading day of 2005, was $8.98 per share.

Certain Transactions with Directors and Management

The Bank has adopted a policy which requires that all loans or extensions of credit to executive officers and directors must be made on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions with the general
public and must not involve more than the normal risk of repayment or present other unfavorable features. Commencing July 1, 2001, the
Bank entered into a 3 year lease agreement for the second floor space in the Bank�s headquarters building with Heim and Associates, P.A.
(now HeimLantz Business and Tax Services, Inc.), an accounting firm whose President F. Carter Heim is a Director of the Company and the
Bank. The original lease term of 3 years expired June 30, 2004. The lease is now in the initial year of the first 2 year renewal option. There is
one 2 year and one 1 year renewal option remaining. The current lease rate of $180 thousand per annum is based on current market rates as
determined by an independent commercial real estate services firm not affiliated with the Company or the Bank.
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Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act) requires the Company�s officers (as defined in regulations promulgated by the SEC thereunder) and
directors, and persons who own more than ten percent (10%) of a registered class of the Company�s equity securities, to file reports of
ownership and changes in ownership with the SEC. Officers, directors and greater than ten percent stockholders are required by SEC
regulation to furnish the Company with copies of all Section 16(a) forms they file.

Based solely on a review of copies of reports of ownership furnished to the Company, or written representations that no forms were
necessary, the Company believes that during the past fiscal year all of its officers, directors and greater than ten percent beneficial owners
complied with applicable filing requirements.

Report of the Audit Committee

The following report of the Audit Committee shall not be deemed incorporated by reference by any general statement incorporating this
Proxy Statement into any filing under the Securities Act of 1933, as amended, or the Exchange Act, except to the extent that the Company
specifically incorporates this information by reference, and shall not otherwise be deemed filed under such Acts.

The Audit Committee reviews the Company�s financial reporting process on behalf of the Board of Directors. In fulfilling its
responsibilities, the Committee has reviewed and discussed the audited financial statements for the year ended December 31, 2005 with
management and the independent auditors. In this process, the Committee met with the independent auditors, with and without management
present, to discuss the results of the auditors� examinations and the overall quality of the Company�s financial reporting.

The Committee has discussed with the independent auditors the matters required to be discussed by Statement on Auditing Standards
No. 61, �Communication with Audit Committees.� In addition, the Committee has discussed with the independent auditors the auditors�
independence from the Company, the Bank and its management, including the matters in the written disclosures received from the auditors as
required by Independence Standards Board Standard No. 1, �Independence Discussions with Audit Committees.�

Based on the Committee�s discussions with management and the independent auditors, the representations of the independent auditors
and the Committee�s review of the report of the independent auditors to the Committee, the Committee recommended that the Board of
Directors include the audited consolidated financial statements in the Company�s Annual Report on Form 10-KSB for the year ended
December 31, 2005 for filing with the Securities and Exchange Commission.

Audit Committee:

Lawrence W. Schwartz, Chairman

F. Carter Heim

Nancy Lowell
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PROPOSAL 2. TO APPROVE THE SELECTION OF
INDEPENDENT AUDITOR FOR THE YEAR 2006

The Audit Committee of the Board of Directors of the Company has appointed Stegman & Company, a registered independent public
accounting firm, as the Company�s independent auditors, for the year ending December 31, 2006. Stegman & Company has served as
independent auditor for the Company and its subsidiary since April 2000. Stegman & Company has advised the Company that neither the firm
nor any of its members or associates has any direct financial interest in or any connection with the Company or its subsidiaries other than as
independent public auditors. A representative of Stegman & Company will be present at the Annual Meeting and will have the opportunity to
make a statement if the representative desires to do so and will be available to respond to appropriate questions.

Although the Company�s bylaws do not require the submission of the selection of independent auditors to the stockholders for approval,
the Board of Directors believes it is appropriate to give stockholders the opportunity to ratify the decision of the Audit Committee. Neither the
Audit Committee nor the Board will be bound by the stockholders� vote at the meeting, but if the stockholders fail to ratify the independent
auditors selected by the Audit Committee, the Audit Committee may reconsider its selection.

All audit, audit related, tax and other non-audit services were pre-approved by the Audit Committee, which concluded that the provision
of such services by Stegman & Company was compatible with the maintenance of that firm�s independence in the conduct of its auditing
functions. The Audit Committee charter requires that the Audit Committee pre-approve all audit and non-audit engagement fees, and terms
and services. On an ongoing basis, management communicates specific projects and categories of services for which advance approval of the
Audit Committee is required. The Audit Committee reviews these requests and advises management and the independent auditors if the Audit
Committee pre-approves the engagement of the independent auditors for such projects and services. On a periodic basis, the independent
auditors report to the Audit Committee the actual spending for such projects and services compared to the approved amounts. The Audit
Committee may delegate the authority to grant any pre-approvals to one or more members of the Audit Committee, provided that such
member reports any pre-approvals to the Audit Committee at its next scheduled meeting. The Audit Committee has delegated pre-approval
authority to the Chairman of the Audit Committee.

The following table presents fees for professional audit services rendered by Stegman & Company for the audit of Annapolis Bancorp�s
annual consolidated financial statements for the years ended December 31, 2005 and December 31, 2004 and fees billed for other services
rendered by Stegman & Company during those periods.

Year ended December 31,

2005 2004

Audit fees (1)
$ 42,740 $ 43,641

Audit related fees
� �

Tax fees (2)
4,775 4,675

All other fees
� �

Total fees
$ 47,515 $ 48,316

(1) Audit Fees consist of fees billed for professional services rendered for the audit of the Company�s consolidated annual financial
statements and review of the interim consolidated financial statements included in quarterly reports, and services that are normally
provided by Stegman & Company in connection with statutory and regulatory filings or engagements.
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(2) Tax Fees consist of fees billed for professional services rendered for federal and state tax compliance, tax advice and tax planning.

Proxies will be voted FOR the Proposal unless otherwise instructed by the Stockholders.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR RATIFICATION OF THE APPOINTMENT OF
STEGMAN & COMPANY AS INDEPENDENT AUDITOR TO THE COMPANY FOR THE YEAR 2006.

PROPOSAL 3. APPROVAL OF THE ADOPTION OF THE ANNAPOLIS BANCORP, INC.
2006 STOCK INCENTIVE PLAN

The Board of Directors adopted the Annapolis Bancorp, Inc. 2006 Stock Incentive Plan (the �2006 Plan�) on March 17, 2006. The Plan
is subject to stockholder approval at this Annual Meeting. Below is a summary of the principal provisions of the 2006 Plan and its operation.
A copy of the 2006 Plan is set forth in full in Appendix A to this Proxy Statement, and the following description of the 2006 Plan is qualified
in its entirety by reference to that Exhibit.

Background

The Board of Directors has adopted the 2006 Plan as the preferred vehicle for making future awards of share-based incentive
compensation to eligible employees, consultants, advisors, and directors of the Company and its affiliates. The Company�s stockholders are
being asked to approve the 2006 Plan because, as of May 18, 2006, only 24,969 shares of the Company�s common stock are available for
future awards under the 2000 Plan. In view of the growth in the Company�s operations and the number of its employees and the fact that the
Company has found that its use of share-based compensation has been a significant factor in its hiring and retention of qualified personnel, the
Board of Directors believes that adoption of the 2006 Plan is in the best interests of the Company and its stockholders.

Before making any Awards, the Company will carefully consider the effect of newly-adopted financial accounting standards that relate
to the financial expense arising from Awards. These new rules generally apply to the Company as of January 1, 2006.

Vote Required

The affirmative vote of a majority of the votes cast at the Annual Meeting is required for approval of this proposal.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT THE COMPANY��S STOCKHOLDERS VOTE
��FOR�� APPROVAL OF THE 2006 PLAN.
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Description of the 2006 Plan

General. The 2006 Plan authorizes awards to Directors, officers, consultants, advisors and employees of the Company and its affiliates in
the form of stock options, stock appreciation rights, restricted stock, deferred shares, and performance awards. These types of awards are
described below, and are referred to below collectively as �Awards� and those who receive Awards are referred to as �Participants.� Only
employees may receive stock options classified as �incentive stock options� (also known as �ISOs�). Following the Annual Meeting, if all
nominees for Director are elected, the Company will have approximately 10 Directors and 27 officers and employees eligible to receive
awards under the 2006 Plan. A maximum of 200,000 shares of Common Stock may be issued pursuant to Awards under the 2006 Plan. No
person may receive Awards relating to more than 50,000 shares during the life of the Plan. The closing sales price of the Company�s common
stock at March 24, 2006 was $9.85 per share.

The 2006 Plan will be administered by a Board-appointed committee (the �Committee�). The Committee will have authority, subject to
the terms of the 2006 Plan, to determine when and to whom to make grants under the plan, the type of award and the number of shares to be
covered by the grants, the fair market value of shares, the terms of the grants, which includes the exercise price of the shares of Common
Stock covered by options, any applicable vesting provisions, and conditions under which awards may be terminated, expired, cancelled,
renewed or replaced, and to construe and interpret the terms of the 2006 Plan and awards. Subject to applicable law, the Committee may
delegate administrative functions to officers or other designated employees of the Company or its affiliates.

Options. Options granted under the 2006 Plan provide Participants with the right to purchase shares at a predetermined exercise price.
The Committee may grant ISOs and non-ISOs; provided that ISO treatment is not available for options that become first exercisable in any
calendar year for shares that have a value exceeding $100,000 (based upon the fair market value of the shares on the option grant date).

SARs. A share appreciation right (�SAR�) generally permits a Participant who receives it to receive, upon exercise, shares equal in
value to the excess of (i) the fair market value, on the date of exercise, of the shares with respect to which the SAR is being exercised, over
(ii) the exercise price of the SAR for such shares. The Committee may grant SARs in tandem with options, or independently of them. SARs
that are independent of options may limit the value payable on its exercise to a percentage, not exceeding 100%, of the excess value.

Exercise Price for Options and SARs. The per share purchase price under each option or SAR granted shall be established by the
Committee at the time the option is granted. However, the per share purchase price for non-ISOs shall not be less than 50% of the fair market
value, as determined by the Committee, of a share of Common Stock on the date the option is granted. The exercise price of ISOs may not be
less than 110% of the fair market value on the grant date of the underlying shares subject to the award for Participants who own more than ten
percent of our shares on the grant date. The exercise price for a SAR may not be less than 50% of the Fair Market Value of a share.

Exercise of Options and SARs. Each option granted pursuant to the 2006 Plan shall be for such term as determined by the Committee;
provided, however, that no option shall be exercisable more than ten years from the date it was granted (five years in the case of ISOs granted
to employees who, at the time of grant, own more than 10% of the Company�s outstanding shares). To the extent exercisable in accordance
with the agreement granting them, an option or SAR may be exercised in whole or in part, and from time to time during its term; subject to
earlier termination relating to a holder�s termination of employment or service. With respect to
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options, the Committee has the discretion to accept payment of the exercise price in many forms (or combination of them), including cash or
check in U.S. dollars, certain shares, and cashless exercise under a program the Committee approves.

Subject to the terms of the agreement evidencing an option grant, the option may be exercised during the six-month period after the
optionee retires, during the one-year period after the optionee�s termination of service due to death or permanent disability, and during the
90-day period after the optionee�s termination of employment without cause (but in no case later than the termination date of the option).
Forfeiture occurs on termination for cause. The agreements evidencing the grant of an option may, in the discretion of the Committee, set forth
additional or different terms and conditions applicable to such option upon a termination or change in status of the employment or service of
the option holder. Subject to both the Committee�s sole discretion and to applicable law, SARs may be settled solely in shares of the
Company�s stock, solely in cash, or in any combination of shares and cash, and shall be counted in full against the number of shares available
for award under the Plan, regardless of the number of exercise gain shares issued upon settlement of the SARs.

Buyout of Options. The Committee may at any time offer to buy out an Option or SAR, in exchange for a payment in cash or Shares,
based on such terms and condition determined by the Committee and communicated to the Participant. In addition, but subject to any
Shareholder approval requirement of applicable law, if the Fair Market Value for Shares subject to an Option is more than 33% below their
exercise price for more than 30 consecutive business days, the Committee may unilaterally terminate and cancel the Option either (i) by
paying the Participant, in cash or Shares, an amount not less than the Black-Scholes value of the vested portion of the Option, (ii) by
irrevocably committing to grant, on a date designated by the Committee, a new Award other than an Option or SAR, or (iii) by irrevocably
committing to grant a new Option, on a designated date more than six months after such termination and cancellation of such Option (but only
if the Participant�s Continuous Service has not terminated prior to such designated date), on substantially the same terms as the cancelled
Option, provided that the per Share exercise price for the new Option shall equal the per Share Fair Market Value of a Share on the date the
new grant occurs.

Restricted Shares, Restricted Share Units, Unrestricted Shares, and Deferred Share Units. Under the 2006 Plan, the Committee may
grant restricted shares that are forfeitable until certain vesting requirements are met, may grant restricted share units which represent the right
to receive shares after certain vesting requirements are met, and may grant unrestricted shares as to which the Participant�s interest is
immediately vested. For restricted awards, the 2006 Plan provides the Committee with discretion to determine the terms and conditions under
which a Participant�s interests in such awards becomes vested. The 2006 Plan provides for deferred share units in order to permit certain
directors, consultants or select members of management to defer their receipt of compensation payable in cash or shares (including shares that
would otherwise be issued upon the vesting of restricted shares and restricted share units). Deferred share units represent a future right to
receive shares.

Whenever shares are released pursuant to these awards, the Participant will be entitled to receive additional shares that reflect any cash
and stock dividends that the Company�s stockholders received between the date of the award and issuance or release of the shares.

Performance Awards. The 2006 Plan authorizes the Committee to grant performance-based awards in the form of performance units that
the Committee may, or may not, designate as �Performance Compensation Awards� that are intended to be exempt from Code section 162(m)
limitations. In either case, performance awards vest and become payable based upon the achievement, within the specified period of time, of
performance objectives applicable to the individual, the Company, or any affiliate. Performance awards are
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payable in shares, cash, or some combination of the two; subject to an individual limit of $500,000 and 25,000 shares per performance period.
The Committee decides the length of performance periods, but the periods may not be less than one fiscal year of the Company.

With respect to Performance Compensation Awards, the 2006 Plan requires that the Committee specify in writing the performance
period to which the award relates, and an objective formula by which to measure whether and the extent to which the award is earned on the
basis of the level of performance achieved with respect to one or more performance measures. Once established for a performance period, the
performance measures and performance formula applicable to the award may not be amended or modified in a manner that would cause the
compensation payable under the award to fail to constitute performance-based compensation under Code section 162(m).

Under the 2006 Plan, the possible performance measures for Performance Compensation Awards include basic, diluted or adjusted
earnings per share; sales or revenue; earnings before interest, taxes and other adjustments (in total or on a per share basis); basic or adjusted
net income; returns on equity, assets, capital, revenue or similar measure; economic value added; working capital; total shareholder return; and
product development, product market share, research, licensing, litigation, human resources, information services, mergers, acquisitions, and
sales of assets of affiliates or business units. Each measure will be, to the extent applicable, determined in accordance with generally accepted
accounting principles as consistently applied by the Company (or such other standard applied by the Committee) and, if so determined by the
Committee, and in the case of a Performance Compensation Award, to the extent permitted under Code section 162(m), adjusted to omit the
effects of extraordinary items, gain or loss on the disposal of a business segment, unusual or infrequently occurring events and transactions
and cumulative effects of changes in accounting principles. Performance measures may vary from performance period to performance period,
and from Participant to Participant, and may be established on a stand-alone basis, in tandem or in the alternative.

Income Tax Withholding. As a condition for the issuance of shares pursuant to Awards, the 2006 Plan requires satisfaction of any
applicable federal, state, local, or foreign withholding tax obligations that may arise in connection with the award or the issuance of shares.

Transferability. Awards may not be sold, pledged, assigned, hypothecated, transferred, or disposed of other than by will or the laws of
descent and distribution, except to the extent the Committee permits lifetime transfers of certain Awards to charitable institutions, certain
family members, or related trusts, or as otherwise approved by the Committee for a select group of management or highly compensated
employees.

Certain Corporate Transactions. The Committee may equitably adjust the number of shares covered by each outstanding award, and the
number of shares that have been authorized for issuance under the 2006 Plan but as to which no awards have yet been granted or that have
been returned to the 2006 Plan upon cancellation, forfeiture, or expiration of an award, as well as the price per share covered by each such
outstanding award, to reflect any increase or decrease in the number of issued shares resulting from a stock split, reverse stock split, stock
dividend, combination, recapitalization or reclassification of the shares, or any other increase or decrease in the number of issued shares
effected without receipt of consideration by the Company. In the event of any such transaction or event, the Committee may provide in
substitution for any or all outstanding options under the 2006 Plan such alternative consideration (including securities of any surviving entity)
as it may in good faith determine to be equitable under the circumstances and may require in connection therewith the surrender of all options
so replaced. In any case, such substitution of securities will not require the consent of any person who is granted options pursuant to the 2006
Plan.
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In addition, in the event or in anticipation of a Change in Control (as defined in the 2006 Plan), the Committee may at any time in its
sole and absolute discretion and authority, without obtaining the approval or consent of the Company�s stockholders or any Participant with
respect to his or her outstanding awards (except to the extent an award provides otherwise), take one or more of the following actions:
(i) arrange for or otherwise provide that each outstanding award will be assumed or substituted with a substantially equivalent award by a
successor corporation or a parent or subsidiary of such successor corporation; or (ii) terminate outstanding awards upon the consummation of
the transaction, provided that the vesting of all outstanding awards shall accelerate in full as of a date immediately prior to consummation of
the Change in Control.

Notwithstanding the above, in the event a Participant holding an award assumed or substituted by the successor corporation in a Change
in Control is Involuntarily Terminated (as defined in the 2006 Plan) by the successor corporation in connection with, or following the
consummation of, the Change in Control, then any assumed or substituted award held by the terminated Participant at the time of termination
shall accelerate and become fully vested.

In the event of any distribution to the Company�s stockholders of securities of any other entity or other assets (other than dividends
payable in cash or stock of the Company) without receipt of consideration by the Company, the Committee may, in its discretion,
appropriately adjust the price per share covered by each outstanding award to reflect the effect of such distribution. Finally, if the Company
dissolves or liquidates, all awards will immediately terminate, subject to the ability of the Board to exercise any discretion that the Board may
exercise in the case of a Change in Control.

Term of the 2006 Plan; Amendments or Termination. The Board of Directors of the Company has the power to terminate, amend, alter,
suspend, or discontinue the 2006 Plan at any time. If the Board of Directors does not take action to earlier terminate the 2006 Plan, it will
terminate on May 17, 2016. No amendment, suspension, or termination of the 2006 Plan shall materially and adversely affect awards that
previously had been granted without the written consent of the holders of those options unless it relates to an adjustment pursuant to certain
transactions that change the Company�s capitalization or it is otherwise mutually agreed between the Participant and the Committee.
Notwithstanding the foregoing, the Committee may amend the 2006 Plan to eliminate provisions which are no longer necessary as a result of
changes in tax or securities laws or regulations, or in the interpretation thereof.

Expected Federal Income Tax Consequences.

The following is a general discussion of certain U.S. federal income tax consequences relating to awards granted under the 2006 Plan.
This discussion does not address all aspects of U.S. federal income taxation, does not discuss state, local and foreign tax issues and does not
discuss considerations applicable to a holder who is, with respect to the United States, a non-resident alien individual. This summary of U.S.
federal income tax consequences does not purport to be complete and is based upon interpretations of the existing laws, regulations and
rulings which could be altered materially with enactment of any new tax legislation.

18

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Under the United States Internal Revenue Code, the Company will generally be entitled to a deduction for federal income tax purposes
at the same time and in the same amount as the ordinary income that Participants recognize pursuant to awards (subject to the Participant�s
overall compensation being reasonable). For Participants, the expected U.S. tax consequences of awards are as follows:

Non-ISOs. A Participant will not recognize income at the time a non-ISO is granted or at any other time prior to its exercise (provided
that, the exercise price is not below-market on the grant date). At the time such a non-ISO is exercised, the Participant will recognize ordinary
income in an amount equal to the excess of (i) the fair market value of the shares issued to the Participant on the exercise date over (ii) the
exercise price paid for the shares. At the time of sale of shares acquired pursuant to the exercise of a non-ISO, the appreciation (or
depreciation) in value of the shares after the date of exercise will be treated either as short-term or long-term capital gain (or loss) depending
on how long the shares have been held.

ISOs. A Participant will not recognize income upon the grant of an ISO. There are generally no tax consequences to the Participant upon
exercise of an ISO (except the amount by which the fair market value of the shares at the time of exercise exceeds the option exercise price is
a tax preference item possibly giving rise to an alternative minimum tax). If the shares are not disposed of within two years from the date the
ISO was granted or within one year after the ISO was exercised, any gain realized upon the subsequent disposition of the shares will be
characterized as long-term capital gain and any loss will be characterized as long-term capital loss. If both of these holding period
requirements are not met, then a �disqualifying disposition� occurs and (i) the Participant recognizes gain in the amount by which the fair
market value of the shares at the time of exercise exceeded the exercise price for the ISO and (ii) any remaining amount realized on
disposition (except for certain �wash� sales, gifts or sales to related persons) will be characterized as capital gain or loss.

Share Appreciation Rights. A Participant to whom an SAR is granted will not recognize income at the time of grant of the SAR. Upon
exercise of an SAR, the Participant must recognize taxable compensation income in an amount equal to the value of any cash or shares that the
Participant receives.

Restricted Shares, Restricted Share Units, Deferred Share Units, Performance Awards, and Unrestricted Shares. In general, a Participant
will not recognize income at the time of grant of restricted shares, restricted share units, deferred share units or performance awards, unless the
Participant elects with respect to restricted shares or restricted share units to accelerate income taxation to the date of the award. In this event,
a Participant would recognize ordinary income equal to the excess of the market value of the restricted shares over any amount the Participant
pays for them (in which case subsequent gain or loss would be capital in nature). In the absence of an election to accelerate income taxation to
the date of an award, a Participant must recognize taxable compensation income equal to the value of any cash or unrestricted shares that the
Participant receives. The same tax consequences apply to performance awards and awards of unrestricted shares.

Special Tax Provisions. Under certain circumstances, the accelerated vesting, cash-out or accelerated lapse of restrictions on awards in
connection with a change in control of the Company might be deemed an �excess parachute payment� for purposes of the golden parachute
tax provisions of Code section 280G, and the Participant may be subject to a 20% excise tax and the Company may be denied a tax deduction.
Furthermore, the Company may not be able to deduct the aggregate compensation in excess of $1,000,000 attributable to awards that are not
�performance-based� within the meaning of Code section 162(m) in certain circumstances. The 2006 Plan is designed to permit awards that
qualify as performance-based compensation for this purpose.

Code Section 409A has new tax rules that affect deferred compensation arrangements. Elections to defer must generally occur before the
start of the calendar year in which an individual performs the services relating to the compensation being deferred (or, if later, more than 30
days after an individual first becomes a participant). A special rule permits the deferral of performance-based pay pursuant to elections made
at least six months before the end of the period (of at least 12 months) over which it is calculated. The law does not apply

19

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


to compensation that was deferred and vested before 2006, provided there was no material modification to the arrangement on or after
October 4, 2004.

Expected Awards

The Company has not determined at this time what, if any, Awards will occur. However, the Committee may, in its business judgment,
make Awards at any time and from time to time after the 2006 Plan receives Board approval.

Securities Authorized for Issuance under Equity Compensation Plans

A table of the Equity Compensation Plan Information as of December 31, 2005 is shown below:

Plan Category

Number of securities to be

issued upon exercise of

outstanding options, warrants

and rights

(a)

Weighted average exercise

price of outstanding

options, warrants and

rights

(b)

Number of securities

remaining available for

future issuance under

equity compensation

plans excluding

securities reflected in

column (a)

(c)

Equity compensation plans approved by
security holders 307,512 $ 5.75 112,091
Equity compensation plans not
approved by security holders � � �

Total
307,512 $ 5.75 112,091

Recommendation and Vote Required

The Board of Directors has determined that the 2006 Plan is desirable, cost effective, and produces incentives that will benefit the
Company and its stockholders. The Board of Directors is seeking stockholder approval of the 2006 Plan in order to satisfy the requirements of
the Internal Revenue Code for favorable tax treatment of ISOs and to satisfy the listing requirements of the National Association of Securities
Dealers for national market system securities.

Stockholder approval of the 2006 Plan requires the affirmative vote of the holders of a majority of the votes cast at the Annual Meeting.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE APPROVAL OF THE ANNAPOLIS BANCORP, INC.
2006 STOCK INCENTIVE PLAN.

ADDITIONAL INFORMATION

Stockholder Proposals

Any proposal of a stockholder intended to be presented at the 2007 Annual Meeting of Stockholders must be received by the Company
at 1000 Bestgate Road, Suite 400, Annapolis, Maryland 21401 prior to December 15, 2006 to be eligible for inclusion in the proxy statement
and form of proxy. Any such proposal will be subject to 17 C.F.R. ss.240.14a-8 of the Rules and Regulations under the Exchange Act.
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Any proposal of a stockholder that is not submitted for inclusion in the Company�s proxy materials pursuant to Rule 14a-8 under the
Exchange Act may be brought before an annual meeting of stockholders pursuant to the advance notice procedure set forth in the Company�s
Certificate of Incorporation. To properly bring business before an annual meeting of stockholders, the stockholder must give written notice to
the Secretary of the Company not less than thirty (30) days nor more than sixty (60) days prior to the annual meeting; provided, however, that
if less than forty (40) days notice of the meeting is given to stockholders, notice by the stockholder to be timely must be received not later than
the close of business on the tenth day following the date on which notice of the annual meeting was mailed to stockholders. The stockholder�s
written notice must set forth certain information specified in the Company�s Certificate of Incorporation.

ANNUAL REPORTS

The Company�s 2005 Annual Report to Stockholders accompanies this Proxy Statement. A copy of the Annual Report on Form
10-KSB for the fiscal year ended December 31, 2005 may be obtained upon written request to the Secretary of the Company, 1000
Bestgate Road, Suite 400, Annapolis, Maryland 21401, and will be available at the Annual Meeting.

By Order of the Board of Directors

/s/ Rita D. Demma

RITA D. DEMMA

Secretary

Annapolis, Maryland
April 14, 2006

YOU ARE CORDIALLY INVITED TO ATTEND THE MEETING IN PERSON. WHETHER OR NOT
YOU PLAN TO ATTEND THE MEETING, YOU ARE REQUESTED TO SIGN, DATE AND

PROMPTLY RETURN THE ACCOMPANYING PROXY CARD IN THE ENCLOSED
POSTAGE-PAID ENVELOPE.
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Exhibit A

ANNAPOLIS BANCORP, INC.
2006 STOCK INCENTIVE PLAN

1. Establishment, Purpose, and Types of Awards

Annapolis Bancorp, Inc. (the �Company�) hereby establishes this equity-based incentive compensation plan to be known as the �Annapolis
Bancorp, Inc. 2006 Stock Incentive Plan� (hereinafter referred to as the �Plan�), in order to provide incentives and awards to select key
management employees, directors, consultants and advisors of the Company and its Affiliates.

The Plan permits the granting of the following types of awards (�Awards�), according to the Sections of the Plan listed here:

Section 6
Options

Section 7
Share Appreciation Rights

Section 8
Restricted Shares, Restricted Share Units, and Unrestricted Shares Awards

Section 9
Deferred Share Units

Section 10
Performance Awards

The Plan is not intended to affect and shall not affect any stock options, equity-based compensation, or other benefits that the Company or its
Affiliates may have provided, or may separately provide in the future pursuant to any agreement, plan (including the Company�s 2000 Stock
Incentive Plan), or program that is independent of this Plan.

2. Defined Terms

Terms in the Plan that begin with an initial capital letter have the defined meaning set forth in Appendix A, unless defined elsewhere in this
Plan or the context of their use clearly indicates a different meaning.

3. Shares Subject to the Plan

Subject to the provisions of Section 13 of the Plan, the maximum number of Shares that the Company may issue for all Awards is 200,000
Shares. For all Awards, the Shares issued pursuant to the Plan may be authorized but unissued Shares, or Shares that the Company has
reacquired or otherwise holds in treasury.

Shares that are subject to an Award that for any reason expires, is forfeited, is cancelled, or becomes unexercisable, and Shares that are for any
other reason not paid or delivered under the Plan shall again, except to the extent prohibited by Applicable Law, be available for subsequent
Awards under the Plan. In addition, the Committee may make future Awards with respect to Shares that the Company retains from otherwise
delivering pursuant to an Award either (i) as payment of the exercise price of an Award, or (ii) in order to satisfy the withholding or
employment taxes due upon the grant, exercise, vesting, or distribution of an Award. Notwithstanding the foregoing, but subject to
adjustments pursuant to Section 13 below and to the extent required under applicable tax laws, the number of Shares that are available for ISO
Awards shall equal the number of Shares designated in the preceding paragraph reduced by the number of Shares issued pursuant to
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Awards, provided that any Shares that are either purchased under the Plan and forfeited back to the Plan or surrendered in payment of the
exercise price for an Award shall be available for issuance pursuant to ISO Awards.

4. Administration

(a) General. The Committee shall administer the Plan in accordance with its terms, provided that the Board may act in lieu of the
Committee on any matter. The Committee shall hold meetings at such times and places as it may determine and shall make such rules and
regulations for the conduct of its business as it deems advisable. In the absence of a duly appointed Committee or if the Board otherwise
chooses to act in lieu of the Committee, the Board shall function as the Committee for all purposes of the Plan.

(b) Committee Composition. The Board shall appoint the members of the Committee. If and to the extent permitted by Applicable Law,
the Committee may authorize one or more Reporting Persons (or other officers) to make Awards to Eligible Persons who are not Reporting
Persons (or other officers whom the Committee has specifically authorized to make Awards). The Board may at any time appoint additional
members to the Committee, remove and replace members of the Committee with or without Cause, and fill vacancies on the Committee
however caused.

(c) Powers of the Committee. Subject to the provisions of the Plan, the Committee shall have the authority, in its sole discretion:

(i) to determine Eligible Persons to whom Awards shall be granted from time to time and the number of Shares, units, or SARs to
be covered by each Award;

(ii) to determine, from time to time, the Fair Market Value of Shares;

(iii) to determine, and to set forth in Award Agreements, the terms and conditions of all Awards, including any applicable exercise
or purchase price, the installments and conditions under which an Award shall become vested (which may be based on performance),
terminated, expired, cancelled, or replaced, and the circumstances for vesting acceleration or waiver of forfeiture restrictions, and other
restrictions and limitations;

(iv) to approve the forms of Award Agreements and all other documents, notices and certificates in connection therewith which
need not be identical either as to type of Award or among Participants;

(v) to construe and interpret the terms of the Plan and any Award Agreement, to determine the meaning of their terms, and to
prescribe, amend, and rescind rules and procedures relating to the Plan and its administration; and

(vi) in order to fulfill the purposes of the Plan and without amending the Plan, modify, cancel, or waive the Company�s rights with
respect to any Awards, to adjust or to modify Award Agreements for changes in Applicable Law, and to recognize differences in foreign
law, tax policies, or customs; and
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(vii) to make all other interpretations and to take all other actions that the Committee may consider necessary or advisable to
administer the Plan or to effectuate its purposes.

Subject to Applicable Law and the restrictions set forth in the Plan, the Committee may delegate administrative functions to individuals who
are Reporting Persons, officers, or Employees of the Company or its Affiliates.

(d) Deference to Committee Determinations. The Committee shall have the discretion to interpret or construe ambiguous, unclear, or
implied (but omitted) terms in any fashion it deems to be appropriate in its sole discretion, and to make any findings of fact needed in the
administration of the Plan or Award Agreements. The Committee�s prior exercise of its discretionary authority shall not obligate it to exercise
its authority in a like fashion thereafter. The Committee�s interpretation and construction of any provision of the Plan, or of any Award or
Award Agreement, shall be final, binding, and conclusive. The validity of any such interpretation, construction, decision or finding of fact
shall not be given de novo review if challenged in court, by arbitration, or in any other forum, and shall be upheld unless clearly made in bad
faith or materially affected by fraud.

(e) No Liability; Indemnification. Neither the Board nor any Committee member, nor any Person acting at the direction of the Board or
the Committee, shall be liable for any act, omission, interpretation, construction or determination made in good faith with respect to the Plan,
any Award or any Award Agreement. The Company and its Affiliates shall pay or reimburse any member of the Committee, as well as any
Director, Employee, or Consultant who takes action on behalf of the Plan, for all expenses incurred with respect to the Plan, and to the full
extent allowable under Applicable Law shall indemnify each and every one of them for any claims, liabilities, and costs (including reasonable
attorney�s fees) arising out of their good faith performance of duties under the Plan. The Company and its Affiliates may obtain liability
insurance for this purpose.

5. Eligibility

(a) General Rule. The Committee may grant ISOs only to Employees (including officers who are Employees) of the Company or an
Affiliate that is a �parent corporation� or �subsidiary corporation� within the meaning of Section 424 of the Code, and may grant all other
Awards to any Eligible Person. A Participant who has been granted an Award may be granted an additional Award or Awards if the
Committee shall so determine, if such person is otherwise an Eligible Person and if otherwise in accordance with the terms of the Plan.

(b) Grant of Awards. Subject to the express provisions of the Plan, the Committee shall determine from the class of Eligible Persons
those individuals to whom Awards under the Plan may be granted, the number of Shares subject to each Award, the price (if any) to be paid
for the Shares or the Award and, in the case of Performance Awards, in addition to the matters addressed in Section 10 below, the specific
objectives, goals and performance criteria that further define the Performance Award. Each Award shall be evidenced by an Award
Agreement signed by the Company and, if required by the Committee, by the Participant. The Award Agreement shall set forth the material
terms and conditions of the Award established by the Committee, and each Award shall be subject to the terms and conditions set forth in
Sections 23, 24, and 25 unless otherwise specifically provided in an Award Agreement.

(c) Limits on Awards. During the term of the Plan, no Participant may receive Options and SARs that relate to more than 50,000 Shares.
The Committee will adjust these limitations pursuant to Section 13 below.
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(d) Replacement Awards. Subject to Applicable Laws (including any associated Shareholder approval requirements), the Committee
may, in its sole discretion and upon such terms as it deems appropriate, require as a condition of the grant of an Award to a Participant that the
Participant surrender for cancellation some or all of the Awards that have previously been granted to the Participant under this Plan or
otherwise. An Award that is conditioned upon such surrender may or may not be the same type of Award, may cover the same (or a lesser or
greater) number of Shares as such surrendered Award, may have other terms that are determined without regard to the terms or conditions of
such surrendered Award, and may contain any other terms that the Committee deems appropriate. In the case of Options, these other terms
may not involve an Exercise Price that is lower than the Exercise Price of the surrendered Option unless the Company�s stockholders approve
the grant itself or the program under which the grant is made pursuant to the Plan.

6. Option Awards

(a) Types; Documentation. The Committee may in its discretion grant ISOs to any Employee and Non-ISOs to any Eligible Person, and
shall evidence any such grants in an Award Agreement that is delivered to the Participant. Each Option shall be designated in the Award
Agreement as an ISO or a Non-ISO, and the same Award Agreement may grant both types of Options. At the sole discretion of the
Committee, any Option may be exercisable, in whole or in part, immediately upon the grant thereof, or only after the occurrence of a specified
event, or only in installments, which installments may vary. Options granted under the Plan may contain such terms and provisions not
inconsistent with the Plan that the Committee shall deem advisable in its sole and absolute discretion.

(b) ISO $100,000 Limitation. To the extent that the aggregate Fair Market Value of Shares with respect to which Options designated as
ISOs first become exercisable by a Participant in any calendar year (under this Plan and any other plan of the Company or any Affiliate)
exceeds $100,000, such excess Options shall be treated as Non-ISOs. For purposes of determining whether the $100,000 limit is exceeded, the
Fair Market Value of the Shares subject to an ISO shall be determined as of the Grant Date. In reducing the number of Options treated as ISOs
to meet the $100,000 limit, the most recently granted Options shall be reduced first. In the event that Section 422 of the Code is amended to
alter the limitation set forth therein, the limitation of this Section 6(b) shall be automatically adjusted accordingly.

(c) Term of Options. Each Award Agreement shall specify a term at the end of which the Option automatically expires, subject to earlier
termination provisions contained in Section 6(h) hereof; provided, that, the term of any Option may not exceed ten years from the Grant Date.
In the case of an ISO granted to an Employee who is a Ten Percent Holder on the Grant Date, the term of the ISO shall not exceed five years
from the Grant Date.

(d) Exercise Price. The exercise price of an Option shall be determined by the Committee in its discretion and shall be set forth in the
Award Agreement, subject to the following special rules:

(i) ISOs. If an ISO is granted to an Employee who on the Grant Date is a Ten Percent Holder, the per Share exercise price shall not
be less than 110% of the Fair Market Value per Share on such Grant Date. If an ISO is granted to any other Employee, the per Share
exercise price shall not be less than 100% of the Fair Market Value per Share on the Grant Date.
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(ii) Non-ISOs. The per Share exercise price for the Shares to be issued pursuant to the exercise of a Non-ISO shall not be less than
50% of the Fair Market Value per Share on the Grant Date; provided that the Committee may amend the Plan to increase this.

(e) Exercise of Option. The times, circumstances and conditions under which an Option shall be exercisable shall be determined by the
Committee in its sole discretion and shall be set forth in the Award Agreement. The Committee shall have the discretion to determine whether
and to what extent the vesting of Options shall be tolled during any unpaid leave of absence; provided, however, that in the absence of such
determination, vesting of Options shall be tolled during any such leave approved by the Company. Neither the Company nor the Committee
shall, without shareholder approval, allow for a repricing within the meaning of federal securities laws applicable to proxy statement
disclosures.

(f) Minimum Exercise Requirements. An Option may not be exercised for a fraction of a Share. The Committee may require in an Award
Agreement that an Option be exercised as to a minimum number of Shares, provided that such requirement shall not prevent a Participant
from purchasing the full number of Shares as to which the Option is then exercisable.

(g) Methods of Exercise. Prior to its expiration pursuant to the terms of the applicable Award Agreement, and subject to the times,
circumstances and conditions for exercise contained in the applicable Award Agreement, each Option may be exercised, in whole or in part
(provided that the Company shall not be required to issue fractional shares), by delivery of written notice of exercise to the secretary of the
Company accompanied by the full exercise price of the Shares being purchased. In the case of an ISO, the Committee shall determine the
acceptable methods of payment on the Grant Date and it shall be included in the applicable Award Agreement. The methods of payment that
the Committee may in its discretion accept or commit to accept in an Award Agreement include:

(i) cash or check payable to the Company (in U.S. dollars);

(ii) other Shares that (A) are owned by the Participant who is purchasing Shares pursuant to an Option, (B) have a Fair Market
Value on the date of surrender equal to the aggregate exercise price of the Shares as to which the Option is being exercised, (C) were not
acquired by such Participant pursuant to the exercise of an Option, unless such Shares have been owned by such Participant for at least
six months or such other period as the Committee may determine, (D) are all, at the time of such surrender, free and clear of any and all
claims, pledges, liens and encumbrances, or any restrictions which would in any manner restrict the transfer of such shares to or by the
Company (other than such restrictions as may have existed prior to an issuance of such Shares by the Company to such Participant), and
(E) are duly endorsed for transfer to the Company;

(iii) a cashless exercise program that the Committee may approve, from time to time in its discretion, pursuant to which a
Participant may concurrently provide irrevocable instructions (A) to such Participant�s broker or dealer to effect the immediate sale of
the purchased Shares and remit to the Company, out of the sale proceeds available on the settlement date, sufficient funds to cover the
exercise price of the Option plus all applicable taxes required to be withheld by the Company by reason of such exercise, and (B) to the
Company to deliver the certificates for the purchased Shares directly to such broker or dealer in order to complete the sale; or

(iv) any combination of the foregoing methods of payment.

5

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


The Company shall not be required to deliver Shares pursuant to the exercise of an Option until payment of the full exercise price therefore is
received by the Company.

(h) Termination of Continuous Service. The Committee may establish and set forth in the applicable Award Agreement the terms and
conditions on which an Option shall remain exercisable, if at all, following termination of a Participant�s Continuous Service. The Committee
may waive or modify these provisions at any time. To the extent that a Participant is not entitled to exercise an Option at the date of his or her
termination of Continuous Service, or if the Participant (or other person entitled to exercise the Option) does not exercise the Option to the
extent so entitled within the time specified in the Award Agreement or below (as applicable), the Option shall terminate and the Shares
underlying the unexercised portion of the Option shall revert to the Plan and become available for future Awards. In no event may any Option
be exercised after the expiration of the Option term as set forth in the Award Agreement.

The following provisions shall apply to the extent an Award Agreement does not specify the terms and conditions upon which an Option shall
terminate when there is a termination of a Participant�s Continuous Service:

(i) Termination other than Upon Disability or Death or for Cause. In the event of termination of a Participant�s Continuous Service
(other than as a result of Participant�s death, disability, retirement or termination for Cause), the Participant shall have the right to
exercise an Option at any time within 90 days following such termination to the extent the Participant was entitled to exercise such
Option at the date of such termination.

(ii) Disability. In the event of termination of a Participant�s Continuous Service as a result of his or her being Disabled, the
Participant shall have the right to exercise an Option at any time within one year following such termination to the extent the Participant
was entitled to exercise such Option at the date of such termination.

(iii) Retirement. In the event of termination of a Participant�s Continuous Service as a result of Participant�s retirement, the
Participant shall have the right to exercise the Option at any time within six months following such termination to the extent the
Participant was entitled to exercise such Option at the date of such termination.

(iv) Death. In the event of the death of a Participant during the period of Continuous Service since the Grant Date of an Option, or
within thirty days following termination of the Participant�s Continuous Service, the Option may be exercised, at any time within one
year following the date of the Participant�s death, by the Participant�s estate or by a person who acquired the right to exercise the
Option by bequest or inheritance, but only to the extent the right to exercise the Option had vested at the date of death or, if earlier, the
date the Participant�s Continuous Service terminated.

(v) Cause or Resignation. If the Committee determines that a Participant�s Continuous Service terminated due to Cause or the
Participant�s resignation, the Participant shall immediately forfeit the right to exercise any Option, and it shall be considered
immediately null and void.

(i) Reverse Vesting. The Committee in its sole discretion may allow a Participant to exercise unvested Options, in which case the Shares
then issued shall be Restricted Shares having analogous vesting restrictions to the unvested Options.
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(j) Buyout Provisions. The Committee may at any time offer to buy out an Option, in exchange for a payment in cash or Shares, based on
such terms and conditions as the Committee shall establish and communicate to the Participant at the time that such offer is made. In addition,
but subject to any Shareholder approval requirement of Applicable Law, if the Fair Market Value for Shares subject to an Option is more than
33% below their exercise price for more than 30 consecutive business days, the Committee may unilaterally terminate and cancel the Option
either (i) by paying the Participant, in cash or Shares, an amount not less than the Black-Scholes value of the vested portion of the Option,
(ii) by irrevocably committing to grant, on any date the Committee designates, a new Award other than an Option or SAR, or (iii) by
irrevocably committing to grant a new Option, on a designated date more than six months after such termination and cancellation of such
Option (but only if the Participant�s Continuous Service has not terminated prior to such designated date), on substantially the same terms as
the cancelled Option, provided that the per Share exercise price for the new Option shall equal the per Share Fair Market Value of a Share on
the date the new grant occurs.

(k) Adjustment for Section 409A of the Code. In the event an Option is granted with an Exercise Price that is below Fair Market Value on
the Grant Date, subject to Section 11(e) below, the Option shall be subject to any terms and conditions that the Committee may in its sole
discretion determine in an Award Agreement to be necessary to avoid the income tax penalties set forth under Section 409A of the Code.

7. Share Appreciation Rights (SARs)

(a) Grants. The Committee may in its discretion grant Share Appreciation Rights to any Eligible Person, in any of the following forms:

(i) SARs related to Options. The Committee may grant SARs either concurrently with the grant of an Option or with respect to an
outstanding Option, in which case the SAR shall extend to all or a portion of the Shares covered by the related Option. An SAR shall
entitle the Participant who holds the related Option, upon exercise of the SAR and surrender of the related Option, or portion thereof, to
the extent the SAR and related Option each were previously unexercised, to receive payment of an amount determined pursuant to
Section 7(e) below. Any SAR granted in connection with an ISO will contain such terms as may be required to comply with the
provisions of Section 422 of the Code and the regulations promulgated thereunder.

(ii) SARs Independent of Options. The Committee may grant SARs which are independent of any Option subject to such
conditions as the Committee may in its discretion determine, which conditions will be set forth in the applicable Award Agreement.

(iii) Limited SARs. The Committee may grant SARs exercisable only upon or in respect of a Change in Control or any other
specified event, and such limited SARs may relate to or operate in tandem or combination with or substitution for Options or other
SARs, or on a stand-alone basis, and may be payable in cash or Shares based on the spread between the exercise price of the SAR, and
(A) a price based upon or equal to the Fair Market Value of the Shares during a specified period, at a specified time within a specified
period before, after or including the date of such event, or (B) a price related to consideration payable to Company�s stockholders
generally in connection with the event.

(b) Exercise Price. The per Share exercise price of an SAR shall be determined in the sole discretion of the Committee, shall be set forth
in the applicable Award Agreement, and shall be no less than 50%
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of the Fair Market Value of one Share. The exercise price of an SAR related to an Option shall be the same as the exercise price of the related
Option.

(c) Exercise of SARs. Unless the Award Agreement otherwise provides, an SAR related to an Option will be exercisable at such time or
times, and to the extent, that the related Option will be exercisable. An SAR may not have a term exceeding ten years from its Grant Date. An
SAR granted independently of any other Award will be exercisable pursuant to the terms of the Award Agreement. Whether an SAR is related
to an Option or is granted independently, the SAR may only be exercised when the Fair Market Value of the Shares underlying the SAR
exceeds the exercise price of the SAR.

(d) Effect on Available Shares. All SARs that may be settled in shares of the Company�s stock shall be counted in full against the
number of shares available for award under the Plan, regardless of the number of shares actually issued upon settlement of the SARs.

(e) Payment. Upon exercise of an SAR related to an Option and the attendant surrender of an exercisable portion of any related Award,
the Participant will be entitled to receive payment of an amount determined by multiplying �

(i) the excess of the Fair Market Value of a Share on the date of exercise of the SAR over the exercise price per Share of the SAR,
by

(ii) the number of Shares with respect to which the SAR has been exercised.

Notwithstanding the foregoing, an SAR granted independently of an Option (i) may limit the amount payable to the Participant to a
percentage, specified in the Award Agreement but not exceeding one-hundred percent (100%), of the amount determined pursuant to the
preceding sentence, and (ii) shall be subject to any payment or other restrictions that the Committee may at any time impose in its discretion,
including restrictions intended to conform the SARs with Section 409A of the Code.

(f) Form and Terms of Payment. Subject to Applicable Law, the Committee may, in its sole discretion, settle the amount determined
under Section 7(e) above solely in cash, solely in Shares (valued at their Fair Market Value on the date of exercise of the SAR), or partly in
cash and partly in Shares. In any event, cash shall be paid in lieu of fractional Shares. Absent a contrary determination by the Committee, all
SARs shall be settled in cash as soon as practicable after exercise.

(g) Termination of Employment or Consulting Relationship. The Committee shall establish and set forth in the applicable Award
Agreement the terms and conditions on which an SAR shall remain exercisable, if at all, following termination of a Participant�s Continuous
Service. The provisions of Section 6(h) above shall apply to the extent an Award Agreement does not specify the terms and conditions upon
which an SAR shall terminate when there is a termination of a Participant�s Continuous Service.

(h) Repricing and Buy-out. The Committee has the same discretion to reprice and to buy-out SARs as it has to take such actions pursuant
to Section 6(j) above with respect to Options.
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8. Restricted Shares, Restricted Share Units, and Unrestricted Shares

(a) Grants. The Committee may in its discretion grant restricted shares (�Restricted Shares�) to any Eligible Person and shall evidence
such grant in an Award Agreement that is delivered to the Participant and that sets forth the number of Restricted Shares, the purchase price
for such Restricted Shares (if any), and the terms upon which the Restricted Shares may become vested. In addition, the Company may in its
discretion grant the right to receive Shares after certain vesting requirements are met (�Restricted Share Units�) to any Eligible Person and
shall evidence such grant in an Award Agreement that is delivered to the Participant which sets forth the number of Shares (or formula, that
may be based on future performance or conditions, for determining the number of Shares) that the Participant shall be entitled to receive upon
vesting and the terms upon which the Shares subject to a Restricted Share Unit may become vested. The Committee may condition any Award
of Restricted Shares or Restricted Share Units to a Participant on receiving from the Participant such further assurances and documents as the
Committee may require to enforce the restrictions. In addition, the Committee may grant Awards hereunder in the form of unrestricted shares
(�Unrestricted Shares�), which shall vest in full upon the date of grant or such other date as the Committee may determine or which the
Committee may issue pursuant to any program under which one or more Eligible Persons (selected by the Committee in its discretion) elect to
receive Unrestricted Shares in lieu of cash bonuses that would otherwise be paid.

(b) Vesting and Forfeiture. The Committee shall set forth in an Award Agreement granting Restricted Shares or Restricted Share Units,
the terms and conditions under which the Participant�s interest in the Restricted Shares or the Shares subject to Restricted Share Units will
become vested and non-forfeitable. Except as set forth in the applicable Award Agreement or the Committee otherwise determines, upon
termination of a Participant�s Continuous Service for any reason, the Participant shall forfeit his or her Restricted Shares and Restricted Share
Units; provided that if a Participant purchases the Restricted Shares and forfeits them for any reason, the Company shall return the purchase
price to the Participant only if and to the extent set forth in an Award Agreement.

(c) Issuance of Restricted Shares Prior to Vesting. The Company shall issue stock certificates that evidence Restricted Shares pending
the lapse of applicable restrictions, and that bear a legend making appropriate reference to such restrictions. Except as set forth in the
applicable Award Agreement or the Committee otherwise determines, the Company or a third party that the Company designates shall hold
such Restricted Shares and any dividends that accrue with respect to Restricted Shares pursuant to Section 8(e) below.

(d) Issuance of Shares upon Vesting. As soon as practicable after vesting of a Participant�s Restricted Shares (or Shares underlying
Restricted Share Units) and the Participant�s satisfaction of applicable tax withholding requirements, the Company shall release to the
Participant, free from the vesting restrictions, one Share for each vested Restricted Share (or issue one Share free of the vesting restriction for
each vested Restricted Share Unit), unless an Award Agreement provides otherwise. No fractional shares shall be distributed, and cash shall
be paid in lieu thereof.

(e) Dividends Payable on Vesting. Whenever Shares are released to a Participant or duly-authorized transferee pursuant to Section 8(d)
above as a result of the vesting of Restricted Shares or the Shares underlying Restricted Share Units are issued to a Participant pursuant to
Section 8(d) above, such Participant or duly-authorized transferee shall also be entitled to receive (unless otherwise provided in the Award
Agreement), with respect to each Share released or issued, an additional number of Shares having a Fair Market Value equal (on the relevant
dividend payment date) to any cash dividends, and a number of Shares equal to any stock dividends, which were in each case declared and
paid to the holders of Shares between the Grant Date and the
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date such Share is released from the vesting restrictions in the case of Restricted Shares or issued in the case of Restricted Share Units.

(f) Section 83(b) Elections. A Participant may make an election under Section 83(b) of the Code (the �Section 83(b) Election�) with
respect to Restricted Shares. If a Participant who has received Restricted Share Units provides the Committee with written notice of his or her
intention to make a Section 83(b) Election with respect to the Shares subject to such Restricted Share Units, the Committee may in its
discretion convert the Participant�s Restricted Share Units into Restricted Shares, on a one-for-one basis, in full satisfaction of the
Participant�s Restricted Share Unit Award. The Participant may then make a Section 83(b) Election with respect to those Restricted Shares.
Shares with respect to which a Participant makes a Section 83(b) Election shall not be eligible for deferral pursuant to Section 9 below.

(g) Deferral Elections. At any time within the thirty-day period (or other shorter or longer period that the Committee selects in its sole
discretion) in which a Participant who is a member of a select group of management or highly compensated employees (within the meaning of
the Code) receives an Award of either Restricted Shares or Restricted Share Units, the Committee may permit the Participant to irrevocably
elect, on a form provided by and acceptable to the Committee, to defer the receipt of all or a percentage of the Shares that would otherwise be
transferred to the Participant upon the vesting of such Award. If the Participant makes this election, the Shares subject to the election, and any
associated dividends and interest, shall be credited to an account established pursuant to Section 9 hereof on the date such Shares would
otherwise have been released or issued to the Participant pursuant to Section 8(d) above.

9. Deferred Share Units

(a) Elections to Defer. The Committee may permit any Eligible Person who is a Director, Consultant or member of a select group of
management or highly compensated employees (within the meaning of the Code) to irrevocably elect, on a form provided by and acceptable to
the Committee (the �Election Form�), to forego the receipt of cash or other compensation (including the Shares deliverable pursuant to any
Award other than Restricted Shares for which a Section 83(b) Election has been made), and in lieu thereof to have the Company credit to an
internal Plan account (the �Account�) a number of deferred share units (�Deferred Share Units�) having a Fair Market Value equal to the
Shares and other compensation deferred. These credits will be made at the end of each calendar month (or other period that the Administrator
establishes prospectively) during which compensation is deferred. Unless, within five business days after the Company receives an election
form, the Company sends the Participant a written notice explaining why it is invalid, each Election Form shall take effect on the first day of
the next calendar year (or on the first day of the next calendar month in the case of an initial election by a Participant who first becomes
eligible to defer hereunder) after its delivery to the Company, subject to Section 8(g) regarding deferral of Restricted Shares and Restricted
Share Units and to Section 10(e) regarding deferral of Performance Awards. Notwithstanding the foregoing sentence: (i) Election Forms shall
be ineffective with respect to any compensation that a Participant earns before the date on which the Company receives the Election Form, and
(ii) the Committee may unilaterally make awards in the form of Deferred Share Units, regardless of whether or not the Participant foregoes
other compensation.

(b) Vesting. Unless an Award Agreement expressly provides otherwise, each Participant shall be 100% vested at all times in any Shares
subject to Deferred Share Units.
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(c) Issuances of Shares. The Company shall provide a Participant with one Share for each Deferred Share Unit in five substantially equal
annual installments that are issued before the last day of each of the five calendar years that end after the date on which the Participant�s
Continuous Service terminates, unless �

(i) the Participant has properly elected a different form of distribution, on a form approved by the Committee, that permits the
Participant to select any combination of a lump sum and annual installments that are completed within ten years following termination of
the Participant�s Continuous Service, and

(ii) the Company received the Participant�s distribution election form at the time the Participant elects to defer the receipt of cash
or other compensation pursuant to Section 9(a), provided that (subject to any prospective changes that the Administrator communicates
in writing to a Participant), the Participant may change such election through any subsequent election that (i) is delivered to the
Administrator at least one year before the date on which distributions are otherwise scheduled to commence pursuant to the Participant�s
election, and (ii) defers the commencement of distributions by at least five years from the originally scheduled commencement date.

Fractional shares shall not be issued, and instead shall be paid out in cash.

(d) Crediting of Dividends. Whenever Shares are issued to a Participant pursuant to Section 9(c) above, such Participant shall also be
entitled to receive, with respect to each Share issued, an additional number of Shares having a Fair Market Value equal (on the relevant
dividend payment date) to any cash dividends, and a number of Shares equal to any stock dividends, which were in each case declared and
paid to the holders of Shares between the Grant Date and the date such Share is issued.

(e) Emergency Withdrawals. In the event a Participant suffers an unforeseeable emergency within the contemplation of this Section and
Section 409A of the Code, the Participant may apply to the Company for an immediate distribution of all or a portion of the Participant�s
Deferred Share Units. The unforeseeable emergency must result from a sudden and unexpected illness or accident of the Participant, the
Participant�s spouse, or a dependent (within the meaning of Section 152(a) of the Code) of the Participant, casualty loss of the Participant�s
property, or other similar extraordinary and unforeseeable conditions beyond the control of the Participant. Examples of purposes which are
not considered unforeseeable emergencies include post-secondary school expenses or the desire to purchase a residence. In no event will a
distribution be made to the extent the unforeseeable emergency could be relieved through reimbursement or compensation by insurance or
otherwise, or by liquidation of the Participant�s nonessential assets to the extent such liquidation would not itself cause a severe financial
hardship. The amount of any distribution hereunder shall be limited to the amount necessary to relieve the Participant�s unforeseeable
emergency plus amounts necessary to pay taxes reasonably anticipated as a result of the distribution. The Committee shall determine whether
a Participant has a qualifying unforeseeable emergency and the amount which qualifies for distribution, if any. The Committee may require
evidence of the purpose and amount of the need, and may establish such application or other procedures as it deems appropriate.

(f) Unsecured Rights to Deferred Compensation. A Participant�s right to Deferred Share Units shall at all times constitute an unsecured
promise of the Company to pay benefits as they come due. The right of the Participant or the Participant�s duly-authorized transferee to
receive benefits hereunder shall be solely an unsecured claim against the general assets of the Company. Neither the Participant nor the
Participant�s duly-authorized transferee shall have any claim against or rights in any specific assets, shares, or other funds of the Company.
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10. Performance Awards

(a) Performance Units. Subject to the limitations set forth in paragraph (c) hereof, the Committee may in its discretion grant
Performance Units to any Eligible Person and shall evidence such grant in an Award Agreement that is delivered to the Participant which sets
forth the terms and conditions of the Award. A Performance Unit is an Award which is based on the achievement of specific goals with
respect to the Company or any Affiliate or individual performance of the Participant, or a combination thereof, over a specified period of time.

(b) Performance Compensation Awards. Subject to the limitations set forth in paragraph (c) hereof, the Committee may, at the time of
grant of a Performance Unit, designate such Award as a �Performance Compensation Award� in order that such Award constitutes �qualified
performance-based compensation� under Code Section 162(m), in which event the Committee shall have the power to grant such Performance
Compensation Award upon terms and conditions that qualify it as �qualified performance-based compensation� within the meaning of Code
Section 162(m). With respect to each such Performance Compensation Award, the Committee shall establish, in writing within the time
required under Code Section 162(m), a �Performance Period,� �Performance Measure(s)�, and �Performance Formula(e)� (each such term
being hereinafter defined). Once established for a Performance Period, the Performance Measure(s) and Performance Formula(e) shall not be
amended or otherwise modified to the extent such amendment or modification would cause the compensation payable pursuant to the Award
to fail to constitute qualified performance-based compensation under Code Section 162(m).

A Participant shall be eligible to receive payment in respect of a Performance Compensation Award only to the extent that the Performance
Measure(s) for such Award is achieved and the Performance Formula(e) as applied against such Performance Measure(s) determines that all
or some portion of such Participant�s Award has been earned for the Performance Period. As soon as practicable after the close of each
Performance Period, the Committee shall review and certify in writing whether, and to what extent, the Performance Measure(s) for the
Performance Period have been achieved and, if so, determine and certify in writing the amount of the Performance Compensation Award to be
paid to the Participant and, in so doing, may use negative discretion to decrease, but not increase, the amount of the Award otherwise payable
to the Participant based upon such performance.

(c) Limitations on Awards. The maximum Performance Unit Award and the maximum Performance Compensation Award that any one
Participant may receive for any one Performance Period shall not together exceed 25,000 Shares and $500,000 in cash. The Committee shall
have the discretion to provide in any Award Agreement that any amounts earned in excess of these limitations will either be credited as
Deferred Share Units, or as deferred cash compensation under a separate plan of the Company (provided in the latter case that such deferred
compensation either bears a reasonable rate of interest or has a value based on one or more predetermined actual investments). Any amounts
for which payment to the Participant is deferred pursuant to the preceding sentence shall be paid to the Participant in a future year or years not
earlier than, and only to the extent that, the Participant is either not receiving compensation in excess of these limits for a Performance Period,
or is not subject to the restrictions set forth under Section 162(b) of the Code.

(d) Definitions. �Performance Formula� means, for a Performance Period, one or more objective formulas or standards established by
the Committee for purposes of determining whether or the extent to which an Award has been earned based on the level of performance
attained or to be attained with respect to one or more
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Performance Measure(s). Performance Formulae may vary from Performance Period to Performance Period and from Participant to
Participant and may be established on a stand-alone basis, in tandem or in the alternative.

(i) �Performance Measure� means one or more of the following selected by the Committee to measure Company, Affiliate, and/or
business unit performance for a Performance Period, whether in absolute or relative terms (including, without limitation, terms relative
to a peer group or index): basic, diluted, or adjusted earnings per share; sales or revenue; earnings before interest, taxes, and other
adjustments (in total or on a per share basis); basic or adjusted net income; returns on equity, assets, capital, revenue or similar measure;
economic value added; working capital; total shareholder return; and product development, product market share, research, licensing,
litigation, human resources, information services, mergers, acquisitions, sales of assets of Affiliates or business units. Each such measure
shall be, to the extent applicable, determined in accordance with generally accepted accounting principles as consistently applied by the
Company (or such other standard applied by the Committee) and, if so determined by the Committee, and in the case of a Performance
Compensation Award, to the extent permitted under Code Section 162(m), adjusted to omit the effects of extraordinary items, gain or
loss on the disposal of a business segment, unusual or infrequently occurring events and transactions and cumulative effects of changes
in accounting principles. Performance Measures may vary from Performance Period to Performance Period and from Participant to
Participant, and may be established on a stand-alone basis, in tandem or in the alternative.

(ii) �Performance Period� means one or more periods of time (of not less than one fiscal year of the Company), as the Committee
may designate, over which the attainment of one or more Performance Measure(s) will be measured for the purpose of determining a
Participant�s rights in respect of an Award.

(e) Deferral Elections. At any time prior to the date that is at least six months before the close of a Performance Period (or shorter or
longer period that the Committee selects) with respect to an Award of either Performance Units or Performance Compensation, the Committee
may permit a Participant who is a member of a select group of management or highly compensated employees (within the meaning of the
Code) to irrevocably elect, on a form provided by and acceptable to the Committee, to defer the receipt of all or a percentage of the cash or
Shares that would otherwise be transferred to the Participant upon the vesting of such Award. If the Participant makes this election, the cash or
Shares subject to the election, and any associated interest and dividends, shall be credited to an account established pursuant to Section 9
hereof on the date such cash or Shares would otherwise have been released or issued to the Participant pursuant to Section 10(a) or
Section 10(b) above.

11. Taxes

(a) General. As a condition to the issuance or distribution of Shares pursuant to the Plan, the Participant (or in the case of the
Participant�s death, the person who succeeds to the Participant�s rights) shall make such arrangements as the Company may require for the
satisfaction of any applicable federal, state, local or foreign withholding tax obligations that may arise in connection with the Award and the
issuance of Shares. The Company shall not be required to issue any Shares until such obligations are satisfied. If the Committee allows the
withholding or surrender of Shares to satisfy a Participant�s tax withholding obligations, the Committee shall not allow Shares to be withheld
in an amount that exceeds the minimum statutory withholding rates for federal and state tax purposes, including payroll taxes.
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(b) Default Rule for Employees. In the absence of any other arrangement, an Employee shall be deemed to have directed the Company to
withhold or collect from his or her cash compensation an amount sufficient to satisfy such tax obligations from the next payroll payment
otherwise payable after the date of the exercise of an Award.

(c) Special Rules. In the case of a Participant other than an Employee (or in the case of an Employee where the next payroll payment is
not sufficient to satisfy such tax obligations, with respect to any remaining tax obligations), in the absence of any other arrangement and to the
extent permitted under Applicable Law, the Participant shall be deemed to have elected to have the Company withhold from the Shares or
cash to be issued pursuant to an Award that number of Shares having a Fair Market Value determined as of the applicable Tax Date (as
defined below) or cash equal to the amount required to be withheld. For purposes of this Section 11, the Fair Market Value of the Shares to be
withheld shall be determined on the date that the amount of tax to be withheld is to be determined under the Applicable Law (the �Tax Date�).

(d) Surrender of Shares. If permitted by the Committee, in its discretion, a Participant may satisfy the minimum applicable tax
withholding and employment tax obligations associated with an Award by surrendering Shares to the Company (including Shares that would
otherwise be issued pursuant to the Award) that have a Fair Market Value determined as of the applicable Tax Date equal to the amount
required to be withheld. In the case of Shares previously acquired from the Company that are surrendered under this Section 11, such Shares
must have been owned by the Participant for more than six months on the date of surrender (or such longer period of time the Company may
in its discretion require).

(e) Income Taxes and Deferred Compensation. Participants are solely responsible and liable for the satisfaction of all taxes and penalties
that may arise in connection with Awards (including any taxes arising under Section 409A of the Code), and the Company shall not have any
obligation to indemnify or otherwise hold any Participant harmless from any or all of such taxes. The Administrator shall have the discretion
to organize any deferral program, to require deferral election forms, and to grant or to unilaterally modify any Award in a manner that
(i) conforms with the requirements of Section 409A of the Code with respect to compensation that is deferred and that vests after
December 31, 2004, (ii) voids any Participant election to the extent it would violate Section 409A of the Code, and (iii) for any distribution
event or election that could be expected to violate Section 409A of the Code, make the distribution only upon the earliest of the first to occur
of a �permissible distribution event� within the meaning of Section 409A of the Code, or a distribution event that the Participant elects in
accordance with Section 409A of the Code. The Administrator shall have the sole discretion to interpret the requirements of the Code,
including Section 409A, for purposes of the Plan and all Awards.

12. Non-Transferability of Awards

(a) General. Except as set forth in this Section 12, or as otherwise approved by the Committee for a select group of management or
highly compensated Employees, Awards may not be sold, pledged, assigned, hypothecated, transferred or disposed of in any manner other
than by will or by the laws of descent or distribution. The designation of a beneficiary by a Participant will not constitute a transfer. An Award
may be exercised, during the lifetime of the holder of an Award, only by such holder, the duly-authorized legal representative of a Participant
who is Disabled, or a transferee permitted by this Section 12.

(b) Limited Transferability Rights. Notwithstanding anything else in this Section 12, the Committee may in its discretion provide in an
Award Agreement that an Award other than an ISO may be transferred, on such terms and conditions as the Committee deems appropriate,
either (i) by instrument to the

14

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Participant�s �Immediate Family� (as defined below), (ii) by instrument to an inter vivos or testamentary trust (or other entity) in which the
Award is to be passed to the Participant�s designated beneficiaries, or (iii) by gift to charitable institutions. Any transfer of the Participant�s
rights shall succeed and be subject to all the terms of the applicable Award Agreement and the Plan. �Immediate Family� means any child,
stepchild, grandchild, parent, stepparent, grandparent, spouse, former spouse, sibling, niece, nephew, mother-in-law, father-in-law, son-in-law,
daughter-in-law, brother-in-law, or sister-in-law, and shall include adoptive relationships. Any transferee of a Participant�s rights shall
succeed to and be subject to all of the terms of the Plan and the Award Agreement (and any amendments thereto) granting the transferred
Award.

13. Adjustments Upon Changes in Capitalization, Merger or Certain Other Transactions.

(a) Changes in Capitalization. The Committee shall equitably adjust the number of Shares covered by each outstanding Award, and the
number of Shares that have been authorized for issuance under the Plan but as to which no Awards have yet been granted or that have been
returned to the Plan upon cancellation, forfeiture, or expiration of an Award, as well as the price per Share covered by each such outstanding
Award, to reflect any increase or decrease in the number of issued Shares resulting from a stock-split, reverse stock-split, stock dividend,
combination, recapitalization or reclassification of the Shares, or any other increase or decrease in the number of issued Shares effected
without receipt of consideration by the Company. In the event of any such transaction or event, the Committee may provide in substitution for
any or all outstanding Options under the Plan such alternative consideration (including securities of any surviving entity) as it may in good
faith determine to be equitable under the circumstances and may require in connection therewith the surrender of all Options so replaced. In
any case, such substitution of securities shall not require the consent of any person who is granted Options pursuant to the Plan. Except as
expressly provided herein or in an Award Agreement, no issuance by the Company of shares of stock of any class, or securities convertible
into shares of stock of any class, shall affect, and no adjustment by reason thereof shall be required to be made with respect to, the number or
price of Shares subject to any Award.

(b) Dissolution or Liquidation. In the event of the dissolution or liquidation of the Company other than as part of a Change of Control,
each Award will terminate immediately prior to the consummation of such action, subject to the ability of the Committee to exercise any
discretion authorized in the case of a Change in Control.

(c) Change in Control. In the event of a Change in Control, the Committee may in its sole and absolute discretion and authority, without
obtaining the approval or consent of the Company�s stockholders or any Participant with respect to his or her outstanding Awards, take one or
more of the following actions:

(i) arrange for or otherwise provide that each outstanding Award shall be assumed or a substantially similar award shall be
substituted by a successor corporation or a parent or subsidiary of such successor corporation (the �Successor Corporation�);

(ii) accelerate the vesting of Awards so that Awards shall vest (and, to the extent applicable, become exercisable) as to the Shares
that otherwise would have been unvested and provide that repurchase rights of the Company with respect to Shares issued upon exercise
of an Award shall lapse as to the Shares subject to such repurchase right;

(iii) arrange or otherwise provide for the payment of cash or other consideration to Participants in exchange for the satisfaction and
cancellation of outstanding Awards;
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(iv) terminate upon the consummation of the transaction, provided that the Committee may in its sole discretion provide for vesting
of all or some outstanding Awards in full as of a date immediately prior to consummation of the Change of Control. To the extent that an
Award is not exercised prior to consummation of a transaction in which the Award is not being assumed or substituted, such Award shall
terminate upon such consummation; or

(v) make such other modifications, adjustments or amendments to outstanding Awards or this Plan as the Committee deems
necessary or appropriate, subject however to the terms of Section 15(a) below.

Notwithstanding the above, in the event a Participant holding an Award assumed or substituted by the Successor Corporation in a Change in
Control is Involuntarily Terminated by the Successor Corporation in connection with, or within 12 months following consummation of, the
Change in Control, then any assumed or substituted Award held by the terminated Participant at the time of termination shall accelerate and
become fully vested (and exercisable in full in the case of Options and SARs), and any repurchase right applicable to any Shares shall lapse in
full, unless an Award Agreement provides for a more restrictive acceleration or vesting schedule or more restrictive limitations on the lapse of
repurchase rights or otherwise places additional restrictions, limitations and conditions on an Award. The acceleration of vesting and lapse of
repurchase rights provided for in the previous sentence shall occur immediately prior to the effective date of the Participant�s termination,
unless an Award Agreement provides otherwise.

(d) Certain Distributions. In the event of any distribution to the Company�s stockholders of securities of any other entity or other assets
(other than dividends payable in cash or stock of the Company) without receipt of consideration by the Company, the Committee may, in its
discretion, appropriately adjust the price per Share covered by each outstanding Award to reflect the effect of such distribution.

14. Time of Granting Awards

The date of grant (�Grant Date�) of an Award shall be the date on which the Committee makes the determination granting such Award
or such other date as is determined by the Committee, provided that in the case of an ISO, the Grant Date shall be the later of the date on
which the Committee makes the determination granting such ISO or the date of commencement of the Participant�s employment relationship
with the Company.

15. Modification of Awards and Substitution of Options

(a) Modification, Extension, and Renewal of Awards. Within the limitations of the Plan, the Committee may modify an Award to
accelerate the rate at which an Option or SAR may be exercised (including without limitation permitting an Option or SAR to be exercised in
full without regard to the installment or vesting provisions of the applicable Award Agreement or whether the Option or SAR is at the time
exercisable, to the extent it has not previously been exercised), to accelerate the vesting of any Award, to extend or renew outstanding
Awards, or to accept the cancellation of outstanding Awards to the extent not previously exercised either for the granting of new Awards or
for other consideration in substitution or replacement thereof. Notwithstanding the foregoing provision, no modification of an outstanding
Award shall materially and adversely affect such Participant�s rights thereunder, unless either the Participant provides written consent or there
is an express Plan provision permitting the Committee to act unilaterally to make the modification.
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(b) Substitution of Options. Notwithstanding any inconsistent provisions or limits under the Plan, in the event the Company or an
Affiliate acquires (whether by purchase, merger or otherwise) all or substantially all of outstanding capital stock or assets of another
corporation or in the event of any reorganization or other transaction qualifying under Section 424 of the Code, the Committee may, in
accordance with the provisions of that Section, substitute Options for options under the plan of the acquired company provided (i) the excess
of the aggregate fair market value of the shares subject to an option immediately after the substitution over the aggregate option price of such
shares is not more than the similar excess immediately before such substitution and (ii) the new option does not give persons additional
benefits, including any extension of the exercise period.

16. Term of Plan

The Plan shall continue in effect for a term of ten (10) years from its effective date as determined under Section 20 below, unless the Plan is
sooner terminated under Section 17 below.

17. Amendment and Termination of the Plan

(a) Authority to Amend or Terminate. Subject to Applicable Laws, the Board may from time to time amend, alter, suspend, discontinue,
or terminate the Plan.

(b) Effect of Amendment or Termination. No amendment, suspension, or termination of the Plan shall materially and adversely affect
Awards already granted unless either it relates to an adjustment pursuant to Section 13 above, or it is otherwise mutually agreed between the
Participant and the Committee, which agreement must be in writing and signed by the Participant and the Company. Notwithstanding the
foregoing, the Committee may amend the Plan to eliminate provisions which are no longer necessary as a result of changes in tax or securities
laws or regulations, or in the interpretation thereof.

18. Conditions Upon Issuance of Shares

Notwithstanding any other provision of the Plan or any agreement entered into by the Company pursuant to the Plan, the Company shall not
be obligated, and shall have no liability for failure, to issue or deliver any Shares under the Plan unless such issuance or delivery would
comply with Applicable Law, with such compliance determined by the Company in consultation with its legal counsel.

19. Reservation of Shares

The Company, during the term of this Plan, will at all times reserve and keep available such number of Shares as shall be sufficient to satisfy
the requirements of the Plan.

20. Effective Date

This Plan shall become effective on the date of its approval by the Board; provided that this Plan shall be submitted to the Company�s
stockholders for approval, and if not approved by the stockholders in accordance with Applicable Law (as determined by the Committee in its
discretion) within one year from the date of approval by the Board, this Plan and any Awards shall be null, void, and of no force and effect.
Awards granted
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under this Plan before approval of this Plan by the stockholders shall be granted subject to such approval, and no Shares shall be distributed
before such approval.

21. Controlling Law

All disputes relating to or arising from the Plan shall be governed by the internal substantive laws (and not the laws of conflicts of laws) of the
State of Maryland, to the extent not preempted by United States federal law. If any provision of this Plan is held by a court of competent
jurisdiction to be invalid and unenforceable, the remaining provisions shall continue to be fully effective.

22. Other Jurisdictions

To facilitate the making of any grant of an Award under this Plan, the Committee may provide for such special terms for Awards to
Participants who are foreign nationals or who are employed by the Company or any Affiliate outside of the United States of America as the
Committee may consider necessary or appropriate to accommodate differences in local law, tax policy or custom. The Company may adopt
rules and procedures relating to the operation and administration of this Plan to accommodate the specific requirements of local laws and
procedures of particular countries. Without limiting the foregoing, the Company is specifically authorized to adopt rules and procedures
regarding the conversion of local currency, taxes, withholding procedures and handling of stock certificates which vary with the customs and
requirements of particular countries. The Company may adopt sub-plans and establish escrow accounts and trusts as may be appropriate or
applicable to particular locations and countries.

23. No Shareholder Rights

Neither a Participant nor any transferee of a Participant shall have any rights as a shareholder of the Company with respect to any Shares
underlying any Award until the date of issuance of a share certificate to a Participant or a transferee of a Participant for such Shares in
accordance with the Company�s governing instruments and Applicable Law. Prior to the issuance of Shares pursuant to an Award, a
Participant shall not have the right to vote or to receive dividends or any other rights as a shareholder with respect to the Shares underlying the
Award, notwithstanding its exercise in the case of Options and SARs. No adjustment will be made for a dividend or other right that is
determined based on a record date prior to the date the stock certificate is issued, except as otherwise specifically provided for in this Plan.

24. No Employment Rights

The Plan shall not confer upon any Participant any right to continue an employment, service or consulting relationship with the Company, nor
shall it affect in any way a Participant�s right or the Company�s right to terminate the Participant�s employment, service, or consulting
relationship at any time, with or without Cause.

25. Termination, Rescission and Recapture

(a) Each Award under the Plan is intended to align the Participant�s long-term interest with those of the Company. If the Participant
engages in certain activities discussed below, either during employment or after employment with the Company terminates for any reason, the
Participant is acting contrary to the long-term interests of the Company. Accordingly, except as otherwise expressly provided in the Award
Agreement, the
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Company may terminate any outstanding, unexercised, unexpired, unpaid, or deferred Awards (�Termination�), rescind any exercise, payment
or delivery pursuant to the Award (�Rescission�), or recapture any Common Stock (whether restricted or unrestricted) or proceeds from the
Participant�s sale of Shares issued pursuant to the Award (�Recapture�), if the Participant does not comply with the conditions of subsections
(b) and (c) hereof (collectively, the �Conditions�).

(b) A Participant shall not, without the Company�s prior written authorization, disclose to anyone outside the Company, or use in other
than the Company�s business, any proprietary or confidential information or material, as those or other similar terms are used in any
applicable patent, confidentiality, inventions, secrecy, or other agreement between the Participant and the Company with regard to any such
proprietary or confidential information or material.

(c) Pursuant to any agreement between the Participant and the Company with regard to intellectual property (including but not limited to
patents, trademarks, copyrights, trade secrets, inventions, developments, improvements, proprietary information, confidential business and
personnel information), a Participant shall promptly disclose and assign to the Company or its designee all right, title, and interest in such
intellectual property, and shall take all reasonable steps necessary to enable the Company to secure all right, title and interest in such
intellectual property in the United States and in any foreign country.

(d) Upon exercise, payment, or delivery of cash or Common Stock pursuant to an Award, the Participant shall certify on a form
acceptable to the Company that he or she is in compliance with the terms and conditions of the Plan and, if a severance of Continuous Service
has occurred for any reason, shall state the name and address of the Participant�s then-current employer or any entity for which the Participant
performs business services and the Participant�s title, and shall identify any organization or business in which the Participant owns a greater-
than-five-percent equity interest.

(e) If the Company determines, in its sole and absolute discretion, that (i) a Participant has violated any of the Conditions or (ii) during
his or her Continuous Service, or within three years after its termination for any reason, a Participant (a) has rendered services to or otherwise
directly or indirectly engaged in or assisted, any organization or business that, in the judgment of the Company in its sole and absolute
discretion, is or is working to become competitive with the Company; (b) has solicited any non-administrative employee of the Company to
terminate employment with the Company; or (c) has engaged in activities which are materially prejudicial to or in conflict with the interests of
the Company, including any breaches of fiduciary duty or the duty of loyalty, then the Company may, in its sole and absolute discretion,
impose a Termination, Rescission, and/or Recapture with respect to any or all of the Participant�s relevant Awards, Shares, and the proceeds
thereof. Within ten days after receiving notice from the Company of any such activity, the Participant shall deliver to the Company the Shares
acquired pursuant to the Award, or, if Participant has sold the Shares, the gain realized, or payment received as a result of the rescinded
exercise, payment, or delivery; provided, that if the Participant returns Shares that the Participant purchased pursuant to the exercise of an
Option (or the gains realized from the sale of such Common Stock), the Company shall promptly refund the exercise price, without earnings,
that the Participant paid for the Shares. Any payment by the Participant to the Company pursuant to this Section 21(e) shall be made either in
cash or by returning to the Company the number of Shares that the Participant received in connection with the rescinded exercise, payment, or
delivery. It shall not be a basis for Termination, Rescission or Recapture if after termination of a Participant�s Continuous Service, the
Participant purchases, as an investment or otherwise, stock or other securities of such an organization or business, so long as (i) such stock or
other securities are listed upon a recognized securities exchange or traded over-the-counter, and (ii) such investment does not represent more
than a five percent (5%) equity interest in the organization or business.
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(f) Notwithstanding the foregoing provisions of this Section, the Company has sole and absolute discretion not to require Termination,
Rescission and/or Recapture, and its determination not to require Termination, Rescission and/or Recapture with respect to any particular act
by a particular Participant or Award shall not in any way reduce or eliminate the Company�s authority to require Termination, Rescission and/
or Recapture with respect to any other act or Participant or Award. Nothing in this Section shall be construed to impose obligations on the
Participant to refrain from engaging in lawful competition with the Company after the termination of employment that does not violate
subsections (b) or (c) of this Section, other than any obligations that are part of any separate agreement between the Company and the
Participant or that arise under applicable law.

(g) All administrative and discretionary authority given to the Company under this Section shall be exercised by the most senior human
resources executive of the Company or such other person or committee (including without limitation the Committee) as the Committee may
designate from time to time.

(h) Notwithstanding any provision of this Section, if any provision of this Section is determined to be unenforceable or invalid under any
applicable law, such provision will be applied to the maximum extent permitted by applicable law, and shall automatically be deemed
amended in a manner consistent with its objectives to the extent necessary to conform to any limitations required under applicable law.
Furthermore, if any provision of this Section is illegal under any applicable law, such provision shall be null and void to the extent necessary
to comply with applicable law.

Notwithstanding the foregoing, but subject to any contrary terms set forth in any Award Agreement, this Section shall not be applicable: (i) to
any Participant who is not, on the Award Date, an Employee of the Company or its Affiliates; and (ii) to any Participant from and after his or
her termination of Continuous Service after a Change in Control.
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ANNAPOLIS BANCORP, INC.
2006 Stock Incentive Plan

Appendix A: Definitions

As used in the Plan, the following definitions shall apply:

��Affiliate��means, with respect to any Person (as defined below), any other Person that directly or indirectly controls or is controlled by or
under common control with such Person. For the purposes of this definition, �control,� when used with respect to any Person, means the
possession, direct or indirect, of the power to direct or cause the direction of the management and policies of such Person or the power to elect
directors, whether through the ownership of voting securities, by contract or otherwise; and the terms �affiliated,� �controlling� and
�controlled� have meanings correlative to the foregoing.

��Applicable Law��means the legal requirements relating to the administration of options and share-based plans under applicable U.S. federal
and state laws, the Code, any applicable stock exchange or automated quotation system rules or regulations, and the applicable laws of any
other country or jurisdiction where Awards are granted, as such laws, rules, regulations and requirements shall be in place from time to time.

��Award��means any award made pursuant to the Plan, including awards made in the form of an Option, an SAR, a Restricted Share, a
Restricted Share Unit, an Unrestricted Share, a Deferred Share Unit and a Performance Award, or any combination thereof, whether
alternative or cumulative, authorized by and granted under this Plan.

��Award Agreement��means any written document setting forth the terms of an Award that has been authorized by the Committee. The
Committee shall determine the form or forms of documents to be used, and may change them from time to time for any reason.

��Board��means the Board of Directors of the Company.

��Cause�� for termination of a Participant�s Continuous Service will exist if the Participant is terminated from employment or other service
with the Company or an Affiliate for any of the following reasons: (i) the Participant�s willful failure to substantially perform his or her duties
and responsibilities to the Company or deliberate violation of a material Company policy; (ii) the Participant�s commission of any material act
or acts of fraud, embezzlement, dishonesty, or other willful misconduct; (iii) the Participant�s material unauthorized use or disclosure of any
proprietary information or trade secrets of the Company or any other party to whom the Participant owes an obligation of nondisclosure as a
result of his or her relationship with the Company; or (iv) Participant�s willful and material breach of any of his or her obligations under any
written agreement or covenant with the Company.

The Committee shall in its discretion determine whether or not a Participant is being terminated for Cause. The Committee�s determination
shall, unless arbitrary and capricious, be final and binding on the Participant, the Company, and all other affected persons. The foregoing
definition does not in any way limit the Company�s ability to terminate a Participant�s employment or consulting relationship at any time, and
the term �Company� will be interpreted herein to include any Affiliate or successor thereto, if appropriate.
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��Change in Control�� of the Corporation shall mean, subject to the administrator�s absolute discretion to interpret the definition in a manner
that conforms with the requirements of §409(A) of the Code and associated regulations, a change in control of a nature that would be required
to be reported in response to Item 6(c) of Schedule 14A of Regulation 14A promulgated under the Exchange Act, whether or not the
Corporation is in fact required to comply therewith, provided that, without limitation, such a change in control shall be deemed to have
occurred if (A) any �person� (as such term is used in Section 13(d) and 14(d) of the Exchange Act), other than a trustee or other fiduciary
holding securities under an employee benefit plan of the Corporation or any of its subsidiaries or a corporation owned, directly or indirectly,
by the stockholders of the Corporation in substantially the same proportions as the ownership of Common Stock of the Corporation, and other
than Lawrence E. Lerner or any member or members of this family, is or becomes the �beneficial owner� (as defined in Rule 13d-3 under the
Exchange Act), directly or indirectly, of securities of the Corporation representing 20% or more of the combined voting power of the
Corporation�s then outstanding securities; (B) during any period of one year (not including any period prior to the adoption of the Plan)
individuals who at the beginning of such period constitute the Board and any new director (other than a director designated by a person who
has entered into an agreement with the Corporation to affect a transaction described in clauses (A) or (B) of this definition) whose election by
the Board or nomination for election by the Corporation�s stockholders was approved by a vote of at least two-thirds of the directors then still
in office who either were directors at the beginning of the period or whose election or nomination for election was previously so approved,
cease for any reason to constitute a majority of the Board; (C) the Corporation enters into an agreement, the consummation of which would
result in the occurrence of a Change in Control of the Corporation; (D) the stockholders of the Corporation approve a merger, share exchange
or consolidation of the Corporation with any other corporation, other than a merger, share exchange or consolidation that would result in the
voting securities of the Corporation, outstanding immediately prior thereto held by Lawrence E. Lerner or any member or members of his
family continuing to represent (either by remaining outstanding or by being converted into voting securities of the surviving entity) at least
50% of the combined voting power of the voting securities of the Corporation or such surviving entity outstanding immediately after such
merger, share exchange or consolidation, or the stockholders of the Corporation approve a plan of complete liquidation of the Corporation or
any agreements for the sale or disposition by the Corporation of all or substantially all the Corporation�s assets.

��Code��means the U.S. Internal Revenue Code of 1986, as amended.

��Committee��means one or more committees or subcommittees of the Board appointed by the Board to administer the Plan in accordance
with Section 4 above. With respect to any decision involving an Award intended to satisfy the requirements of Section 162(m) of the Code,
the Committee shall consist of two or more Directors of the Company who are �outside directors� within the meaning of Section 162(m) of
the Code. With respect to any decision relating to a Reporting Person, the Committee shall consist of two or more Directors who are
disinterested within the meaning of Rule 16b-3.

��Company��means Annapolis Bancorp, Inc.; provided, however, that in the event the Company reincorporates to another jurisdiction, all
references to the term �Company� shall refer to the Company in such new jurisdiction.

��Consultant��means any person, including an advisor, who is engaged by the Company or any Affiliate to render services and is compensated
for such services.

��Continuous Service��means the absence of any interruption or termination of service as an Employee, Director, or Consultant. Continuous
Service shall not be considered interrupted in the case of: (i) sick leave; (ii) military leave; (iii) any other leave of absence approved by the
Committee, provided that such leave is for a
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period of not more than 90 days, unless reemployment upon the expiration of such leave is guaranteed by contract or statute, or unless
provided otherwise pursuant to Company policy adopted from time to time; (iv) changes in status from Director to advisory director or
emeritus status; or (iv) in the case of transfers between locations of the Company or between the Company, its Affiliates or their respective
successors. Changes in status between service as an Employee, Director, and a Consultant will not constitute an interruption of Continuous
Service.

��Deferred Share Units��mean Awards pursuant to Section 9 of the Plan.

��Director��means a member of the Board, or a member of the board of directors of an Affiliate.

��Disabled��means a condition under which a Participant �

(a) is unable to engage in any substantial gainful activity by reason of any medically determinable physical or mental impairment which can
be expected to result in death or can be expected to last for a continuous period of not less than 12 months, or

(b) by reason of any medically determinable physical or mental impairment which can be expected to result in death or can be expected to last
for a continuous period of not less than 12 months, received income replacement benefits for a period of not less than 3 months under an
accident or health plan covering employees of the Company.

��Eligible Person��means any Consultant, advisor, Director or Employee and includes non-Employees to whom an offer of employment has
been extended.

��Employee��means any person whom the Company or any Affiliate classifies as an employee (including an officer) for employment tax
purposes, whether or not that classification is correct. The payment by the Company of a director�s fee to a Director shall not be sufficient to
constitute �employment� of such Director by the Company.

��Exchange Act��means the Securities Exchange Act of 1934, as amended.

��Fair Market Value��means, as of any date (the �Determination Date�): (i) the closing price of a Share on the New York Stock Exchange or
the American Stock Exchange (collectively, the �Exchange�), on the Determination Date, or, if shares were not traded on the Determination
Date, then on the nearest preceding trading day during which a sale occurred; or (ii) if such stock is not traded on the Exchange but is quoted
on NASDAQ or a successor quotation system, (A) the last sales price (if the stock is then listed as a National Market Issue under The Nasdaq
National Market System) or (B) the mean between the closing representative bid and asked prices (in all other cases) for the stock on the
Determination Date as reported by NASDAQ or such successor quotation system; or (iii) if such stock is not traded on the Exchange or quoted
on NASDAQ but is otherwise traded in the over-the-counter, the mean between the representative bid and asked prices on the Determination
Date; or (iv) if subsections (i)-(iii) do not apply, the fair market value established in good faith by the Board.

��Grant Date�� has the meaning set forth in Section 14 of the Plan.
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��Incentive Share Option or ISO�� hereinafter means an Option intended to qualify as an incentive stock option within the meaning of
Section 422 of the Code, as designated in the applicable Award Agreement.

��Involuntary Termination��means termination of a Participant�s Continuous Service under the following circumstances occurring on or
after a Change in Control: (i) termination without Cause by the Company or an Affiliate or successor thereto, as appropriate; or (ii) voluntary
termination by the Participant within 60 days following (A) a material reduction in the Participant�s job responsibilities, provided that neither
a mere change in title alone nor reassignment to a substantially similar position shall constitute a material reduction in job responsibilities;
(B) an involuntary relocation of the Participant�s work site to a facility or location more than 50 miles from the Participant�s principal work
site at the time of the Change in Control; or (C) a material reduction in Participant�s total compensation other than as part of a reduction by
the same percentage amount in the compensation of all other similarly-situated Employees, Directors or Consultants.

��Non-ISO��means an Option not intended to qualify as an ISO, as designated in the applicable Award Agreement.

��Option��means any stock option granted pursuant to Section 6 of the Plan.

��Participant��means any holder of one or more Awards, or the Shares issuable or issued upon exercise of such Awards, under the Plan.

�Performance Awards��mean Performance Units and Performance Compensation Awards granted pursuant to Section 10.

��Performance Compensation Awards��mean Awards granted pursuant to Section 10(b) of the Plan.

��Performance Unit��means Awards granted pursuant to Section 10(a) of the Plan which may be paid in cash, in Shares, or such combination
of cash and Shares as the Committee in its sole discretion shall determine.

��Person��means any natural person, association, trust, business trust, cooperative, corporation, general partnership, joint venture, joint-stock
company, limited partnership, limited liability company, real estate investment trust, regulatory body, governmental agency or instrumentality,
unincorporated organization or organizational entity.

��Plan��means this Annapolis Bancorp, Inc. 2006 Stock Incentive Plan.

��Reporting Person��means an officer, Director, or greater than ten percent shareholder of the Company within the meaning of Rule 16a-2
under the Exchange Act, who is required to file reports pursuant to Rule 16a-3 under the Exchange Act.

��Restricted Shares��mean Shares subject to restrictions imposed pursuant to Section 8 of the Plan.

��Restricted Share Units��mean Awards pursuant to Section 8 of the Plan.

��Rule 16b-3��means Rule 16b-3 promulgated under the Exchange Act, as amended from time to time, or any successor provision.
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��SAR�� or ��Share Appreciation Right��means Awards granted pursuant to Section 7 of the Plan.

��Share��means a share of common stock of the Company, par value $0.01, as adjusted in accordance with Section 13 of the Plan.

��Ten Percent Holder��means a person who owns stock representing more than ten percent (10%) of the combined voting power of all classes
of stock of the Company or any Affiliate.

��Unrestricted Shares��mean Shares awarded pursuant to Section 8 of the Plan.
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x REVOCABLE PROXY

PLEASE MARK VOTES
AS IN THIS EXAMPLE

ANNAPOLIS BANCORP, INC.

ANNUAL MEETING OF STOCKHOLDERS For With-
hold

For All
Except

1. The election as directors of all nominees listed (except as marked

to the contrary below):

Walter L. Bennett, IV F. Carter Heim Nancy Lowell

INSTRUCTION: To withhold authority to vote for any individual

nominee, mark �For All Except� and write that nominee�s name in the

space provided below.

¨ ¨ ¨
The undersigned appoints the official proxy committee

consisting of the following members of the Board of Directors
of Annapolis Bancorp, Inc. (the �Company�), Messrs. Clyde
E. Culp, III, Stanley J. Klos, Jr. and Lawrence W. Schwartz
each with full power of substitution, to act as attorneys and
proxies for the undersigned, and to vote all shares of common
stock of the Company which the undersigned is entitled to
vote only at the Annual Meeting of Stockholders, to be held
on May 18, 2006, at 6:00 p.m., Eastern Daylight Savings
Time, at the BankAnnapolis Headquarters Building, 1000
Bestgate Road, Annapolis, Maryland 21401, and at any and
all adjournments thereof, as follows:

2. The ratification of Stegman & Company as the independent

auditors of the Company for the year ending December 31, 2006.

For Against Abstain

¨ ¨ ¨

®

PLEASE CHECK BOX IF YOU PLAN TO ¨
ATTEND THE ANNUAL MEETING

3. To approve the Annapolis Bancorp, Inc. 2006 Stock Incentive

Plan

For Against Abstain

¨ ¨ ¨

Please be sure to sign and date this Proxy in the box below.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE ��FOR�� EACH OF THE

LISTED PROPOSALS.

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS. THIS

PROXY WILL BE VOTED IN ACCORDANCE WITH THE INSTRUCTIONS GIVEN. IF

NO INSTRUCTIONS ARE GIVEN, THIS PROXY WILL BE VOTED FOR EACH OF

THE NOMINEES AS DIRECTORS UNDER PROPOSAL I, FOR PROPOSALS II AND

III, AND AT THE PROXIES�� DISCRETION, UPON ANY OTHER MATTERS THAT

MAY PROPERLY COME BEFORE THE MEETING AND ANY ADJOURNMENT(S)

THEREOF.

Date
The undersigned acknowledges receipt from the Company, prior to the
execution of this Proxy, of a Notice of Annual Meeting and a Proxy
Statement dated April 14, 2006.

Stockholder sign above Co-holder (if any) sign

Please sign exactly as your name appears hereon. When signing as
attorney, executor, administrator, trustee or guardian, please give your
full title. If shares are held jointly, each holder may sign, but only one
signature is required.

Detach above card, sign, date and mail in postage paid envelope provided.
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