March 6, 2009

Mr. Neil M. Barofsky

Office of the Speciat [nspector Gencral
Troubled Asset Relief Program

1300 Pennsylvania Ave., N.W., Suite 1064
Washington, D.C. 20220

Dear Mr. Barofsky:

In response to your request dated February 6, 2009 related to Annapolis Bancorp, Ine.’s anticipated
usc of funds received through the Troubled Asset Retief Program (“TARP”) and compliance with the
executive compensation provisions of the Emergency Economic Stabilization Act of 2008 (“EESA™)

we previde the fotlowing:

Anticipated Use of TARP Funds

Annapolis Bancorp applied for TARP funds to strengthen its core capital reserves and faciliate
additionat lending by its bank subsidiary, BankAnnapolis (thie “Bank™), in the communitics it serves.
(See ariached press release dated December 19, 2008.) Annapotis Bancorp received TARP funds on
January 30, 2609 and has transferred $8.152 million of such funds to the Bank., The TARP funds are
being used for the above-stated purpose, but have not been segregated from other institutional funds.
It is important to notc that the Bank was well-capitalized before receiving the TARP funds and
remains wetl-capitalized today with or without the TARP funds.

The additional core capital provided by TARP funds cnabled the Bank to launch a major promotional
campaign to raise deposits, the first step in teveraging its balance sheet to fund further loan growth.
(See attached “Superior Savings™ brochure} Since Annapolis Bancorp received $8.152 mitlion in
TARP funds on January 30, 2009, the Bank has grown its total deposit base by $31.6 million or
approximately ten percent (10%).

Although the recession has softened demand for credit on the part of small businesses and real estatc
devetopers and investors—the Bank’s principat customer groups—the Bank is promoting the fact that
it has money to lend to qualified borrowers (see artached article from The Capital dated February 15,
2009) and s business development and mortgage stafis are actively pursuing new lending
opportunities to help stimulate local cconomic activity.

Compliance with Executive Compensation Requirements

Aunnapolis Bancorp is considered a “smaller reporting company” pursuant to ltem 10 of Regulation S-
K under the federal securities laws and as such must identify at least five scuior executive officers
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(“"SEQOs™) to comply with the rules set forth under the Capital Purchase Program (“CPP”), although
only three are required for the disclosure pursuant to section 402 of Regulation S-K under federal
securities laws. (See aftached 2008 summary compensation table for the SECs.) Annapolis Bancorp
has identified those individuals and each signed the applicable executive compensation waivers
required to close the TARP transaction on January 30, 2009

In considering Annapolis Bancorp’s compliance with the EESA requircments please note that
Annapolis Bancorp does not directly employ any individual, all employees are employees of the
Bank. The Compensation Committee which serves both Annapolis Bancorp and the Bank will certify
compliance with the EESA provisions supported by the following:

o  The Compensation Committee adopted a recapture pelicy effective for fiscal years ending
after January 1, 2007 that established a claw-back policy providing for repayment of prior
vear honuses and the forfeiture of any stock-based awards if an SEO’s misconduct or fraud
causes Annapolis Bancorp to restate past finaneial results. Thas poliey is still in effect,

* No SEO has an employment agreement with the Bank that provides for golden parachute
payments. Each SEO is subject to a change-in-contrel provision allowing for payment of one
year’s salary to the SEQ in the event that such a change-in-control would result in the
climination of the SEQ’s position.

* No SEOQ i3 near or exceeds the $300,000 compensation level.

In the event that you have additional questions please contact Margaret Theiss Faison at (b) (6)
WIE)

I certify that the above information including all statements, representations and supporiing
documents are accurate as of the date indicated below, subjcet to the requirements and penalties set
torth in Title 18, United States Code, Section 1601,

Vs »

Riftiard M. Lerner
Chairman and Chief Fxeoutive Officer
Annapolis, Bancorp, Inc.
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The most exciting new place to live mm —t—t— 3 O —tm _

and shop in Annapolis now hosts
Annapolis’ only truly local bank.

Open your
Superior Savings
Account today!

>3=mﬁc=m Towne Centre No minimum. No monthly fees.
at Parole STETS No kidding.

Stop by and take advantage of our

Superior Savings

Celebration Rate —”On_mv~ ! Just stop by any of our convenient
locations to open this account.

Ban —A>==mvo=m at >==mvo=m Towne Centre @ Bestgate 410-224-4483 o Cape St. Claire 410-974-1515
1905 Towne Centre Boulevard, Suite 105 ¢ Annapolis, MD 21401 e Edgewater 410-956-2900 « Kent Island 410-643-4191
410-224-9704 Member Market House at City Dock 410-280-0534 * Severna Park 410-518-6885
FDIC Annapolis Towne Centre 410-224-9704

BASSATC-01/2009
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)lis Superior Savings Celebration Rate!

ch
[OW.

Superior Savings from BankAnnapolis is now
earning 4.22% APY* on every penny you put in. An
offer to celebrate the opening of our new Annapolis
Towne Centre branch in Parole. Just come in to
any of our branches, open an account and start
earning over six times the average local savings
rate. Interest earning deposit accounts are FDIC
insured up to $250,000 per depositor.

No minimum.

Put in a penny. A buck. A zillion bucks. It’s up to you.

No monthly fees.

Every penny working hard for you.

FDIC insured.

Safely and securely watch your money grow.

Flexible.

No need to tie up your funds for months at a time.

No hassle.

Opening an account takes less time than a cup of coffee.

*APY means annual percentage yield. Introductory 4.22% APY based on interest rate of 4.13% and only available between 1/20/09
and 4/22/09. After 4/22/09, APY adjusts to the prevailing Superior Savings APY which is currently 2.50% based on interest rate of
2.47%. APY and interest rate become variable and may change at any time after 4/22/09 based on market conditions. Blended
APY for the first year assuming funds on deposit from 1/20/09 is 2.94%. $25 fee if account is closed before 90 days. All deposits in
a Superior Savings account must be funds not previously held at BankAnnapolis.
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Annapolis Bancorp, Inc.
SUMMARY COMPENSATION TABLE
Year-ended December 31, 2008

Non-equity Change in
Incentive pension volume All
Name Stock Option Plan and NQ Other
and Principal Salary Bonus Awards Awards Compensation ~ DC Earnings  Compensation Total
Position Year $ $ $ $ $ $ $ $

Richard Lerner 2008 244,038 - 252,161
Chief Executive Officer 4

Margaret Theiss Faison 2008 145,384 - 171,530
Chief Financial Officer

Ron Voigt 2008 145,384 . 152,094

Chief Business Development Officer

* 401(k) match
** Imputed income on group term ligfe insurance and on bank-owned split dollar life insurance policies

0(4), 0(6)






