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Conmi ssion file nunber: 000-28635
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Regi strant's tel ephone nunber: 703.534.0700
Securities registered under Section 12(b) of the Act: None

Securities registered under Section 12(g) of the Act: Commopn Stock
$1.00 par val ue

Indicate by check mark if the registrant is a well-known seasoned issuer, as
defined in Section 405 of the Securities Act. Yes |_| No | X

Indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or Section 15(d) of the Act. Yes |_| No | X]

I ndicate by check mark whether the registrant; (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 nonths (or for such shorter period that the
registrant was required to file such reports); and (2) has been subject to such
filing requirements for the past 90 days. Yes |X] No | _

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405
of Regul ation S-K (ss.229.405 of this chapter) is not contained herein, and wll
not be contained, to the best of registrant's know edge, in definitive proxy or
information statements incorporated by reference in Part 11l of this Form 10-K
or any anendnment to this Form 10-K. | _

Indicate by check mark whether the registrant is a |arge accelerated filer, an
accelerated filer or a non-accelerated filer. See definition of "accel erated
filer and large accelerated filer" in Rule 12b-2 of the Exchange Act

Large accelerated filer |_| Accel erated filer |X Non-accel erated filer |_|

Indicate by check mark whether the registrant is a shell conpany (as defined in
Rul e 12b-2 of the Exchange Act). Yes |_]| No | X|

The registrant's Conmon Stock is traded on the Nasdaq National Market under the
synbol VCBI. The aggregate market value of the approximtely 9, 664,461 shares of
Common Stock of the registrant issued and outstanding held by nonaffiliates on
June 30, 2005 was approximately $235.8 nmillion, based on the closing sales price
of $24.40 per share on that date. For purposes of this calculation, the term
"affiliate" refers to all directors, executive officers and 10% shar ehol ders of



the registrant.

As of the close of business on March 1, 2006, 14,190,064 shares of the
registrant's Common Stock were outstanding.

DOCUMENTS | NCORPORATED BY REFERENCE

Portions of the registrant's definitive Proxy Statenment for the Annual Meeting
of Sharehol ders, to be held on April 26, 2006, are incorporated by reference in
part |1l hereof.

FORM 10- K CROSS REFERENCE OF MATERI AL | NCORPORATED BY REFERENCE

The following shows the location in this Annual Report on Form 10-K or the
Conpany's Proxy Statenment for the Annual Meeting of Stockholders to be held on
April 26, 2006, of the information required to be disclosed by the United States
Securities and Exchange Conmi ssion Form 10-K. References to pages only are to
pages in this report.

PART | | TEM 1. BUSI NESS. See "Business" at pages 53 through 62.
| TEM 1A RI SK FACTORS. See "Risk Factors" at pages 20 through 23.
| TEM 1B UNRESOLVED STAFF COMMENTS. None.
| TEM 2. PROPERTI ES. See "Properties" at page 62.

| TEM 3. LEGAL PROCEEDI NGS. Fromtine to tine the Conpany is a
participant in various |egal proceedings incidental to its
business. In the opinion of managenent, the liabilities (if
any) resulting fromsuch |l egal proceedings will not have a
material effect on the financial position of the Conpany.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS. No
matter was subnmitted to a vote of the security holders of
the Conpany during the fourth quarter of 2005.

PART 11 | TEM 5. MARKET FOR REGQ STRANT'S COMVON EQUI TY, RELATED STOCKHOLDER
MATTERS AND | SSUER REPURCHASES OF EQUI TY SECURI Tl ES. See
"Market Price of Stock and Dividends" at page 63.

| TEM 6. SELECTED FI NANCI AL DATA. See "Five Year Financial Sunmmary"
at page 3.
| TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON

AND RESULTS OF OPERATI ON. See "Managenent's Di scussion and
Anal ysis of Financial Condition and Results of Operation”
at pages 4 through 20.

| TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK.
See "Asset/Liability Managenent and Quantitative and
Qualitative Disclosures About Market Risk" at page 9.

| TEM 8. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA. See
Consol i dated Financial Statements at pages 27 through 52.

| TEM 9. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG
AND FI NANCI AL DI SCLOSURE. None.

| TEM 9A. CONTROLS AND PROCEDURES. See "Controls and Procedures" at
page 23 and "Managenment Report on Internal Control Over
Fi nanci al Reporting" at page 24.

| TEM 9B. OTHER | NFORMATI ON.  None

PART 111 | TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT.

The information required by Item 10 is incorporated by
reference fromthe material under the caption "El ection of
Directors" contained at pages 4 through 8, and under the
caption "Conpliance with Section 16(a) of the Securities
Exchange Act of 1934" at page 15, of the Proxy Statenent.
The Conpany has adopted a code of ethics that applies to
its Chief Executive Oficer and Chief Financial Oficer. A
copy of the code of ethics will be provided to any person,
wi t hout charge, upon witten request directed to Lynda



I TEM 11.

I TEM 12.

| TEM 13.

| TEM 14.

PART |V | TEM 15.

Cornel |, Assistant to the Chief Executive Oficer, Virginia
Conmer ce Bancorp, Inc., 5350 Lee Highway, Arlington
Virginia 22207

EXECUTI VE COMPENSATI ON. The information required by Item 11
is incorporated by reference fromthe material under the
caption "Executive Oficer Conpensation and Certain
Transactions," contained at pages 8 through 13 of the Proxy
St at ement .

SECURI TY OWNERSHI P OF CERTAI N BENEFI Cl AL OANERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS. The information
required by Item 12 is incorporated by reference fromthe
material under the captions "Voting Securities and

Princi pal Hol ders Thereof" contained at page 3 of the Proxy
Statement, and included under the caption "Securities

Aut hori zed for Issuance Under Equity Conpensation Plans" at
page 63 hereof

CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS. The
information required by Item 13 is incorporated by
reference fromthe material under the caption "Transactions
wi th Managenent and O hers" contained at page 11 of the
Proxy Statenent.

PRI NCI PAL ACCOUNTANT FEES AND SERVI CES. The infornation
required by Item 14 is incorporated by reference fromthe
material under the caption "lndependent Registered Public
Accounting Firni' contained at page 15 of the Proxy

St at ement .

EXHI BI TS AND FI NANCI AL STATEMENT SCHEDULES. See "Fi nanci al
Statenments and Exhibits" at page 64
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FI VE YEAR FI NANCI AL SUMVARY
Table 1
Year Ended Decenber 31
2005 2004 2003 2002 2001
(Dol lars in thousands, except per share anopunts)

SELECTED YEAR- END BALANCES
Total assets $1,518,425  $1, 139, 353 $881, 694 $663, 457 $489, 511
Total stockhol ders' equity 111, 818 91, 324 55, 092 41, 850 26, 220
Total |oans (net) 1, 270, 255 925, 782 654, 851 516, 900 395, 108
Total deposits 1, 243, 506 970, 968 773,511 566, 996 406, 922
SUMVARY RESULTS OF OPERATI ONS
Interest income $86, 478 $57, 998 $45, 968 $38, 998 $33, 897
I nterest expense 29, 811 16, 331 13, 893 14, 128 15, 991

Net interest income $56, 667 $41, 667 $32, 075 $24, 870 $17, 906
Provision for |oan |osses 3,772 2,989 1,575 1,678 1,572

Net interest incone after

provision for |oan |osses $52, 895 $38, 678 $30, 500 $23, 192 $16, 334
Non-i nterest incone 6,676 5,759 7,746 5,593 4,704
Non-interest expense 29, 466 22,807 20, 820 17, 217 13,982

Incone before taxes $30, 105 $21, 630 $17, 426 $11, 568 $7, 056

I ncone tax expense 10, 438 7,401 5, 880 3,892 2,391

Net income $19, 667 $14, 229 $11, 546 $7, 676 $4, 665
PER SHARE DATA (1)
Net income, basic $1. 40 $1.08 $0. 94 $0. 69 $0. 44
Net income, diluted $1.31 $0. 99 $0. 86 $0. 62 $0. 40
Book val ue $7. 96 $6. 62 $4. 49 $3.58 $2. 47
Average nunber of shares
out st andi ng:

BASI C 14, 010, 688 13,212,621 12, 166, 805 11, 124, 241 10, 591, 215

DI LUTED 14,989, 143 14, 330, 169 13, 300, 713 12, 491, 041 11, 766, 980
GROWIH AND SI GNI FI CANT RATI CS
% Change in net incone 38.22% 23.24% 50. 42% 64. 54% 43. 54%
% Change in assets 33.27% 29.22% 32.89% 35.53% 31. 88%



% Change in |oans (net) 37.21% 41.37% 26. 69%
% Change in deposits 28.07% 25.53% 36. 42%
% Change in equity 22.44% 65. 77% 31. 64%
Equity to asset ratio 7.36% 8. 02% 6. 25%
Return on average assets 1.45% 1.39% 1. 47%
Return on average equity 19. 44% 19. 28% 23. 71%
Average equity to average assets 7.47% 7.22% 6.21%
Efficiency ratio (2) 46.52% 48. 01% 52. 17%
(1) Adjusted for all years presented giving retroactive effect to

five-for- four stock splits in the formof 25% stock dividends in 2001
and 2002, a two-for-one split in the formof a 100% stock dividend in
2003, and five-for-four stock splits in the formof 25% stock dividends
in 2004 and 2005

(2) Conmput ed by dividing non-interest expense by the sum of net interest
income on a tax equivalent basis and non-interest incone, net of
securities gains or losses. This is a non-GAAP financial measure, which
we believe provides investors with inmportant information regarding our
operational efficiency. Conparison of our efficiency ratio with those of
ot her conpani es may not be possible, because other conpani es may
calculate the efficiency ratio differently
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MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF
OPERATI ONS

FORWARD- LOOKI NG STATEMENTS

Thi s managenent's di scussion and anal ysis and other portions of this report
contain forward-1ooking statements within the meaning of the Securities and
Exchange Act of 1934, as anended, including statenments of goals, intentions, and
expectations as to future trends, plans, events or results of Conpany operations
and policies and regarding general econonic conditions. In some cases

forward-| ooking statements can be identified by use of words such as "may,"
"will," "anticipates," "believes," "expects," "plans," "estimtes," "potential,"
"continue," "should," and simlar words or phrases. These statenments are based
upon current and anticipated econonic conditions, nationally and in the
Conpany's market, interest rates and interest rate policy, conpetitive factors
and other conditions which by their nature, are not susceptible to accurate
forecast, and are subject to significant uncertainty. Because of these
uncertainties and the assunptions on which this discussion and the

forward-| ooking statements are based, actual future operations and results may
differ materially fromthose indicated herein. Readers are cautioned agai nst

pl aci ng undue reliance on any such forward-1ooking statements. The Conpany's
past results are not necessarily indicative of future performance

NON- GAAP PRESENTATI ONS

This managenent's discussion and analysis refers to the efficiency ratio, which
is conputed by dividing non-interest expense by the sumof net interest income
on a tax equivalent basis and non-interest income. This is a non-GAAP financia
measure that we believe provides investors with inportant information regarding
our operational efficiency. Conparison of our efficiency ratio with those of

ot her conpani es may not be possible because other conpanies may cal culate the
efficiency ratio differently. The Conpany, in referring to its net incone, is
referring to income under accounting principles generally accepted in the United
States, or "GAAP"

GENERAL

The followi ng presents managenment's di scussion and anal ysis of the consolidated
financial condition and results of operations of Virginia Comrerce Bancorp, Inc
and subsidiaries (the "Conpany") as of the dates and for the periods indicated
This discussion should be read in conjunction with the Conpany's Consoli dated
Fi nanci al Statenents and the Notes thereto, and other financial data appearing
el sewhere in this report. The Conpany is the parent bank hol ding conpany for
Virginia Commerce Bank (the "Bank"), a Virginia state-chartered bank that
commenced operations in May 1988. The Bank pursues a traditional community
banking strategy, offering a full range of business and consuner banking

servi ces through nineteen branch offices, two residential nortgage offices and
one investnment services office.

Headquartered in Arlington, Virginia, Virginia Comrerce serves the Northern
Virginia suburbs of Washington, D.C., including Arlington, Fairfax, Fauquier,
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Loudoun and Prince WIliam Counties and the cities of Alexandria, Fairfax, Falls
Church, Manassas and Manassas Park. Its service area also covers, to a |esser
extent, Washington, D.C. and the nearby Maryland counties of Mntgonery and
Prince Georges. The Bank's custoner base includes snall-to-nedium sized

busi nesses including firms that have contracts with the U S. governnent
associations, retailers and industrial businesses, professionals and their
firms, business executives, investors and consuners. Additionally, the Bank has
strong market niches in comercial real estate and construction |ending and
operates its residential nortgage |lending division as its only business segnent
Over the past five years, the Conpany has experienced significant growth in
total assets, |oans, deposits and net incone

CRI TI CAL ACCOUNTI NG POLI Cl ES

During the year ended Decenber 31, 2005, there were no changes in the Conpany's
critical accounting policies as reflected in the |last report

The Conpany's financial statements are prepared in accordance with accounting
principles generally accepted in the United States (GAAP). The financia
informati on contained within our statements is, to a significant extent
financial infornmation that is based on neasures of the financial effects of
transactions and events that have already occurred. A variety of factors could
affect the ultimate value that is obtained either when earning income
recogni zi ng an expense, recovering an asset or relieving a liability. W use
historical |loss factors as one factor in determning the inherent |oss that may
be present in our loan portfolio. Actual |osses could differ significantly from
the historical factors that we use. In addition, GAAP itself may change from one
previously acceptable nmethod to another nmethod. Although the econom cs of our
transactions woul d be the same, the timng of events that woul d inpact our
transactions could change
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The all owance for loan |losses is an estimate of the losses that are inherent in
our loan portfolio. The allowance is based on two basic principles of
accounting: (i) SFAS 5, Accounting for Contingencies, which requires that |osses
be accrued when they are probable of occurring and estinmable and (ii) SFAS 114
Accounting by Creditors for Inpairment of a Loan, which requires that |osses be
accrued based on the differences between the value of collateral, present value
of future cash flows or values that are observable in the secondary market and
the | oan bal ance

Qur allowance for |loan | osses has three basic conmponents: the specific

al |l owance, the fornmula allowance and the unallocated allowance. Each of these
conponents is determ ned based upon estimates that can and do change when the
actual events occur. The specific allowance is used to individually allocate an
al | owance for loans identified as inpaired. Inpairnent testing includes
consideration of the borrower's overall financial condition, resources and
paynment record, support available fromfinancial guarantors and the fair market
value of collateral. These factors are conbined to estimate the probability and
severity of inherent |osses. When inpairment is identified, then a specific
reserve is established based on the Conpany's cal cul ation of the |oss enbedded
in the individual |oan. Large groups of smaller balance, honbgeneous |oans are
collectively evaluated for inpairnent. Accordingly, the Conpany does not
separately identify individual consumer and residential |oans for inpairnent
The forrmula allowance is used for estimating the loss on internally risk rated
| oans exclusive of those identified as inpaired. The loans neeting the criteria
for substandard, doubtful and loss, as well as inpaired | oans, are segregated
fromperformng loans within the portfolio. Internally classified | oans are then
grouped by loan type (comercial, comercial real estate, commercia
construction, residential real estate, residential construction or installnent)
Each | oan type is assigned an allowance factor based on nmanagenent's estinate of
the associated risk, conplexity and size of the individual |oans within the
particular loan category. Classified | oans are assigned a hi gher allowance
factor than non-rated | oans due to nmanagenent's concerns regarding
collectibility or managenment's know edge of particular el ements surrounding the
borrower. Allowance factors grow with the worsening of the internal risk rating
The unall ocated fornula is used to estimate the loss of non-classified | oans
These | oans are al so segregated by |oan type and all owance factors are assigned
by managenent based on delinquencies, loss history, trends in volume and terns
of loans, effects of changes in lending policy, the experience and depth of
managenent, national and |ocal economc trends, concentrations of credit
quality of the loan review systemand the effect of external factors (i.e.
conpetition and regul atory requirements). The factors assigned differ by |oan
type. The unallocated all owance captures |osses whose inpact on the portfolio



has occurred but has yet to be recognized in either the formula or specific

al | owance. Allowance factors and the overall size of the allowance may change
fromperiod to period based on managenent's assessnment of the factors described
above and the relative weights given to each factor. For further information
regarding the allowance for |oan | osses see Notes 1 and 4 to the Consolidated
Fi nanci al Statenents and the discussion under the caption "Asset Quality -
Provi sion and Al l owance for Loan Losses" at page 12.

FI NANCI AL PERFORMANCE OVERVI EW

For the year ended Decenber 31, 2005, total assets increased $379.1 million, or
33.3% from $1.14 billion at Decenber 31, 2004, to $1.52 billion, with |oans,

net of the allowance for |oan |osses, increasing $344.5 nmillion, or 37.2% from
$925.8 nmillion at December 31, 2004, to $1.27 billion at Decenber 31, 2005. This
growth in loans and total assets was fueled by an increase in total deposits of
$272.5 mllion, or 28.1% from$971.0 nmillion at Decenber 31, 2004, to $1.244
billion, a $58.6 mllion increase in repurchase agreenments and federal funds
purchased, and $25.0 million in proceeds fromthe issuance of trust preferred
capital notes. Net income for the year ended Decenber 31, 2005 was up $5.5
mllion, or 38.2% from$14.2 mllion in 2004, to $19.7 nillion with a $15.0

mllion increase in net interest income, the Conpany's primary source of
revenue.
In 2004, total assets increased $257.7 million, or 29.2% from $881.7 nmillion at

Decenber 31, 2003, to $1.14 billion, with loans increasing $270.9 nmillion, or
41. 4% from $654.9 million at Decenber 31, 2003, to $925.8 million. As in 2005,
the npjority of the growth in loans and total assets was funded by increases in
deposits, with total deposits rising $197.5 mllion, or 25.5% from $773.5
mllion at December 31, 2003, to $971.0 million at the end of 2004. Additional
funding was provided by a $22.3 nmillion increase in repurchase agreements and
$21.8 million in net proceeds froma followon public offering in May 2004. Net
income in 2004 was up $2.7 million, or 23.2% from$11.5 million in 2003 to
$14.2 million with growh in net-interest income again being the primary factor.
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As noted, the Conpany achi eved significant growth in loans in 2005. Loans are
the Conpany's mmjor asset and as a result the mgjor contributor to interest
incone. The mpjority of loan growth occurred in real estate nortgage |oans,
which rose $173.4 mllion, or 28.6% from $605.4 mllion at Decermber 31, 2004,
to $778.8 mllion at Decernber 31, 2005. Real estate construction |oans
represented the second largest dollar increase rising $140.5 million, or 58.4%
from $240.5 million at Decenber 31, 2004, to $381.0 million, while a greater
enphasi s by the Conpany on commercial |ending, beginning in 2004, contributed to
a record level increase in comercial loans with total commercial |oans
increasing $33.5 mllion, or 37.8% from$88.7 nmillion at Decenber 31, 2004, to
$122.2 million at December 31, 2005. In 2004, growth by category was simlar to
what was achieved in 2005, with real estate nortgage |oans increasing $161.0
mllion, real estate construction |oans representing the second |argest increase
at $87.1 million, and comercial |oans rising $27.5 mllion.

While loans are the Conmpany's mmjor asset, deposits are the Conpany's nmjor
source of funding and as a result the major contributor to interest expense. In
2005, deposits increased by $272.5 million, or 28.1% wth non-interest-bearing
demand deposits increasing $40.5 million, or 27.3% to $188.6 million, savings
and interest-bearing demand deposits increasing $17.2 mllion, or 5.2% and tine
deposits growing $214.9 nillion, or 43.8% from $490.5 nillion at Decenber 31,
2004, to $705.4 nillion. For the year ended Decenber 31, 2004, deposit growth
included a $28.3 nillion increase in non-interest-bearing demand deposits, a
$7.7 million decline in savings and interest-bearing demand deposits, and a
$176.9 nmillion increase in time deposits. In addition to the strong growth in
deposits, repurchase agreenents which represent funds of numerous demand deposit
custonmers of the Bank, increased $31.6 nmillion, or 59.4% from$53.2 nillion at
Decenber 31, 2004, to $84.8 million at Decenber 31, 2005, and increased $22.3
mllion, or 72.3% in 2004.

The Conpany's investnent securities portfolio represents its second |argest

asset and contributor to interest incone and is generally maintained as a
primary source of liquidity. Particularly over the past two years as |oan growth
out paced deposits. In 2005, the portfolio increased by $9.9 nillion, or 6.0%
from$163.2 nmillion at Decenber 31, 2004, to $173.1 nmillion at Decenber 31,

2005, with growth concentrated in short-term U.S. Governnent Agency obligations.
Gowmh was sinmlar in 2004, with the portfolio increasing $14.0 nillion, or
9.4% from $149.2 nillion at Decenber 31, 2003, to $163.2 nmillion, with growth
again concentrated in short-term U.S. Governnent Agency obligations and Treasury



securities.

For the year ended Decenber 31, 2005, the Conpany achi eved record earnings of

$19.7 mllion, an increase of 38.2%conpared to earnings of $14.2 mllion for
the prior fiscal year as net interest income increased $15.0 mllion, or 36.0%
from$41.7 million in 2004, to $56.7 mllion in 2005, non-interest incone

increased $917 thousand, or 15.9% from $5.8 million in 2004, to $6.7 mllion,
while provisions for |loan | osses were up $783 thousand, and non-interest expense
rose 29.2% from $22.8 mllion in 2004, to $29.5 mllion. As a result, the
Conpany's efficiency ratio, as defined, inproved from48.0%for the year ended
Decenber 31, 2004, to 46.5%in 2005. In 2004, earnings of $14.2 nillion

increased $2.7 mllion, or 23.2% conpared to earnings of $11.5 million in 2003
with net interest incone increasing $9.6 million, or 29.9% non-interest incone
falling $1.9 mllion, or 25.7% provisions for |oan |osses increasing $1.4

mllion, while non-interest expense rose by only $2.0 nmillion, or 9.1% For the

year ended Decenber 31, 2003, earnings of $11.5 million, represented an increase
of 50.4% conmpared to earnings of $7.7 million in 2002. On a diluted per share
basis earnings were $1.31, $0.99, and $0.86 in 2005, 2004, and 2003,
respectively, while the Conpany's return on average assets was 1.45% for 2005,
as conpared to 1.39%in 2004 and 1.47%in 2003. Return on average equity was
19.44%in 2005, 19.28%in 2004, and 23.71%in 2003.

St ockhol ders' equity increased by $20.5 million in 2005, or 22.4% from $91.3
mllion at Decermber 31, 2004, to $111.8 million, on earnings of $19.7 mllion
and $1.7 million in proceeds and tax benefits fromthe exercise of stock options
and warrants by Conpany directors and officers and the purchase of stock by
Conpany enpl oyees under an Enpl oyee Stock Purchase Plan. |In 2004, stockhol ders
equity increased $36.2 million, or 65.8% from$55.1 nmllion at Decenber 31
2003, to $91.3 million, on earnings of $14.2 nmillion, $21.8 mllion in net
proceeds fromthe issuance of 1,392,578 shares of common stock (adjusted for
5-for-4 stock splits in 2004 and 2005) through a followon public offering in
May 2004, and $708 thousand in proceeds and tax benefits fromthe exercise of
stock options and warrants by Conpany directors and officers and the purchase of
stock by Conpany enpl oyees under an Enpl oyee Stock Purchase Plan. The tota
nunber of common shares outstanding increased in 2005 by 3,003,180, with
2,797,374 shares issued due to a five-for-four stock split in the formof a
twenty-five percent stock dividend in May 2005, 194,710 shares issued as a
result of the exercise of stock options and warrants by Conpany directors and

of ficers and 11,096 shares issued to enpl oyees under the Conpany's Enpl oyee

St ock Purchase Pl an

NET | NTEREST | NCOVE

Net interest incone is the excess of interest earned on |oans and investnents
over the interest paid on deposits and borrowings and is the Conpany's primary
revenue source. Net interest incone is thereby affected by overall bal ance sheet
growth, changes in interest rates and changes in the m x of investnments, |oans,
deposits and borrow ngs. In 2005, net interest incone increased $15.0 mllion,
or 36.0% from$41.7 mllion in 2004, to $56.7 nmillion due to the significant
growth in loans and an increase in the net interest margin from4.23%in 2004 to
4.30% In 2004, net interest income increased $9.6 mllion, or 29.9% from $32.1
mllion in 2003, to $41.7 million with npost of the increase again attributable
to growth in loans. In 2003, net interest incone increased $7.2 million, or
29.0% from$24.9 mllion in 2002, to $32.1 million.

I'n January 2001, the Federal Reserve began reducing the fed funds target rate by
over five hundred basis points with its last reduction in June 2003 to a
historically low level of 1.00% Along with these reductions came a sinlar
decline in the prime lending rate, to which the majority of the Conpany's
interest rates on loans are tied, and significantly lower rates on treasuries,
affecting the Conpany's investnment securities portfolio. As a result, the
Conpany's average yield on | oans declined from8.50%in 2001, to 6.49% in 2004,
and its yield on investnment securities fell from#6.07%in 2001, to 3.71%in
2004. Consequently the Conpany's overall yield on interest earning assets
decreased from8.01%in 2001, to 5.89%in 2004. On the other side, the cost of
deposits and borrowi ngs also fell during this period, from4.48%in 2001 to
2.03% by the end of 2004.

On June 30, 2004, the Federal Reserve began increasing the fed funds target rate
and by the end of 2005 had increased it three-hundred and twenty-five basis
points to 4.25% As a result the Conpany's yield on earning assets increased
from5.89%in 2004 to 6.57%in 2005, while the cost of interest-bearing
liabilities also increased from2.03%in 2004 to 2.79%in 2005. The result was a



decline in the interest rate spread; however, the overall net interest margin
increased from4.23%in 2004 to 4.30%in 2005, as the |level of average earning
assets to average interest bearing liabilities rose from122.6%in 2004 to
123.5% i n 2005.

Wth expectations for another twenty-five to fifty basis points increase in the
fed funds target rate in 2006, the Conpany expects further inprovenment in |oan
yi el ds; however, a fairly flat to slightly inverted yield curve along with
increased conpetition in the Conpany's market for deposits, especially in the
rates paid for time deposits, are expected to pressure the net interest margin

| ower. Tables 1, 2 and 3 provide further information with regard to yields,
costs, the changes in net interest income and associated risk.
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TABLE 1: AVERAGE BALANCES, | NCOVE AND EXPENSE, YIELDS AND RATES

The followi ng table shows the average bal ance sheets for each of the years ended

Decenber 31, 2005, 2004, and 2003. In addition, the ampunts of interest earned
on earning assets, with related yields, and interest expense on interest-bearing
liabilities, with related rates, are shown. Loans placed on a non-accrual status

are included in the average bal ances. Net |oan fees and late charges included in

interest income on loans totaled $4.0 mllion, $2.8 million and $2.1 nmillion for
2005, 2004, and 2003, respectively.
Table 2
2005 2004 2003
(Dol lars in thousands) Interest Average Interest Average Interest Average
Aver age I nconme- Yi el ds Average |ncone- Yi el ds Aver age I ncone- Yi el ds
Bal ance Expense / Rat es Bal ance Expense / Rat es Bal ance Expense / Rat es
ASSETS
Securities (1) $168, 733 $6, 167 3.70% $159, 833 $5, 853 3.71% $115, 995 $4,526 3.98%
Loans, net of unearned incone 1,128, 801 79,614 7.05% 798, 195 51,814 6. 49% 595, 816 41, 065 6.89%
I nterest-bearing deposits in
ot her banks 1,020 30 2.95% 447 10 2.23% -- -- --
Federal funds sold 19, 599 667 3. 40% 27,748 321 1.16% 36,018 377 1.05%
TOTAL | NTEREST- EARNI NG ASSETS $1, 318,153 $ 86,478 6.57% $ 986,223  $57,998 5.89% $747,829  $45, 968 6.16%
Ot her assets 35, 800 36, 455 35,754
TOTAL ASSETS $1, 353, 953 $1, 022, 678 $783, 583
LI ABI LI TI ES & STOCKHOLDERS' EQUI TY
I nterest-bearing deposits
NOW account s $207, 053 $3, 422 1.65% $209, 617 $2,789 1.33% $157, 958 $2, 415 1.53%
Money market accounts 110, 623 1,988 1.80% 119, 963 1,667 1.39% 85, 418 1,354 1.59%
Savi ngs accounts 20, 497 112 0. 55% 20, 255 111 0. 55% 22,136 180 0.81%
Ti me deposits 633,572 20,910 3.30% 395,718 10, 533 2.66% 299, 752 8, 965 2.99%
Total interest-bearing deposits $971,745  $26, 432 2.72% $745,553  $15, 100 2.03% $565, 264  $12,914 2.28%
Securities sold under agreenent
to repurchase and federal funds
pur chased 63, 342 1,710 2.70% 39, 962 325 0.81% 32,963 123 0.37%
Ot her borrowed funds 13, 759 423 3.07% 733 15 2.00% 351 21 5.98%
Trust preferred capital notes 18, 822 1, 246 6.62% 18, 000 891 4.95% 18, 000 835 4.64%
TOTAL | NTEREST- BEARI NG LI ABILITIES $1,067,668  $29, 811 2.79% $804, 248  $16, 331 2.03% $616,578  $13, 893 2.25%
Demand deposits and ot her
liabilities 185, 134 144,617 118, 313
TOTAL LI ABI LI TIES $1, 252, 802 $948, 865 $734, 891
St ockhol ders' equity 101, 151 73,813 48, 692




TOTAL LI ABILITIES AND STOCKHOLDERS

EQUI TY

Interest rate spread
NET | NTEREST | NCOVE AND MARGA N

historical cost and do not give effect

2005 and 2004, and 34% for 2003

TABLE 2: RATE- VOLUME VARI ANCE ANALYSI S

Interest inconme and expense are affected by changes in interest rates, by

shows the year-to-year changes in the conponents of net interest incone

Table 3

(Dol lars in thousands)

| NTEREST | NCOMVE

Loans

Securities

Interest bearing deposits in other
banks

Federal funds sold

Total interest incone

| NTEREST EXPENSE

I nterest-bearing deposits
NOW account s
Money narket accounts
Savi ngs accounts
Ti me deposits

Total interest-bearing deposits

Securities sold under agreenent to
repurchase and federal funds

pur chased

Ot her borrowed funds

Trust preferred capital notes

Total interest expense

$1, 353, 953 $1, 022,678 $783, 583
3.78% 3.86% 3.91%
$56, 667 4.30% $41, 667 4.23% $32, 075 4.30%
(1) Yields on securities available-for-sale have been calcul ated on the basis of
to changes in the fair value of those
securities, which are reflected as a conponent of stockhol ders' equity. Average
yields on securities are stated on a tax equivalent basis, using a 35%rate for
changes in the volumes of earning assets and interest-bearing liabilities, and
by changes in the mx of these assets and liabilities. The follow ng analysis
2005 COVPARED TO 2004 2004 COVPARED TO 2003
I ncrease/ (Decr ease) I ncrease/ (Decrease)
Due to Tot al Due to Tota
—————————————————————— I ncrease/ ----------------------- Increase/
Vol ume Rat e (Decr ease) Vol ume Rat e (Decr ease)
$23, 318 $ 4,482 $27, 800 $13, 137 $(2, 388) $10, 749
335 (21) 314 1,638 (311) 1,327
17 3 20 10 -- 10
(277) 623 346 (96) 40 (56)
$23, 393 $ 5,087 $28, 480 $14, 689 $(2, 659) $12, 030
$ (42) $ 675 $633 $ 687 $ (313) $ 374
(168) 489 321 480 (167) 313
1 -- 1 (10) (59) (69)
6,414 3,963 10, 377 2,533 (965) 1,568
$ 6,205 $ 5,127 $11, 332 $ 3,690 $(1,504) $ 2,186
631 754 1,385 57 145 202
400 8 408 8 (14) (6)
55 300 355 -- 56 56
$ 7,291 $ 6,189 $13, 480 $ 3,755 $(1,317) $ 2,438
$16, 102 $(1, 102) $15, 000 $10, 934 $(1, 342) $ 9,592

CHANGE | N NET | NTEREST | NCOVE

ASSET/ LI ABI LI TY MANAGEMENT AND QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT

MARKET RI SK

In the normal course of business

the Conpany is exposed to market risk, or

interest rate risk, as its net income is |largely dependent on its net interest
income. Market risk is managed by the Conpany's Asset/Liability Managenent

Committee that fornulates and nonitors the performance of the Conpany based on
established |l evels of market risk as dictated by policy. In setting tolerance

levels, or limts on market risk
and capital, the level and genera

econoni ¢ conditions and other factors
sensitivity, can be defined as the ampunt

the Commi ttee considers the inmpact on earnings
direction of interest rates, liquidity, |loca
Interest rate risk, or interest

of forecasted net interest incone that

may be gained or |ost due to favorable or unfavorable novenents in interest
rates. Interest rate risk, or sensitivity, arises when the maturity or repricing



of interest-bearing assets differs fromthe maturing or repricing of
interest-bearing liabilities and as a result of the difference between tota
interest-bearing assets and interest-bearing liabilities. The Conpany seeks to
manage interest rate sensitivity while enhancing net interest incone by
periodically adjusting this asset/liability position; however, in general the
Conpany has mamintained a fairly balanced sensitivity to changes in interest
rates.

One of the tools used by the Conpany to assess interest sensitivity on a nonthly
basis is the static gap analysis that neasures the cunul ative differences

bet ween the ampunts of assets and liabilities maturing or repricing within
various time periods. It is the Conpany's goal to manage the one-year cunul ative
difference, or gap, in an attenpt to limt changes in future net interest incone
fromchanges in market interest rates. A static gap analysis is shown in Table 3
below, and reflects the earlier of the maturity or repricing dates for various
assets, including prepaynment and anortization estimates, and liabilities as of
Decenber 31, 2005. At that point in time, the Conpany had a cunul ative net asset
sensitive one-year gap position of $63.0 million, or a positive 4.3%of tota
interest-earning assets

This position would generally indicate that over a period of one-year net
interest earnings should increase in a rising interest rate environnent as nore
assets would reprice than liabilities and should decrease in a falling interest
rate environment. However, this neasurenent of interest rate risk sensitivity
represents a static position as of a single day and is not necessarily
indicative of the Conpany's position at any other point in tine, does not take
into account the differences in sensitivity of yields and costs on specific
assets and liabilities to changes in nmarket rates, and it does not take into
account the specific timng of when changes to a specific asset or liability
will occur. Mre accurate neasures of interest sensitivity are provided to the
Conpany using earnings sinulation nodels

$ 175,417
1, 035

12, 548
1,284,076

$202, 031
127,688
19, 847
705, 386

111, 794
43, 000

$ 263,330
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TABLE 3: STATIC GAP ANALYSI S

Table 4

At Decenber 31, 2005 | NTEREST SENSI TI VI TY PERI ODS
(Dol lars in thousands) W thin 91 to 365 Over 1 to Over 5

90 Days Days 5 Years Year s

| NTEREST EARNI NG ASSETS

Securities, at anortized cost $ 12,132 $ 30, 441 $112, 621 $ 20, 223
Interest bearing deposits in other banks -- 1, 035 -- --
Loans hel d-for-sale 12, 548 -- -- --
Loans, net of unearned incone 510, 481 237,010 467, 276 69, 309
Total interest earning assets $535, 161 $268, 486 $579, 897 $ 89, 532
| NTEREST- BEARI NG LI ABI LI TI ES

NOW account s $ 25,254 $ 25,254 $151, 523 $ --
Money market accounts 15, 961 15, 961 95, 766 --
Savi ngs accounts 2,481 2,481 14, 885 --
Ti me deposits 141, 079 382, 357 181, 850 100
Securities sold under agreenents to

repurchase and federal funds purchased 111, 794 -- -- --
Trust preferred capital notes - - 18, 000 -- 25, 000
Total interest-bearing liabilities $296, 569 $444, 053 $444, 024 $ 25,100
CUMULATI VE MATURI TY / | NTEREST SENSI TIVITY $238, 592 $ 63,025 $198, 898 $263, 330
GAP
As % of total earnings assets 16. 20% 4.28% 13. 50% 17. 88%

In order to nore closely neasure interest sensitivity, the Conpany uses earnings
sinmul ation nodels on a quarterly basis. These nodels utilize the Conpany's
financial data and various managenment assunptions as to bal ance sheet growth,
interest rates, operating expenses and other non-interest incone sources to
forecast a base |level of earnings over a one-year period. This base |evel of
earnings is then shocked assum ng a 200 basis points higher and | ower |evel of



interest rates over the forecasted period. The npbst recent earnings sinulation
model was run based on data as Decenber 31, 2005, and consistent with the
Conpany's belief fromits static gap analysis that its bal ance sheet structure
was asset sensitive at that tinme, the nodel projected that forecasted earnings
over a one-year period would increase by 0.49%if interest rates were to be 200
basi s points higher than expected, and forecasted earnings woul d decrease by
3.33%if interest rates were to be 200 basis points |ower than expected

Managenent believes the nodeled results are consistent with the short duration
of its balance sheet and given the many variables that effect the actual timng
of when assets and liabilities will reprice. The Conpany has set a linmt on this
measurenent of interest sensitivity to a maxi mumdecline in earnings of 20%
Since the earnings nodel uses nunerous assunptions regarding the effect of
changes in interest rates on the timng and extent of repricing characteristics
future cash flows and custoner behavior, the nodel cannot precisely estimte net
incone and the effect on net incone from sudden changes in interest rates

Actual results will differ fromthe sinmulated results noted above due to the
timng, magnitude and frequency of interest rate changes and changes in market
condi ti ons and managenent strategies, anong other factors

NON- | NTEREST | NCOVE

The Conpany's non-interest income sources include service charges and other fees
on deposit accounts, fee and net gains fromloans originated and sold through
its nortgage |ending division, conm ssions fromnon-deposit investnment sales and
increases in the cash surrender value of Bank owned life insurance policies
Non-interest inconme increased $917 thousand in 2005, or 15.9% from $5.8 nillion
in 2004 to $6.7 nmillion, and decreased $2.0 million, or 25.6% from$7.7 million
in 2003, to $5.8 million in 2004. In 2003, non-interest inconme increased $2.1
mllion, or 38.5% from$5.6 nmllion in 2002, to $7.7 million. Fees and net
gains on nortgage | oans held-for-sale accounted for the majority of the increase
in non-interest incone in 2003 and the subsequent decrease in 2004 as |ower
interest rates and a strong | ocal housing market pushed production levels to new
highs in 2003, while in 2004 refinancing activity slowed considerably, and
consequently fees and net gains on nortgage |oans held-for-sale declined. In
2005, fees and net gains were nostly unchanged, rising only $77 thousand

year - over - year
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The Conpany's nortgage | ending division began operations in 1999 and in its
first two years originated an average of $76.7 million in nortgages for sale
Over the next three years as nortgage rates began to fall, refinancing and hone
purchases increased significantly with refinancing activity hitting record
levels in 2003. As a result, nortgages originated for sale increased to $180.7
mllion in 2001, $207.8 million in 2002 and to a record level of $287.8 million
in 2003. In 2004, due to lower levels of refinancing activity, originations fel
to $175.9 nillion, while in 2005 that nunber increased to $202.3 million
however; pricing becane nore conpetitive and as noted above, fees and net gains
were nostly unchanged. Adverse changes in the local real estate market, consuner
confidence, and interest rates, as well as increased conpetition could adversely
inmpact the level of loans originated for sale, and the resulting fees and

earni ngs thereon. The Conpany continues to try to expand the level of |oans
originated for sale and the resulting fees and net gains thereon, with the
hiring of additional conm ssion based |oan officers and expansion of its base of
correspondents to enhance product offerings

Servi ce charges and other fees, which include nonthly deposit account

mai nt enance charges, overdraft fees, ATM fees and charges, debit card incone
safe deposit box rents, nerchant discount fee income, and |ock-box service fees
increased $804 thousand, or 46.0% from$1.7 million in 2004, to $2.6 nillion in
2005. I n 2004, service charges and other fees were up $140 thousand, or 8.7%
from$1.6 million to $1.7 nmillion, while in 2003 they were nostly unchanged. The
increase in 2004 was due to higher |ock-box service fees, debit card incone and
ATM fees and charges, while in 2005 increases included $284 thousand in higher
overdraft fees associated with a new overdraft protection programfor the
majority of the Bank's retail checking account custoners and $348 thousand in

hi gher fees from | ock-box operations as a result of increased activity in one
customer account related to donations for Hurricane Katrina. Managenent expects
continued i nprovenent in the level of overdraft fees in 2006 while fees from

| ock-box operations will be |ower

In seeking to inprove non-interest incone sources, the Conpany added non-deposit
investment services, through a third party arrangenent, in 2002. This new



service provided for $202 thousand in additional incone in 2003, $427 thousand
in 2004 and $456 thousand in 2005. No significant increases are expected in
2006.

O her non-interest income was nostly unchanged in 2005, while increasing by $89
thousand, or 33.6% from $265 thousand in 2003, to $354 thousand in 2004, and
from $44 thousand in 2002, to $265 thousand in 2003. The majority of this incone
source is related to the purchase of $6 nmillion in Bank owned |ife insurance
policies in May 2003. These polices, which are recorded on the Conpany's bal ance
sheet under other assets, accounted for $259 thousand of the $361 thousand in

ot her income in 2005, and $282 thousand of the $354 thousand in other incone in
2004. The Conpany does not anticipate additional purchases of this insurance in
2006. Income from Bank owned |ife insurance is non-taxable

NON- | NTEREST EXPENSE

I'n 2005, non-interest expense increased $6.7 mllion, or 29.2% from $22.8
mllion in 2004, to $29.5 nmillion, and increased $2.0 nmillion, or 9.5% from
$20.8 million in 2003 to $22.8 mllion in 2004. Salaries and benefits accounted
for $3.8 million, or 57.7% of the total increase in non-interest expense in
2005, $916 thousand, or 46.1% in 2004, and $2.4 nmillion, or 66.7%in 2003

Conmi ssions and incentive conpensation associated with the significant increases
in total loans and |loans originated for sale, together with increased
conpensation associated with additional enployees added due to overall growth
and branch expansion were the reasons for the increases. The Conpany anticipates

that salaries and benefits expense will continue to be the largest single factor
in increased non-interest expenses in future periods due to branch expansion and
other staffing needs. In addition, the Conmpany will begin expensing options in

2006 with an estimated inpact of $232 thousand for the year

Cccupancy expenses, which include rents, depreciation, maintenance on buildings
| easehol ds and equi pment, increased $1.2 million, or 38.2% from$3.2 mllion in
2004, to $4.5 million in 2005, and increased only $50 thousand, or 1.6% in
2004. I n 2003, occupancy expense was up $275 thousand, or 9.4% The significant
increase in expense in 2005 was due to the opening of five new branch |ocations
bet ween August 2004 and June 2005 and expanded office facilities for |ending
units, while in 2004, occupancy expense was nostly unchanged as two new branch
l ocations were opened in the later part of the year while depreciation expenses
associ ated with ol der branch locations were reduced. Occupancy is expected to
significantly increase again in 2006 as the Conpany anticipates three to five
new branches to be opened and additional facilities needed for expanding its
back office operations

Dat a processi ng expense increased by $239 thousand, or 18.2% in 2005, increased
by $75 thousand, or 6.1% in 2004, and was up $160 thousand, or 14.8% in 2003
These increases are consistent with overall growth in the total nunber of |oan
and deposit accounts processed
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Ot her operating expenses, which include advertising and public relations
expenses, bank franchise taxes, |egal and professional fees, telecomunications
suppl i es and postage, increased by $1.3 mllion, or 28.0% from%$4.8 mllion in
2004, to $6.1 mllion in 2005, and increased $946 thousand, or 24.7% from $3.8
mllion in 2003 to $4.8 mllion in 2004. In 2003, other operating expenses
increased $765 thousand, or 25.0% The increases over the years are generally
due to branch expansion and overall growth, while in 2005 advertising and public
rel ati ons expense accounted for $342 thousand of the total increase, and in
2004, $239 thousand of the increase was due to one-tinme professional fees
associated with initial Sarbanes/ Oxley Section 404 conpliance efforts. The
Conpany expects other operating expenses will continue to increase in future
periods; however, the percentage increases are likely to be |ower

I NCOVE TAXES

The Conpany's incone tax provisions are adjusted for non-deductible expenses and
non-taxable interest after applying the U S. federal incone tax rate of 35%in
2004 and 2005, and 34%in 2003. The provision for incone taxes totaled $10.4
mllion, $7.4 nmllion and $5.9 nillion, for the years ended Decenber 31, 2005
2004 and 2003, respectively. The effects of non-deductibl e expenses and
non-taxabl e interest on the Conpany's income tax provisions are mninmal. For
further information regarding the provisions for incone taxes see Note 8 to the
Consol i dated Financial Statenents

ASSET QUALITY - PROVI SI ON AND ALLOMNCE FOR LOAN LOSSES



The provision for loan | osses is based upon managenent's estimte of the ampunt
required to maintain an adequate allowance for |oan |osses reflective of the
risks in the loan portfolio. In 2005, net charge-offs total ed $353 thousand
conpared to $44 thousand and $42 thousand in 2004 and 2003, respectively. The
provision for loan | oss expense in 2005 was $3.8 nillion conpared to $3.0
mllion in 2004 and $1.6 nmillion in 2003. As a result the total allowance for
loan | osses increased $3.4 million, or 32.9% from$10.4 million at Decenber 31
2004, to $13.8 million at Decenber 31, 2005, increased $2.9 nillion, or 39.5%
in 2004 and increased 25.9%in 2003. These increases in the total allowance for
| oan | osses are consistent with a 37.2% increase in loans in 2005, 41.4%in 2004
and 26.7%in 2003, along with a continuing |low |level of non-performng |oans

Managenent feels that the allowance for |oan | osses is adequate at Decenber 31
2005. However, there can be no assurance that additional provisions for |oan

|l osses will not be required in the future, including as a result of possible
changes in the econonic assunptions underlying managenent's estimates and
judgnents, adverse devel opnents in the econony, on a national basis or in the
Conpany' s market area, or changes in the circunstances of particular borrowers

The Conpany generates a quarterly analysis of the allowance for |oan | osses
with the objective of quantifying portfolio risk into a dollar figure of
inherent |osses, thereby translating the subjective risk value into an objective
nunber. Enphasis is placed on seni-annual independent external |oan reviews and
nonthly internal reviews. The determ nation of the allowance for loan |osses is
based on applying and summing the results of eight qualitative factors and one
quantitative factor to each category of |oans along with any specific allowance
for inpaired and adversely classified |oans within the particular category. Each
factor is assigned a percentage wei ght and that total weight is applied to each
| oan category. The resulting sumfrom each |oan category is then conbined to
arrive at a total allowance for all categories. Factors are different for each

| oan category. Qualitative factors include: levels and trends in delinquencies
and non-accruals, trends in volunes and terns of |oans, effects of any changes
in lending policies, the experience, ability and depth of managenent, nationa
and | ocal econonic trends and conditions, concentrations of credit, quality of
the Conpany's | oan review system and regulatory requirenents. The tota

al | owance required thus changes as the percentage wei ght assigned to each factor
is increased or decreased due to its particular circunstance, as the various
types and categories of |oans change as a percentage of total |oans and as
specific allowances are required on inpaired |oans and hi gher allowance factors
are required on other adversely classified |oans. For further information
regarding the allowance for |oan | osses see Notes 1 and 4 to the Consolidated

Fi nanci al Statenents.
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TABLE 4: PROVI SION AND ALLOMNCE FOR LOAN LGOSSES

Table 5
(Dol lars in thousands) 2005 2004 2003
Al | owance, beginning of period $ 10, 402 $ 7,457 $ 5,924
CHARGE- OFFS
Real estate |oans $ -- $ -- $ --
Commer ci al | oans 341 -- 30
Consuner | oans 21 62 26
Total charge-offs $ 362 $ 62 $ 56
RECOVERI ES
Real estate |oans $ -- $ -- $ --
Commer ci al | oans -- 12 2
Consuner | oans 9 6 12
Total recoveries $ 9 $ 18 $ 14
Net charge-offs $ 353 $ 44 $ 42
PROVI SI ON FOR LOAN LOSSES 3,772 2,989 1,575

Al |l owance, end of period $ 13,821 $10, 402 $ 7,457

2002

$4, 356
$ -
87

68

$ 155
$ -
5

40

$ 45
$ 110
1,678
$5, 924

2001

$2, 803
$ -
23

$ 23
$ -
2

2

$ 4
$ 19
1,572
$4, 356



Ratio of net charges-offs to average total
| oans outstandi ng during period 0. 03% 0.01% 0.01% 0.02%

TABLE 5: ALLOCATI ON OF ALLOWANCE FOR LOAN LOSSES

The al |l owance for |oan | osses includes specific allowances where inpairnment has
been identified and a general allowance applicable to all |oan categories;
however, managenent has allocated the allowance to provide an indication of the
relative risk characteristics of the loan portfolio. The allocation is an
estimate and should not be interpreted as an indication that charge-offs wll
occur in these ampbunts, or that the allocation indicates future trends. The

al l ocation of the allowance at Decenber 31 for the years indicated and the ratio
of related outstanding |oan balances to total |oans are as follows:

Table 6

(Dol lars in thousands) 2005 2004 2003 2002 2001

ALLOCATI ON OF ALLOWANCE FOR LOAN LOSSES:

Real estate - nortgage $ 7,298 $ 5,584 $4, 188 $3, 159 $1, 957
Real estate - construction 3,599 2,328 1,789 1, 239 863
Conmer ci al 2,865 2,422 1,434 1, 469 1, 482
Consuner 59 68 46 57 54
Bal ance, Decenber 31, $13, 821 $10, 402 $7, 457 $5, 924 $4, 356
RATI O OF LOANS TO TOTAL YEAR- END LOANS:
Real estate - nortgage 60% 65% 67% 70% 66%
Real estate - construction 30% 25% 23% 21% 23%
Conmer ci al 9% 9% 9% 8% 9%
Consuner 1% 1% 1% 1% 2%
100% 100% 100% 100% 100%

See Notes 1 and 4 to the Consolidated Financial Statements for additional
informati on regarding the provision and all owance for |oan |osses.
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RI SK ELEMENTS AND NON- PERFORM NG ASSETS

Non- perform ng assets consist of non-accrual |oans, inpaired |oans, restructured
| oans, and other real estate owned (foreclosed properties). The total
non-performng assets and | oans that are 90 days or nore past due and still
accruing interest increased by $791 thousand, or 65.4% from$1.2 mllion at
year-end 2004 to $2.1 nillion at year-end 2005, and decreased by $211 thousand,
or 14.8% from$1.4 mllion at year-end 2003. The increase of $791 thousand in
2005 was due to the payoff of an inpaired commercial loan for $1.1 nmillion and
the addition of a $1.8 million inpaired construction loan that is well-secured
by residential single-fam |y property.

Loans are placed in non-accrual status when in the opinion of nanagenent the
collection of additional interest is unlikely or a specific |loan neets the
criteria for non-accrual status established by regulatory authorities. No
interest is taken into income on non-accrual |oans. A loan renmins on
non-accrual status until the loan is current as to both principal and interest
or the borrower denonstrates the ability to pay and remain current, or both.

The ratio of non-perform ng assets and past due |loans to total |oans increased
from.13% at Decenber 31, 2004, to .15% at Decenber 31, 2005, and decreased from
.21% at Decenber 31, 2003, to .13% at Decenber 31, 2004. As noted above, the
increase in the ratio in 2005 was due to the $1.8 million inpaired |oan on
residential single-fam |y property. The Conpany expects its ratio of
non-performng assets to remain lowrelative to its peers, however, the ratio
could increase due to an aggregate of $4.6 nmillion in other identified potential
problem | oans, to six borrowers, as of Decenber 31, 2005, for which managenent
has identified risk factors that may result in themnot being repaid in
accordance with their terns although the |l oans are generally well secured and
are currently performng. At Decenber 31, 2004, other identified potential
problem |l oans were $1.7 mllion and they were $2.2 nillion at Decenber 31, 2003.
See Notes 1 and 4 to the Consolidated Financial Statenments for additional

0.01%



information regarding the Conpany's non-performning assets

Forecl osed real properties include properties that have been substantively
repossessed or acquired in conplete or partial satisfaction of debt. Such
properties, which are held for resale, are carried at the lower of cost or fair
val ue, including a reduction for the estimated selling expenses, or principal
bal ance of the related | oan. The Conpany held no foreclosed real properties for
any of the years presented.

TABLE 6: NON- PERFORM NG ASSETS

Table 7
DECEMBER 31,
(Dol lars in thousands) 2005 2004 2003 2002 2001
Non- accrual |oans $ 14 $ 18 $ 46 $1, 943 $106
I mpaired | oans 1, 980 1,192 416 444 119
Restructured | oans -- -- 875 -- --
For ecl osed properties -- -- -- -- --
Total non-performng assets $1, 994 $1, 210 $1, 337 $2, 387 $225

Loans past due 90 days and still accruing 7 -- 84 -- 329
TOTAL NON- PERFORM NG ASSETS AND PAST DUE
LOANS $2, 001 $1, 210 $1, 421 $2, 387 $554
Al l owance for |oan |osses to total |oans 1.07% 1.11% 1.13% 1. 09% 1. 05%
Al l owance for |oan | osses to non-performng

| oans 693. 1% 859. 7% 557. 7% 248. 2% 1, 936. 0%
Non- perform ng assets and past due |oans to

total |oans 0. 15% 0.13% 0.21% 0. 44% 0. 13%
NON- PERFORM NG ASSETS AND PAST DUE LOANS TO

TOTAL ASSETS 0.13% 0.11% 0.16% 0. 36% 0.11%

LOAN PORTFOLI O

The Bank's lending activities are its principal source of income. Real estate

| oans, including residential permanents and construction, and conmerci al
permanents, represent the nmjor portion of the Bank's |oan portfolio. Loans, net
of unearned inconme and the allowance for |oan | osses, increased $344.5 nillion,
or 37.2% from $925.8 nillion at December 31, 2004, to $1.27 billion at Decenber
31, 2005, and increased $270.9 million, or 41.4% from $654.9 nmillion at
Decenber 31, 2003, to $925.8 million at year-end 2004. The increase in loans in
2005 included an increase in real estate nortgage |oans of $173.4 nmillion, or
28.6% an increase in real estate construction |oans of $140.5 million, or
58.4% and an increase in commercial |oans of $33.5 million, or 37.8% I|n 2004
growth in |oans by category was sinmlar with real estate nortgage |oans
increasing $161.0 million, or 36.2% real estate construction |oans increasing
$87.1 mllion, or 56.8% and comercial |oans increasing $27.5 mllion, or
45.0% The mpjority of the increase in real estate nortgage loans is
concentrated in non-farmnon-residential properties for which the Bank has had a
primary focus for years, while the majority of the increases in real estate
construction |loans are attributable to commercial builders of single-fanmly
housi ng. At Decenber 31, 2005, $257.6 nmillion of total real estate construction
| oans were to these commercial builders of single-fanm |y housing, $21.4 million
were to individuals on single-famly properties and $101.9 mllion were rel ated
to commercial properties. At Decenber 31, 2004, $163.3 million of real estate
construction |oans were to commercial builders of single-fam |y housing, $14.2
mllion were to individuals and $63.0 nmillion were related to conmmerci al
properties. The Bank expects that real estate construction loans wll continue
to grow, but not at the pace experienced in 2004 and 2005, although there can be
no assurance. The Bank has also increased its focus on commercial |ending over
the past two years with the hiring of several |oan officers devoted to

devel oping that |lending area. In addition, consunmer |ending, through home equity
lines of credit, which are included in total real estate nortgage |oans, have
increased from$42.2 nillion at December 31, 2003, to $61.2 nmillion at Decenber
31, 2004, and increased $9.2 mllion, or 15.0% to $70.4 nillion at December 31,
2005.
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As noted above, the mpjority of the Bank's | oan portfolio consists of
construction and conmercial real estate |oans. At Decenmber 31, 2005, the Bank
had $257.6 nmillion of construction |oans to comercial builders of single famly
housing in the Northern Virginia market, representing 20.0% of total |oans

These loans are made to a nunmber of unrelated entities and generally have a term
of twelve to eighteen nonths. Adverse devel opnents in the Northern Virginia rea
estate market or econony could have an adverse inpact on this portfolio of |oans
and the Conpany's inconme and financial position. In addition, the Bank had
$559.9 million, or 43.4%of the loan portfolio at December 31, 2005, secured by
non-farm non-residential properties. These |oans represent obligations of a

di versified pool of borrowers across nunerous businesses and industries in the
Northern Virginia market and include sone |oans that, although secured by
commercial real estate, are comercial purpose |oans nmade based on the financia
condition of the underlying business. At Decenber 31, 2005, the Conpany had no
ot her concentrations of loans in any one industry exceeding 10% of its tota

loan portfolio. An industry for this purpose is defined as a group of
counterparties that are engaged in simlar activities and have simlar economnc
characteristics that would cause their ability to neet contractual obligations
to be simlarly affected by changes in econom c or other conditions. The Bank
seeks to manage its concentrations of |oans through the establishnent of limts
on the level of its various loan types to total loans and to total capital. For
further information regardi ng concentrati ons of |oans see Note 17 to the
Consol i dated Financial Statenents

Tables 7 and 8 present information pertaining to the conposition of the |oan
portfolio including unearned incone, the allowance for |oan |osses, and the
maturity and repricing characteristics of selected |oans

TABLE 7: SUMMARY OF TOTAL LOANS

Table 8
DECEMBER 31,
(Dollars in thousands) 2005 2004 2003 2002 2001
Real estate - nortgage $ 778,788 $605, 420 $444, 411 $362, 024 $259, 299
Real estate - construction 380, 997 240, 469 153, 400 111, 333 94, 452
Conmer ci al 122,243 88, 725 61,178 44,559 39, 153
Consuner 7, 386 5,879 6,061 6, 941 8,004
Total | oans $1, 289, 414 $940, 493 $665, 050 $524, 857 $400, 908
Less unearned i ncone 5, 338 4,309 2,742 2,033 1, 444
Less all owance for |oan | osses 13, 821 10, 402 7,457 5,924 4,356
LOANS, NET $1, 270, 255 $925, 782 $654, 851 $516, 900 $395, 108
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TABLE 8: MATURI TY/ REPRI CI NG SCHEDULE OF TOTAL LOANS
Table 9
At Decenber 31, 2005 REAL ESTATE- REAL ESTATE-
(Dol lars in thousands) MORTGAGE CONSTRUCTI ON COMMVERCI AL CONSUMER TOTAL
VARI ABLE
Wthin 1 year $175, 722 $301, 215 $ 83,004 $3,114 $ 563,055
1-to-5 years 249, 612 5, 747 1, 856 -- 257, 215
After 5 years 15, 582 - - -- -- 15, 582
Tot al $440, 916 $306, 962 $ 84,860 $3,114 $ 835,852
FI XED RATE:
Wthin 1 year $ 29,916 $ 41,288 $ 4,857 $1, 862 $ 77,923
1-to-5 years 91, 747 7,875 13, 358 1,776 114, 756



After 5 years 216, 209 24,872 19, 168 634 260, 883

Tot al $337, 872 $ 74,035 $ 37,383 $4, 272 $ 453,562

TOTAL LOANS $778, 788 $380, 997 $122, 243 $7, 386 $1, 289, 414

I NVESTMENT SECURI Tl ES

The securities portfolio serves as a primary source of liquidity, is used as
needed to neet certain collateral requirements, helps in the managenent of
interest rate risk, an provides additional interest income. The securities
portfolio consists of two conponents, securities held-to-maturity and securities
avail abl e-for-sale. Securities are classified as held-to-maturity based on
managenent's intent and the Conpany's ability, at the time of purchase, to hold
such securities to maturity. These securities are carried at anortized cost.
Securities which may be sold in response to changes in market interest rates,
changes in the securities' prepaynment risk, increased |oan demand, general
liquidity needs, and other simlar factors are classified as available-for-sale
and are carried at estimated fair val ue.

Total securities increased $9.9 nmillion, or 6.0% from$163.2 mllion at

Decenber 31, 2004, to $173.1 nmillion at Decermber 31, 2005, and increased $14.0
mllion, or 9.4% from $149.2 nmillion at Decenber 31, 2003, to $163.2 nmillion at
Decenber 31, 2004. Securities of U S. CGovernnent Agencies represent the najority
of the portfolio and have continued to shorten in terns of average maturity over
the past two years. Table 9 provides information regarding the conposition of
the securities portfolio and Table 10 details the maturities and wei ghted
average yields (on a tax equivalent basis) at the dates indicated. See Note 2 to
the Consolidated Financial Statements for additional information regarding the
securities portfolio.

At Decenber 31, 2005, there were no single issuers, other than issuers who are
U.S. Governnent Agencies, whose securities owned by the Conpany had an aggregate
book value of nore than 10% of total stockholder's equity of the Conpany.

TABLE 9: SECURI TI ES PORTFOLI O

Tabl e 10
DECEMBER 31,
2005 2004 2003

(Dol lars in thousands) Per cent Per cent Per cent

Book Val ue of total Book Val ue of total Book Val ue of total
AVAI LABLE- FOR- SALE:
U. S. Governnent Agency obligations $116, 624 67.39% $100, 093 61.32% $93, 274 62. 48%
U. S. Treasuries -- 0. 00% 9, 930 6. 08% -- --
Donestic corporate debt obligations 6, 043 3.49% 6, 020 3.69% 5,995 4.02%
Obligations of states/political
subdi vi si ons 1,352 0. 78% 1,338 0. 82% 1,295 0.87%
Federal Reserve Bank stock 1, 442 0. 83% 1, 442 0. 88% 758 0.51%
Federal Hone Loan Bank stock 2,277 1.32% 1,761 1.08% 1, 355 0.91%
Communi ty Bankers' Bank stock 55 0.03% 55 0. 03% 55 0. 04%

$127, 793 73.84% $120, 639 73.90% $102, 732 68. 83%
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Table 11
DECEMBER 31,
2005 2004 2003

(Dol lars in thousands) Per cent Per cent Per cent

Book Val ue of total Book Val ue of total Book Val ue of total



HELD- TO- MATURI TY:

U. S. Governnent Agency obligations $ 35,798 20. 69% $ 33,667 20. 63% $ 38,490 25. 79%
Obligations of states/political
subdi vi si ons 8, 963 5.18% 8,433 5.17% 7,535 5. 05%
Donestic corporate debt obligations 499 0.29% 493 0.30% 488 0.33%
$ 45, 260 26.16% $ 42,593 26. 10% $ 46,513 31.17%
$173, 053 100. 00% $163, 232 100. 00% $149, 245 100. 00%
TABLE 10: MATURITY OF SECURI Tl ES
Table 12
At December 31, 2005 2004 2003
(Dol lars in thousands) Wei ght ed Wi ght ed Wei ght ed
Aver age Aver age Aver age
Book Val ue Yield Book Val ue Yield Book Val ue Yield
Maturing within one year $ 25,708 2.58% $ 14,944 1.91% $ 2,025 3.74%
Maturing after one through five years 92,673 3.78% 74, 664 2.88% 62, 640 2.79%
Maturing after five through ten years 34,741 4.73% 48,501 4. 41% 54,670 4.34%
Maturing after ten years 19, 931 5. 30% 25,123 4.85% 29,910 4.82%
$173, 053 3.97% $163, 232 3.55% $149, 245 3.78%
DEPGCSI TS

The Conpany's principal source of funds is deposit accounts conprised of demand
deposits, savings and noney market accounts, and tinme deposits. The mpjority of
the Bank's deposits are attracted fromindividuals and businesses in the
Northern Virginia and the Metropolitan, Washington D.C. area, and the interest
rates the Bank pays are generally near the top of the local market. In 2003, due
to historically low interest rates, many depositors held funds in savings and
interest-bearing demand deposits rather than in tinme deposits. As interest rates
started to clinmb in the second half of 2004, that trend changed and | arge sums
transferred into time deposits with terms | ess than 24 nonths as rates on those
instrunments becanme nore attractive.

Total deposits increased $272.5 mllion, or 28.1% from $971.0 mllion at
Decenber 31, 2004, to $1.24 billion at Decenber 31, 2005, and increased $197.5
mllion, or 25.5% from $773.5 nillion at December 31, 2003, to $971.0 million
at Decenmber 31, 2004. In 2005, growth by deposit category included a 27.3%
increase in demand deposits, a 5.2%increase in savings accounts and
interest-bearing demand deposits and a 43.8% increase in time deposits. |In 2004,
growth included a 23.6% increase in demand deposits, a 2.3% decrease in savings
accounts and interest-bearing demand deposits and a 56.4%increase in tinme
deposits. The Conpany attributes its growth in deposits to a strong and affl uent
| ocal econony, the paynment of interest rates at or near the highest inits
market, and a strong enphasis on custoner service The average rate paid on
interest-bearing deposits rose sixty-nine basis points in 2005 from2.03%in
2004, to 2.72% and it fell twenty-five basis points from2.28%for the year
ended Decenber 31, 2003, to 2.03%in 2004. Fromearly 2001, up until July 2004,
interest rates declined in all deposit account categories and in sonme cases
reached near floor levels. That trend reversed in the second half of 2004 and
interest rates have continued to clinmb since. The Conpany expects the average
rate paid on deposits will continue to clinmb in 2006 with expectations for even
hi gher rates and increased |ocal conpetition for deposits. Table 11 details
maturities of time deposits with balances of $100,000 or nore, which represent
47.9% of total time deposits as of December 31, 2005, conpared to 51.6% at
Decenber 31, 2004. Total tine deposits represent 56.7% of total deposits as of
Decenber 31, 2005, conpared to 50.5% at Decenber 31, 2004. See Note 6 to the
Consol i dated Financial Statements and Tables 1 and 3 to this Managenent's

Di scussi on and Analysis for additional information regarding the maturities of
time deposits and average rates paid on all interest-bearing deposits.
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TABLE 11: MATURITIES OF TIME DEPCSI TS W TH BALANCES $100, 000 OR MORE



Tabl e 13

DECEMBER 31,
(Dol lars in thousands) 2005 2004 2003
3 nonths or |ess $ 61,115 $ 29, 899 $ 26, 580
3-6 nonths 41, 648 23, 399 20, 008
6-12 nont hs 165, 738 123, 054 40, 431
Over 12 nonths 69, 679 76, 829 53, 662
TOTAL $338, 180 $253, 181 $140, 681

SHORT- TERM BORROW NGS

Short-term borrow ngs consist of securities sold under agreenents to repurchase
that are secured transactions with customers and generally nature the business
day followi ng the date sold. These transactions are provided to several of the
Bank's demand deposit custoners and are considered a core-funding source of the
Bank. Short-term borrowi ngs al so include Federal funds purchased, which are
unsecured overnight borrowi ngs fromother financial institutions and are
generally used to accommpdate short-termliquidity needs. Table 12 provides
information on the bal ances and interest rates on short-term borrowi ngs for the
years ended Decenber 31, 2005, 2004 and 2003 (dollars in thousands)

TABLE 12: SHORT- TERM BORROW NGS

Tabl e 14
At Decenber 31, 2005 2004 2003
Securities sold under agreement to repurchase $ 84,791 $53, 207 $30, 887
Federal funds purchased 27,003 -- --
Tot al $111, 794 $53, 207 $30, 887
Wei ghted interest rate at year end 3.71% 1.72% 0. 36%
Averages for the year ended Decenmber 31
Qut st andi ng $ 63,342 $39, 962 $32, 963
Interest rate 2.70% 0.81% 0.37%
Maxi mum nont h- end out st andi ng $111, 794 $53, 207 $36, 657
LIQUI DI TY

The Conpany's principal sources of liquidity and funding are its deposit base
The | evel of deposits necessary to support the Conpany's lending activities is
determ ned through nonitoring | oan denand. Consi derations in nanaging the
Conpany's liquidity position include, but are not limted to, scheduled cash
flows fromexisting | oans and investnent securities, anticipated deposit
activity including the maturity of time deposits, and projected needs from
anticipated extensions of credit. The Conpany's liquidity position is nonitored
daily by managenent to maintain a level of liquidity conducive to efficiently
meet current needs and is evaluated for both current and | onger term needs as
part of the asset/liability management process

The Conpany neasures total liquidity through cash and cash equival ents
securities available-for-sale, nortgage |oans held-for-sale, other |oans and
investment securities maturing within one year, |ess securities pledged as
collateral for repurchase agreenents, public deposits and other purposes, and

| ess any outstanding federal funds purchased. These liquidity sources increased
$85.1 million, or 26.6% from $320.8 nillion at Decenber 31, 2004, to $405.9
mllion at Decenber 31, 2005, and increased $49.3 million, or 18.2% from $271.5
mllion at Decenber 31, 2003, to $320.8 nillion at Decenber 31, 2004. These
increases were due to higher levels of |oans maturing within one-year as growh
in investnent securities slowed. Additional sources of liquidity available to
the Bank include the capacity to borrow funds through established short-term
lines of credit with various correspondent banks and the Federal Hone Loan Bank



of Atlanta. See Note 14 to the Consolidated Financial Statements for further

informati on regarding these additional liquidity sources
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CAPI TAL
The assessnment of capital adequacy depends on a number of factors such as asset
quality, liquidity, earnings performance, changing conpetitive conditions and
econonic forces, and the overall |evel of growth. The Conpany's current and
future capital needs are nonitored by managenent on an ongoi ng basis. Managenent
seeks to mmintain a capital structure that will assure an adequate |evel of

capital to support anticipated asset growth and to absorb potential |osses

Both the Conpany's and the Bank's capital |evels continue to neet regulatory
requirements. The primary indicators relied on by bank regulators in nmeasuring
the capital position are the Tier 1 risk-based capital, total risk-based
capital, and |leverage ratios. Tier 1 capital consists of common and qualifying
preferred stockhol ders' equity |less goodwill. Total risk-based capital consists
of Tier 1 capital, qualifying subordinated debt, and a portion of the allowance
for loan | osses. Risk-based capital ratios are calculated with reference to

ri sk-wei ghted assets. The |l everage ratio conpares Tier 1 capital to tota
average assets. The Bank's Tier 1 risk-based capital ratio was 8.12% at Decenber
31, 2005, conpared to 9.01% at December 31, 2004, and its total risk-based
capital ratio was 12.27% at Decenber 31, 2005, conpared to 11.82% at Decenber
31, 2004. These ratios are in excess of the nandated m ni num requirenent of
4.00% and 8.00% respectively. The Bank's |everage ratio was 7.45% at December
31, 2005, conpared to 8.09% at December 31, 2004. The Conpany's Tier 1

ri sk-based capital ratio, total risk-based capital ratio, and |leverage ratio was
10.97% 12.42% and 10.09% respectively, at Decenber 31, 2005, conpared to
10.89% 11.92% and 9.76% at Decenber 31, 2004. The increases in both the
Conpany's and Bank's capital ratios in 2005 was due to the issuance of $25
mllion in trust preferred securities, earnings of $19.7 mllion and $1.7
mllion in proceeds and tax benefits fromthe exercise of stock options and
warrants by conpany directors, officers and enployees. Both the Conpany's and
Bank's capital positions reflect proceeds of the issuance $43 million in trust
preferred securities.

The ability of the Conpany to continue to grow is dependent on its earnings and
the ability to obtain additional funds for contribution to the Bank's capital
through borrow ng, the sale of additional commn stock, or through the issuance
of additional trust preferred securities or other qualifying securities. In the
event that the Conpany is unable to obtain additional capital for the Bank on a
tinely basis, the gromh of the Conpany and the Bank nmmy be curtailed, and the
Conpany and the Bank may be required to reduce their level of assets in order to
mai ntain conpliance with regulatory capital requirements. Under those
circunstances net inconme and the rate of growth of net income may be adversely
af fected. The Conpany believes that its current capital and access to sources of
additional capital is sufficient to meet anticipated growth, although there can
be no assurance

The Federal Reserve has revised the capital treatment of trust preferred
securities in light of recent accounting pronouncenents and interpretations
regarding variable interest entities, which have been read to enconpass the
subsidiary trusts established to issue trust preferred securities, and to which
t he Conpany issued subordinated debentures. As a result, the capital treatnent
of trust preferred securities has been revised to provide that in the future
such securities can be counted as Tier 1 capital at the holding conpany |evel
together with certain other restricted core capital elements, up to 25% of total
capital (net of goodwill), and any excess as Tier 2 capital up to 50% of Tier 1
capital. At Decenmber 31, trust preferred capital notes represented 25% of the
Conpany's Tier 1 capital and 25.3% of its total risk-based capital. Should
future trust preferred issuances to increase hol ding conpany capital |evels not
be available to the same extent as currently, the Conpany may be required to
raise additional equity capital, through the sale of compn stock or otherw se,
sooner than it would otherwi se do so. See Note 15 to the Consolidated Financi al
Statements for further information regarding trust preferred capital notes

CONTRACTUAL OBLI GATI ONS

The Conpany has entered into certain contractual obligations including long term
debt, operating | eases and obligations under service contracts. The follow ng
tabl e sunmari zes the Conpany's contractual cash obligations as of Decenber 31
2005.
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TABLE 13: CONTRACTUAL OBLI GATI ONS

Payment s Due- By Peri od

Tabl e 15
Wthin One
(Dol lars in thousands) Tot al Year
Securities sold under agreenents to repurchase and
federal funds purchased $111, 794 $111, 794
Trust preferred capital notes 43, 000 --
Operating | eases 16,519 1, 941
Dat a processing services 625 625
Total contractual cash obligations $171, 938 $114, 360

The obligation for data processing services represents estimtes of early

term nation charges. The table does not reflect deposit liabilities entered into
in the ordinary course of the Conpany's banking business. At Decenmber 31, 2005
the Conpany had approximately $538.1 million of demand and savi ngs deposits
exclusive of interest, which have no stated maturity or paynment date. The
Conpany al so had approxi mately $705.4 million of tine deposits, exclusive of
interest, the maturity distribution of which is set forth in Note 6 to the
Consol i dated Financial Statements. For additional infornation about the
Conpany' s deposit obligations, see "Net Interest |ncome" and "Deposits" above
The trust preferred capital notes exclude $1.3 nillion of capital notes that
relate to the common securities of the issuing trusts, all of which are owned by
the Conpany. See Note 15 to the Consolidated Financial Statements for additional
information regarding the trust preferred capital notes

OFF- BALANCE SHEET ARRANGEMENTS

The Conpany enters into certain off-balance sheet arrangenments in the normal
course of business to nmeet the financing needs of its custonmers. These

of f - bal ance sheet arrangenents include commitnments to extend credit, standby
letters of credit and financial guarantees which would inpact the Conpany's
liquidity and capital resources to the extent custonmer's accept and or use these
commi tments. These instruments involve, to varying degrees, elenments of credit
and interest rate risk in excess of the ambunt recognized in the bal ance sheet
See Note 16 to the Consolidated Financial Statements for further discussion of
the nature, business purpose and el ements of risk involved with these

of f - bal ance sheet arrangenments. Wth the exception of these off-balance sheet
arrangenents, and the Conpany's obligations in connection with its trust
preferred capital notes, the Conpany has no off-bal ance sheet arrangenents that
have or are reasonably likely to have a current or future effect on the
Conpany's financial condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures, or capita
resources, that is material to investors. For further information, see Notes 15
and 16 to the Consolidated Financial Statements

RI SK FACTORS

An investrment in our common stock involves various risks. The follow ng
is a summary of certain risks identified by us as affecting our business. You
shoul d carefully consider the risk factors |listed below, as well as other
cautionary statements made in this Annual Report, and risks and uncertainties
which we nay identify in our other reports and docunents filed with the
Securities and Exchange Conmi ssion or other public announcenents. These risk
factors may cause our future earnings to be |lower or our financial condition to
be |l ess favorable than we expect. In addition, other risks of which we are not
aware, which relate to the banking and financial services industries in general
or which we do not believe are material, nmay cause earnings to be lower, or hurt
our future financial condition. You should read this section together with the
other information in this Annual Report

WE MAY NOT BE ABLE TO MAI NTAIN OUR HI STORI CAL GROAMTH RATE, WHI CH MAY
ADVERSELY | MPACT OUR RESULTS OF OPERATI ONS AND FI NANCI AL CONDI TI ON.

Since the beginning of 2000, our asset |level has increased rapidly

Two To
Three
Year s

Three To
Five Years

After
Five Years



including a 33.27% i ncrease in 2005. CQur diluted earnings per share have grown
at a conmpound annual rate of 35.2% from 2000 to 2005. W& may not be able to
sustain our historical rate of growh, or grow at all. Various factors, such as
econoni ¢ conditions, regulatory considerations and conpetition, may inpede our
rate of growmh and our branch expansion, or may meke future growth or branching
less profitable or nore expensive. |f we experience a significant decrease in
our rate of growth as conpared to our historic rate of growh, our inconme, or
our rate of income growth, may decline, and we may not be able to nmintain or
reduce our expense |levels and efficiency ratio, which will adversely affect our
results of operations and financial condition
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OUR CONCENTRATI ONS OF LOANS MAY CREATE A GREATER Rl SK OF LOAN DEFAULTS
AND LOSSES

We have a substantial ampunt of |oans secured by real estate in the
Nort hern Virgini a/ Washi ngton, D.C. netropolitan area, and substantially all of
our loans are to borrowers in that area. W al so have a significant ambunt of
real estate construction loans and |and related |oans for residential and
commer ci al devel opments. At Decenber 31, 2005, 89.5% of our total |oans were
secured by real estate, primarily comrercial real estate. Of these |oans, $381
mllion, or 29.5%of total |oans, were construction and |land |oans. An
addi tional 9.5% of total |oans were conmercial and industrial |oans which are
not secured by real estate. These |oans have a higher risk of default than other
types of |oans, such as single famly residential nortgage |oans. In addition
the repaynments of these |oans, often depends on the successful operation of a
busi ness or the sale or devel opment of the underlying property, and as a result
are nore likely to be adversely affected by adverse conditions in the rea
estate market or the econony in general. These concentrations expose us to the
risk that adverse devel opments in the real estate market, or in the genera
econonic conditions in the Northern Virginia/ Washington, D.C. netropolitan area
could increase the |levels of non-perfornming |oans and charge-offs, and reduce
| oan demand. In that event, we would |ikely experience |ower earnings or |osses
Additionally, if, for any reason, economc conditions in the area deteriorate
or there is significant volatility or weakness in the econony or any significant
sector of the area's economy, our ability to devel op our business rel ationships
may be dimnished, the quality and collectibility of our |oans may be adversely
affected, the value of collateral may decline and | oan demand may be reduced

Conmerci al and commercial real estate and construction |oans al so
general |y have | arger bal ances than single fam |y nortgages |oans and other
consunmer | oans. Because the |oan portfolio contains a significant nunber of
commerci al and commercial real estate and construction loans with relatively
| arge bal ances, the deterioration of one or a few of these |oans may cause a
significant increase in nonperform ng assets. An increase in nonperform ng |oans
could result in: a loss of earnings fromthese |oans, an increase in the
provision for |oan |osses, or an increase in |oan charge-offs, which could have
an adverse inpact on our results of operations and financial condition

LACK OF SEASONI NG OF QUR LOAN PORTFOLI O MAY | NCREASE THE RI SK OF CREDI T
DEFAULTS I N THE FUTURE

Due to the rapid growth of the Bank, a large portion of the loans in
our loan portfolio and of our lending relationships are of relatively recent

origin. In general, |oans do not begin to show signs of credit deterioration or
default until they have been outstanding for some period of time, a process
referred to as "seasoning." As a result, a portfolio of older loans will usually

behave nore predictably than a newer portfolio. Because a |large portion of our
loan portfolio is relatively new, the current level of delinquencies and
defaults may not be representative of the level that will prevail when the
portfolio becomes nore seasoned, which may be higher than current levels. |f
del i nquenci es and defaults increase, we may be required to increase our
provision for |oan |osses, which would adversely affect our results of
operations and financial condition

OUR FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS WOULD BE ADVERSELY
AFFECTED | F OUR ALLOMNCE FOR LOAN LOSSES I'S NOT SUFFI CI ENT TO ABSORB ACTUAL
LOSSES OR | F VE ARE REQUI RED TO | NCREASE OUR ALLOWANCE FOR LOAN LOSSES.

We have historically enjoyed a | ow | evel of non-perform ng assets and
net charge-offs, both in absolute dollars, as a percentage of |oans and as
conpared to other banking institutions. As a result of this historica
experience, we have incurred |l ower |oan | oss provision expenses, which has
positively inpacted our earnings. However, experience in the banking industry



indicates that a portion of our loans will beconme delinquent, that some of our

|l oans may only be partially repaid or may never be repaid and we may experience
other |osses for reasons beyond our control. Further, despite our underwriting
criteria and historical experience, we may be particularly susceptible to |osses
due to: (1) the geographic concentration of our |loans, (2) the concentration of
hi gher risk |oans, such as commercial real estate, construction and commercia
and industrial loans, and (3) the relative |lack of seasoning of certain of our
loans. As a result, there can be no assurance that we will be able to nmmintain
our low |l evels of non-performng assets and charge-offs. Although we believe
that our allowance for loan |losses is muintained at a | evel adequate to absorb
any inherent |osses in our |loan portfolio, these estimtes of |oan |osses are
necessarily subjective and their accuracy depends on the outcome of future
events. |f we need to make significant and unanticipated increases in our |oss
al l owance in the future, our results of operations and financial condition would
be materially adversely affected at that tine.

While we strive to carefully nmonitor credit quality and to identify
| oans that may beconme nonperfornming, at any time there are loans included in the

portfolio that will result in |osses, but that have not been identified as
nonperfornming or potential problemloans. W cannot be sure that we will be able
to identify deteriorating | oans before they become nonperform ng assets, or that
we will be able to linmt |osses on those loans that are identified. As a result

future additions to the allowance nay be necessary
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WE MAY NOT BE ABLE TO SUCCESSFULLY MANAGE CONTI NUED GROWTH.

We intend to seek further growth in the level of our assets and
deposits and the nunmber of our branches. Qur plans for 2006 include the
devel opment or opening of three to five new branches, both within our existing
footprint and to expand our footprint in Northern Virginia. W cannot be certain
as to our ability to manage increased |levels of assets and liabilities, and an
expanded branch system wi thout increased expenses and higher |evels of
non-perfornming assets. We may be required to make additional investnents in
equi pment and personnel to nmanage hi gher asset |levels and | oan bal ances and a
| arger branch network, which may adversely inpact earnings, sharehol der returns
and our efficiency ratio. Increases in operating expenses or non-performnng
assets mmy have an adverse inpact on the value of our commpn stock

OUR CONTI NUED GROWIH DEPENDS ON OUR ABI LI TY TO MEET M NIl MUM REGULATORY
CAPI TAL LEVELS. GROWIH AND SHAREHOLDER RETURNS MAY BE ADVERSELY AFFECTED | F
SOURCES OF CAPI TAL ARE NOT AVAI LABLE TO HELP US MEET THEM

Since we becane the hol ding conmpany for the Bank, we have sought to
maxi m ze sharehol der returns by |everaging our capital. If earnings do not neet
our current estimates, if we incur unanticipated | osses or expenses, or if we
grow faster than expected, we may need to obtain additional capital sooner than
expected, through borrow ng, additional issuances of debt or equity securities,
or otherwise. If we do not have continued access to sufficient capital, we may
be required to reduce our |level of assets or reduce our rate of growth in order
to maintain regulatory conpliance. Under those circunstances net income and the
rate of gromh of net inconme may be adversely affected. Additional issuances of
equity securities could have a dilutive effect on existing sharehol ders

THERE |I'S NO ASSURANCE THAT WE W LL BE ABLE TO SUCCESSFULLY COWPETE W TH
OTHERS FOR BUSI NESS.

The Northern Virginial/ Washington, D.C. netropolitan area in which we
operate is considered highly attractive froman econon c and denopgraphic
viewpoint, and is a highly conpetitive banking market. We conpete for |oans
deposits, and investnent dollars with numerous regional and national banks
online divisions of out-of-market banks, and other community banking
institutions, as well as other kinds of financial institutions and enterprises
such as securities firnms, insurance conpani es, savings associations, credit
uni ons, nortgage brokers, and private | enders. Many conpetitors have
substantially greater resources than us, and operate under |ess stringent
regul atory environments. The differences in resources and regul ati ons may nake
it harder for us to conpete profitably, reduce the rates that we can earn on
|l oans and investnments, increase the rates we nust offer on deposits and other
funds, and adversely affect our overall financial condition and earnings

TRADI NG I N QUR COMVON STOCK HAS BEEN RELATI VELY LI GHT. AS A RESULT
SHAREHOLDERS MAY NOT BE ABLE TO QUI CKLY AND EASILY SELL THEI R COVMMON STOCK.



Al t hough our common stock is listed for trading on the Nasdag Nati onal
Mar ket System and a nunber of brokers offer to nake a market in the conmon
stock on a regular basis, trading volume to date has been relatively |ight
averagi ng approxi mately 20,496 shares per day over the year ended Decenber 31
2005. There can be no assurance that an active and |liquid market for the common
stock can be mmintained. Accordingly, shareholders may find it difficult to sel
a significant nunmber of shares at the prevailing market price

THE NUMBER OF SHARES OWNED BY OUR DI RECTORS AND EXECUTI VE OFFI CERS
COULD MAKE I T MORE DI FFI CULT TO OBTAI N APPROVAL FOR SOVE MATTERS SUBM TTED TO
SHAREHOLDER VOTE, | NCLUDI NG MERGERS AND ACQUI SI TI ONS,

Qur directors and executive officers and their affiliates own
approxi mately 30.2% of the outstanding common stock. By voting against a
proposal subnmitted to shareholders, the directors and officers, as a group, may
be able to make approval nore difficult for proposals requiring the vote of
sharehol ders, such as sonme nergers, share exchanges, asset sales, and amendnments
to the Articles of Incorporation. The results of the vote may be contrary to the
desires or interests of the public sharehol ders

CHANGES | N | NTEREST RATES AND OTHER FACTORS BEYOND OUR CONTROL COULD
HAVE AN ADVERSE | MPACT ON OUR EARNI NGS

CQur operating income and net incone depend to a great extent on our net
interest margin, i.e., the difference between the interest yields we receive on
| oans, securities and other interest bearing assets and the interest rates we
pay on interest bearing deposits and other liabilities. Net interest margin is
affected by changes in market interest rates, because different types of assets
and liabilities may react differently, and at different tinmes, to market
interest rate changes. Wen interest-bearing liabilities mature or reprice nore
qui ckly than interest-earning assets in a period, an increase in market rates of
interest could reduce net interest incone. Sinmilarly, when interest-earning
assets mature or reprice nmore quickly than interest-bearing liabilities, falling
interest rates could reduce net interest incone These rates are highly sensitive
to many factors beyond our control, including conpetition, general econonic
condi tions and nonetary and fiscal policies of various governnental and
regul atory authorities, including the Board of Governors of the Federal Reserve
System
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We attenpt to manage our risk fromchanges in market interest rates by
adjusting the rates, maturity, repricing, and bal ances of the different types of
interest-earning assets and interest-bearing liabilities, but interest rate risk
managenent techniques are not exact. As a result, a rapid increase or decrease
ininterest rates could have an adverse effect on our net interest margin and
results of operations. The results of our interest rate sensitivity sinulation
nodel depend upon a nunmber of assunptions which may not prove to be accurate
There can be no assurance that we will be able to successfully manage our
interest rate risk. Increases in nmarket rates and adverse changes in the |ocal
residential real estate market, the general econony or consumer confidence woul d
likely have a significant adverse inpact on our non-interest income, as a result
of reduced demand for residential nortgage |oans, which we make on a pre-sold
basi s.

Adverse changes in the real estate market in our market area could al so
have an adverse affect on our cost of funds and net interest margin, as we have
a | arge anmpbunt of non-interest bearing deposits related to real estate sales and
devel opnent. Wile we expect that we would be able to replace the liquidity
provi ded by these deposits, the replacenent funds would likely be nore costly
negatively inpacting earnings

Addi tionally, changes in applicable law, if enacted, including those
that would pernmit banks to pay interest on checking and demand deposit accounts
establ i shed by businesses, could have a significant negative effect on net
interest income, net income, net interest margin, return on assets and return on
equity. At Decenber 31, 2005, 15.2% of our deposits were non-interest bearing
demand deposits.

Government policy relating to the deposit insurance funds may al so
adversely affect our results of operations. Under current |law and regulation, if
the reserve ratio of the Bank |Insurance Fund falls below 1.25% all insured
banks will be required to pay deposit insurance prem unms. We do not currently
pay any deposit insurance prem uns. Paynent of deposit insurance prem unms will
have an adverse effect on our earnings. These changes or other |egislative or



regul atory devel opments could have a significant negative effect on our net
interest income, net income, net interest margin, return on assets and return on
equity

SUBSTANTI AL REGULATORY LI M TATI ONS ON CHANGES OF CONTROL AND
ANTI - TAKEOVER PROVI SI ONS OF VIRG NI A LAW MAY MAKE | T MORE DI FFI CULT FOR YOU TO
RECEI VE A CHANGE | N CONTROL PREM UM

Wth certain limted exceptions, federal regulations prohibit a person
or conpany or a group of persons deemed to be "acting in concert"” from directly
or indirectly, acquiring nore than 10% (5% if the acquiror is a bank holding
conpany) of any class of our voting stock or obtaining the ability to control in
any manner the election of a majority of our directors or otherw se direct the
managenent or policies of our conpany wi thout prior notice or application to and
the approval of the Federal Reserve. There are conparable prior approval
requirements for changes in control under Virginia law. Also, Virginia corporate
| aw contains several provisions that may make it nore difficult for a third
party to acquire control of us w thout the approval of our Board of Directors
and may make it nore difficult or expensive for a third party to acquire a
maj ority of our outstanding common stock

CONTROLS AND PROCEDURES

The Conpany's managenent, under the supervision and with the participation of
the Chief Executive Oficer and Chief Financial Officer, evaluated, as of the

| ast day of the period covered by this report, the effectiveness of the design
and operation of the Conpany's disclosure controls and procedures, as defined in
Rul e 13a-15(e) under the Securities Exchange Act of 1934. Based on that

eval uation, the Chief Executive Oficer and Chief Financial Oficer concluded
that the Conpany's disclosure controls and procedures were effective. There were
no changes in the Conpany's internal control over financial reporting (as
defined in Rule 13a-15 under the Securities Act of 1934) during the quarter
ended Decenber 31, 2005 that has materially affected, or is reasonably likely to
materially affect, the Conpany's internal control over financial reporting.
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MANAGEMENT REPORT ON | NTERNAL CONTROL OVER FI NANCI AL REPORTI NG

The managenent of Virginia Comerce Bancorp, Inc. (the "Conpany") is responsible
for the preparation, integrity and fair presentation of the financial statements
included in this Annual Report. The financial statenents have been prepared in
conformity with accounting principles generally accepted in the United States of
Anerica and reflect managenment's judgnents and estimates concerning the effects
of events and transactions that are accounted for or disclosed

Managenent is al so responsible for establishing and naintaining an effective
internal control over financial reporting. The Conpany's internal control over
financial reporting includes those policies and procedures that pertain to the
Conpany's ability to record, process, summarize and report reliable financia
data. The internal control system contains nonitoring nmechani sns, and
appropriate actions are taken to correct identified deficiencies. Managenent
believes that internal controls over financial reporting, which are subject to
scrutiny by managenment and the Conpany's internal auditors, support the
integrity and reliability of the financial statements. Managenent recognizes
that there are inherent limtations in the effectiveness of any internal contro
system including the possibility of human error and the circunvention or
overriding of internal controls. Accordingly, even effective internal contro
over financial reporting can provide only reasonable assurance with respect to
financial statement preparation. In addition, because of changes in conditions
and circunstances, the effectiveness of internal control over financia
reporting may vary over tine.

Managenent assessed the Conpany's system of internal control over financial
reporting as of Decenber 31, 2005. This assessnment was conducted based on the
Conmi ttee of Sponsoring Organizations ("COSO') of the Treadway Commi ssion
"Internal Control - Integrated Framework". Based on this assessnment, managenent
believes that the Conpany nmintained effective internal control over financial
reporting as of Decenber 31, 2005. Managenent's assessnent concluded that there
were no material weaknesses within the Conpany's internal control structure

The 2005 end of year financial statenents have been audited by the independent

accounting firmof Yount, Hyde & Barbour, P.C. ("YHB"). Personnel from YHB were
given unrestricted access to all financial records and rel ated data, including

m nutes of all neetings of the Board of Directors and Conmittees thereof



Managenent believes that all representations nmade to the independent auditors
were valid and appropriate. The resulting report from YHB acconpanies the
financial statements. YHB has al so issued an attestation report on managenent's
assessnment of the effectiveness of internal controls over financial reporting.
That report has al so been made a part of this Annual Report.

The Board of Directors of the Conpany, acting through its Audit Commttee (the
"Committee"), is responsible for the oversight of the Conpany's accounting
policies, financial reporting and internal control. The Audit Committee of the
Board of Directors is conprised entirely of outside directors who are

i ndependent of managenent. The Audit Conmittee is responsible for the

appoi ntment and conpensation of the independent auditors and approves decisions
regardi ng the appointment or renoval of menbers of the internal audit function.
The Conmmittee neets periodically wth managenent, the independent auditors, and
the internal auditors to insure that they are carrying out their
responsibilities. The Conmittee is al so responsible for perfornming an oversight
role by reviewing and nonitoring the financial, accounting, and auditing
procedures of the Conpany in addition to review ng the Conpany's financial
reports. The independent auditors and the internal auditors have full and
unlimted access to the Audit Conmittee, with or without the presence of the
managenent of the Conpany, to discuss the adequacy of internal control over
financial reporting, and any other matters which they believe should be brought
to the attention of the Audit Committee.

/sl Peter A. Converse /sl WIliam K. Beauchesne
Chi ef Executive Oficer Chi ef Financial Oficer
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YHB

Yount, Hyde & Barbour, P.C.
Certified Public Accountants
and Consul tants

REPORT OF | NDEPENDENT REGQ STERED PUBLI C ACCOUNTI NG FI RM

To the Board of Directors
Vi rginia Commerce Bancorp, Inc.
Arlington, Virginia

We have audited the acconpanying consolidated bal ance sheets of Virginia
Commer ce Bancorp, Inc. and subsidiaries as of Decenber 31, 2005 and 2004, and
the related consolidated statements of income, changes in stockhol ders' equity,
and cash flows for each of the years in the three-year period ended Decenber 31,
2005. We al so have audited managenent's assessnent, included in the acconpanying
Managenent Report on Internal Control over Financial Reporting, that Virginia
Commer ce Bancorp, Inc. and subsidiaries maintained effective internal control
over financial reporting as of Decenber 31, 2005, based on criteria established
in Internal Control-- Integrated Framework issued by the Committee of Sponsoring
Organi zations of the Treadway Conmi ssion (COSO). Virginia Comerce Bancorp, Inc.
and subsidi aries' management is responsible for these financial statements, for
mai ntaining effective internal control over financial reporting, and for their
assessnment of the effectiveness of internal control over financial reporting.
Qur responsibility is to express an opinion on these financial statenents, an
opi ni on on managenent's assessment, and an opinion on the effectiveness of
Virginia Commerce Bancorp, Inc. and subsidiaries' internal control over
financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Conmpany
Accounting Oversight Board (United States). Those standards require that we plan
and performthe audits to obtain reasonabl e assurance about whether the
financial statements are free of material msstatement and whether effective
internal control over financial reporting was maintained in all material
respects. Qur audit of financial statenents included exam ning, on a test basis,
evidence supporting the amounts and disclosures in the financial statenents,
assessing the accounting principles used and significant estinates nade by
managenent, and evaluating the overall financial statement presentation. Qur
audit of internal control over financial reporting included obtaining an

under st andi ng of internal control over financial reporting, evaluating
managenent's assessnment, testing and eval uating the design and operating

ef fectiveness of internal control, and perform ng such other procedures as we
consi dered necessary in the circunstances. W believe that our audits provide a
reasonabl e basis for our opinions.



A conpany's internal control over financial reporting is a process designed to
provi de reasonabl e assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A conmpany's internal control over
financial reporting includes those policies and procedures that (1) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the conpany; (2)
provi de reasonabl e assurance that transactions are recorded as necessary to
permt preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the conpany are
being made only in accordance with authorizations of managenent and directors of
the conpany; and (3) provide reasonabl e assurance regarding prevention or tinely
detection of unauthorized acquisition, use, or disposition of the conpany's
assets that could have a naterial effect on the financial statenents

Because of its inherent limtations, internal control over financial reporting
may not prevent or detect misstatenments. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may becone
i nadequat e because of changes in conditions, or that the degree of conpliance
with the policies or procedures may deteriorate
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I'n our opinion, the consolidated financial statenents referred to above present
fairly, in all material respects, the financial position of Virginia Conmerce
Bancorp, Inc. and subsidiaries as of Decenber 31, 2005 and 2004, and the results
of their operations and their cash flows for each of the years in the three-year
period ended December 31, 2005 in conformity with accounting principles
general ly accepted in the United States of America. Also in our opinion
managenent's assessnent that Virginia Conmerce Bancorp, Inc. and subsidiaries
mai ntai ned effective internal control over financial reporting as of Decenber
31, 2005, is fairly stated, in all material respects, based on criteria
established in Internal Control--Integrated Framework issued by the Conmittee of
Sponsoring Organi zations of the Treadway Conmi ssion (COSO). Furthernore, in our
opinion, Virginia Conmerce Bancorp, Inc. and subsidiaries maintained, in al
material respects, effective internal control over financial reporting as of
Decenber 31, 2005, based on criteria established in Internal Control--Integrated
Framewor k i ssued by the Committee of Sponsoring Organi zations of the Treadway
Conmi ssi on (COSO) .

/sl Yount, Hyde & Barbour, P.C

W nchester, Virginia
February 3, 2006
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CONSOLI DATED BALANCE SHEETS
(DOLLARS | N THOUSANDS EXCEPT SHARE DATA)

Tabl e 16
Decenber
2005

ASSETS
Cash and due from banks $ 32,607
I nterest-bearing deposits with other banks 1, 035
Securities (fair value: 2005, $172,102; 2004, $163,477) 173, 053
Loans hel d-for-sale 12, 548
Loans, net of allowance for |oan |osses of $13,821 in 2005 and

$10, 402 in 2004 1, 270, 255
Bank premi ses and equi pnent, net 7,534
Accrued interest receivable 6, 550
O her assets 14, 843

Total assets $ 1,518, 425

$ 16, 783

$ 1,139, 353

LI ABI LI TIES AND STOCKHOLDERS' EQUI TY
DEPCSI TS



Demand deposits
Savi ngs and interest-bearing demand deposits
Time deposits

Total deposits

Securities sold under agreenment to repurchase and federa

pur chased
Trust preferred capital notes
Accrued interest payable
Cther liabilities
Commi tments and contingent liabilities

Total liabilities
STOCKHOLDERS' EQUI TY

Preferred stock, $1.00 par, 1,000,000 shares authorized and

uni ssued

Common stock, $1.00 par, 20,000,000 shares authorized

out st andi ng 2005, 14, 049, 602; 2004, 11,046,422
Sur pl us
Ret ai ned ear ni ngs
Accurul at ed ot her conprehensive | oss, net

Total stockhol ders' equity

Total liabilities and stockhol ders' equity

See Notes to Consolidated Financial Statenents
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CONSOLI DATED STATEMENTS OF | NCOVE
(DOLLARS | N THOUSANDS EXCEPT PER SHARE DATA)

Table 17

| NTEREST AND DI VI DEND | NCOME:

Interest and fees on |oans

Interest and dividends on investnent securities:
Taxabl e
Tax- exenpt
Di vi dends

Interest on deposits with other banks

Interest on federal funds sold

Total interest and dividend incone

| NTEREST EXPENSE:
Deposits
Securities sold under agreenment to repurchase and
funds purchased
Ct her borrowed funds
Trust preferred capital notes

Total interest expense

NET | NTEREST | NCOVE
Provi sion for |oan |osses

Net interest incone after provision for |oan |osses

NON- | NTEREST | NCOVE
Servi ce charges and ot her fees
Non- deposit investnent services conm ssions
Fees and net gains on |oans held-for-sale
O her

Total non-interest incone

i ssued and

$ 188, 554 $ 148, 063

349, 566 332, 385

705, 386 490, 520

$ 1,243,506 $ 970, 968

111,794 53, 207

44,344 18,570

3,003 1, 555

3,960 3,729

$ 1, 406, 607 $ 1,048,029

$ -- $ --

14, 050 11, 046

36, 066 37,219

63, 239 43,578

(1,537) (519)

$ 111, 818 $ 91, 324

$ 1,518, 425 $ 1,139, 353

Year Ended Decenber 31
2005 2004 2003

$79, 614 $51, 814 $41, 065
5,726 5,479 4,154
238 250 277
203 124 95
30 10 --
667 321 377
$86, 478 $57, 998 $45, 968
$26, 432 $15, 100 $12,914
1,710 325 123
423 15 21
1, 246 891 835
$29, 811 $16, 331 $13, 893
$56, 667 $41, 667 $32, 075
3,772 2,989 1,575
$52, 895 $38, 678 $30, 500
$ 2,553 $ 1,749 $ 1,609
456 427 202
3, 306 3,229 5,670
361 354 265
$ 6,676 $ 5,759 $ 7,746



NON- | NTEREST EXPENSE:

Sal ari es and enpl oyee benefits $17, 321 $13, 478 $12, 562
Qccupancy expense 4,479 3, 240 3,190
Dat a processing 1,553 1, 314 1, 239
Ot her operating expense 6,113 4,775 3, 829
Total non-interest expense $29, 466 $22, 807 $20, 820
I ncome before taxes on incone $30, 105 $21, 630 $17, 426
Provision for incone taxes 10, 438 7,401 5, 880
NET | NCOVE $19, 667 $14, 229 $11, 546
Earni ngs per common share, basic $ 1.40 $ 1.08 $ 0.94
Earni ngs per common share, diluted $ 1.31 $ 0.99 $ 0.86

See Notes to Consolidated Financial Statenents
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CONSOL| DATED STATEMENTS OF CHANGES | N STOCKHOLDERS' EQUI TY
(DOLLARS | N THOUSANDS)

Tabl e 18

Accunul at ed

O her Tot al
Preferred Cormmon Ret ai ned Conpr ehensi ve Conpr ehensi ve St ockhol ders
St ock St ock Sur pl us Ear ni ngs I ncome (Loss) I ncome Equity

BALANCE, DECEMBER 31, 2002 $ -- $ 3,739 $19, 622 $17, 808 $681 $41, 850
Conpr ehensi ve | nconme
Net | ncome 2003 11, 546 $11, 546 11, 546
O her conprehensive income (| o0ss)

unrealized holding | osses arising

during the period (net of tax of

$357) (694) (694) (694)
Total conprehensive incone $10, 852
Two-for-one stock split in form of -- 3,893 (3,893) -- -- --

a 100% stock dividend
Stock options/warrants exercised - - 219 1, 975 -- -- 2,194
Enpl oyee stock purchase plan -- 9 187 -- -- 196
BALANCE, DECEMBER 31, 2003 $ -- $ 7,860 $17, 891 $29, 354 $(13) $55, 092
Conpr ehensi ve | nconme
Net | ncome 2004 14, 229 $14, 229 14, 229
O her conprehensive inconme(l oss)

unreal i zed hol ding | osses arising

during the period (net of tax of

$274) (506) (506) (506)
Total conprehensive incone $13,723
Five-for-four stock split in form

of a 25% stock dividend -- 2,206 (2,206) -- -- --
Cash paid in lieu of fractiona
shares -- -- -- (5) -- (5)
Fol | ow-on of fering, net -- 891 20, 915 -- -- 21, 806
Stock options/warrants exercised -- 83 449 -- -- 532
Enpl oyee stock purchase plan --- 6 170 -- -- 176
BALANCE, DECEMBER 31, 2004 $ -- $11, 046 $37, 219 $43,578 $(519) $91, 324
Conpr ehensi ve | nconme
Net | ncome 2005 19, 667 $19, 667 19, 667

O her conprehensive inconme(l oss)
unreal i zed holding | osses arising
during the period (net of tax of



$548) (1,018) (1,018) (1,018)
Total conprehensive incone $18, 649
Five-for-four stock split in form
of a 25% stock dividend - - 2,797 (2,797) -- -- --
Cash paid in lieu of fractional (6)
shares -- -- -- (6) --
Stock options/warrants exercised - - 195 1, 272 -- -- 1, 467
Enpl oyee stock purchase plan -- 12 211 -- -- 223
St ock option expense -- -- 161 -- -- 161
BALANCE, DECEMBER 31, 2005 $ -- $14, 050 $36, 066 $63, 239 $(1,537) $111, 818
See Notes to Consolidated Financial Statenments
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CONSOL| DATED STATEMENTS OF CASH FLOWS
(DOLLARS | N THOUSANDS)
Tabl e 19
Year Ended Decenber 31
2005 2004 2003
CASH FLOWS FROM OPERATI NG ACTI VI Tl ES:
Interest received $ 83, 840 $ 57,076 $ 45,021
Ot her incone received 6,676 5,759 7,746
Net change in |l oans held-for-sale (2, 886) (6, 149) 15, 435
Interest paid (28, 363) (15, 800) (14, 140)
Cash paid to suppliers and enpl oyees (29, 165) (21, 540) (25, 243)
Incone tax benefit of stock options/warrants exercised (914) (279) (1, 402)
I ncone taxes paid (10, 370) (7,530) (5, 406)
Net cash provided by operating activities $ 18,818 $ 11,537 $ 22,011
CASH FLOWS FROM | NVESTI NG ACTI VI Tl ES:
Proceeds from maturities and principal paynments on
securities held-to-maturity $ 9,519 $ 6, 569 $ 10,188
Proceeds from maturities and principal paynments on
securities available-for-sale 24,152 53,075 70, 456
Purchases of securities held-to-maturity (12, 151) (2,586) (41, 143)
Purchases of securities avail able-for-sale (32, 715) (71, 636) (118, 501)
Net increase in |oans nade to custoners (348, 246) (273, 920) (139, 526)
Pur chase of bank prem ses and equi pnent (2,110) (1, 589) (718)
Net cash used in investing activities $ (361, 551) $ (290, 087) $(219, 244)
CASH FLOWS FROM FI NANCI NG ACTI VI Tl ES:
Net increase in demand, NOW npney nmarket and
savi ngs accounts $ 57,672 $ 20, 541 $ 170,521
Net increase in tinme deposits 214, 866 176, 916 35,994
Net increase (decrease) in securities sold under
agreenment to repurchase and federal funds purchased 58, 587 22,320 (1, 194)
Net decrease in other borrowed funds -- -- (400)
Proceeds fromissuance of trust preferred capital notes 25,774 -- --
Proceeds from exercise of stock options and warrants 1, 690 708 2,390
Proceeds fromissuance of capital stock -- 21, 806 --
Cash paid in lieu of fractional shares (6) (5) --
Net cash provided by financing activities $ 358,583 $ 242,286 $ 207,311
Increase (decrease) in cash and cash equival ents $ 15,850 $ (36, 264) $ 10,078
CASH AND CASH EQUI VALENTS:
Begi nni ng 17,792 54, 056 43,978
Endi ng $ 33, 642 $ 17,792 $ 54,056

See Notes to Consolidated Financial Statenents
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CONSOLI DATED STATEMENTS OF CASH FLOWS ( CONTI NUED)

Tabl e 20

Year Ended Decenber 31

RECONCI LI ATI ON OF NET | NCOVE TO NET CASH PROVI DED BY
OPERATI NG ACTI VI TI ES: 2005 2004 2003

Net incone $ 19, 667 $ 14,229 $ 11,546

Adj ustrments to reconcile net income to net cash provided by operating
activities:

Depreci ation and anortization 1, 268 1, 087 1, 046
Provision for |oan |osses 3,772 2,989 1,575
St ock based conpensation expense 161 -- --
Deferred tax benefit (1, 196) (1, 051) (600)
Anortization of security prem unms and accretion of
di scounts, net (193) (189) (64)
Origination of loans held-for-sale (202, 344) (175, 873) (287,773)
Sal e of |oans 199, 458 169, 724 303, 208
Increase in other assets (1, 009) (296) (6,116)
Increase in other liabilities 231 1,119 321
Increase in accrued interest receivable (2, 445) (733) (883)
I ncrease (decrease) in accrued interest payable 1,448 531 (249)
NET CASH PROVI DED BY OPERATI NG ACTI VI TI ES $ 18, 818 $ 11,537 $ 22,011

SUPPLEMENTAL SCHEDULE OF NONCASH | NVESTI NG
ACTI VI TI ES:
Unrealized | oss on securities $ (1, 566) $ (780) $ (1,051)

See Notes to Consolidated Financial Statements
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
NOTE 1. NATURE OF BANKI NG ACTI VI TI ES AND SI GNI FI CANT ACCOUNTI NG POLI Cl ES
BUSI NESS

On Decenber 22, 1999, Virginia Commerce Bancorp, Inc. (the "Conpany") becane the
hol di ng conpany for Virginia Conmerce Bank (the "Bank"). The Conpany acquired
the Bank through a share exchange in which the stockhol ders of the Bank received
one share of the Conpany for each share of the Bank. The exchange was a tax-free
transaction for federal income tax purposes. The nerger was accounted for on the
same basis as a pooling-of-interests

The Conpany provi des | oan and deposit products to comercial and retai

custonmers in the Washington Metropolitan Area, with the primary enphasis on
Northern Virginia. The loan portfolio is generally collateralized by assets of
the custonmers and is expected to be re-paid fromcash flows or proceeds fromthe
sal e of selected assets of the borrowers

PRI NCI PLES OF CONSOLI DATI ON

The consolidated financial statements include the accounts of the Conpany and
its wholly owned subsidiaries, the Bank, VCBI Capital Trust I, VCBI Capital
Trust 11, VCBI Capital Trust Il1l and Northeast Land and | nvestnment Conpany. In
consolidation, all significant interconpany accounts and transacti ons have been
elimnated. FASB Interpretation No. 46 (R) requires that the Conpany no | onger
elimnate through consolidation the equity investnments in VCBI Capital Trust I,
Il and 111, by the parent conpany, Virginia Commerce Bancorp, Inc, which
approxi mated $1.3 nillion at Decenmber 31, 2005. The subordinated debt of the
trusts is reflected as a liability of the Conpany, and the commpn securities of



the trusts as an other asset
RI SKS AND UNCERTAI NTI ES

In its normal course of business, the Conpany encounters two significant types
of risk: econom c and regulatory. There are three main conponents of econonic
risk: interest rate risk, credit risk and market risk. The Conpany is subject to
interest rate risk to the degree that its interest-bearing liabilities mature or
reprice nore rapidly or on a different basis than its interest-earning assets
Credit risk is the risk of default on the Conpany's |loan portfolio that results
fromthe borrowers' inability or unwillingness to make contractually required
paynments. Market risk reflects changes in the value of collateral underlying

| oans receivable and the valuation of real estate held by the Conpany.

The determination of the allowance for loan |osses is based on estimates that
are particularly susceptible to significant changes in the econonic environnent
and market conditions. Managenent believes that, as of Decenmber 31, 2005, the
al l owance for |oan |osses is adequate based on information currently available
A worsening or protracted econom c decline or substantial increase in interest
rates, would increase the likelihood of |osses due to credit and market risks
and could create the need for substantial increases to the allowance for |oan
| osses. The Conpany is subject to the regulations of various regulatory

agenci es, which can change significantly fromyear to year. In addition, the
Conpany under goes periodic exaninations by regulatory agencies, which may
subject it to further changes based on the regulators' judgnments about
information available to themat the time of their exam nation

SECURI TI ES

Debt securities that nanagenent has the positive intent and ability to hold to
maturity are classified as held-to-maturity and recorded at anortized cost
Securities not classified as held-to-maturity, including equity securities with
readily determ nable fair values, are classified as avail abl e-for-sale and
recorded at fair value, with unrealized gains and | osses excluded from earnings
and reported in other conprehensive incone

Purchased prem uns and di scounts are recognized in interest incone using the
interest nethod over the terms of the securities. Declines in the fair value of
hel d-to-maturity and avail abl e-for-sale securities below their cost that are
deened to be other than tenporary are reflected in earnings as realized | osses
Gains and | osses on the sale of securities are recorded on the trade date and
are determ ned using the specific identification nethod. In estimting

ot her-than-tenporary inpairnent |osses, managenent considers (1) the Iength of
time and the extent to which the fair value has been less than cost, (2) the
financial condition and near-term prospects of the issuer, and (3) the intent
and ability of the Conpany to retain its investnment in the issuer for a period
of time sufficient to allow for any anticipated recovery in fair value
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LOANS HELD- FOR- SALE

Loans held-for-sale are carried at the |ower of cost or narket, determined in
the aggregate. Market value considers comm tnment agreements with investors and
prevailing market prices. Al loans originated by the Conpany's nortgage banking
division are pre-sold and held-for-sale to outside investors, servicing

rel eased. Gains and | osses on sales of nortgage |oans are recogni zed based on
the difference between the selling price and the carrying value of the related
nort gage | oans sol d.

LOANS

The Conpany grants nortgage, commercial and consumer |oans to customers. A
substantial portion of the |loan portfolio is represented by real estate |oans
The ability of the Conpany's debtors to honor their contracts is dependent upon
the real estate and general econom c conditions of the Conpany's narket area

Loans that managenent has the intent and ability to hold for the foreseeable
future or until maturity or pay-off are reported at their outstanding unpaid
princi pal bal ances adjusted for the allowance for |oan | osses and any deferred
fees or costs on originated loans. Interest incone is accrued on the unpaid
princi pal balance. Loan origination fees, net of certain origination costs, are
deferred and recogni zed as an adjustment of the related |oan yield using the
interest method



The accrual of interest on real estate and commercial |oans is discontinued at
the time the loan is 90 days delinquent unless the credit is well-secured and in
the process of collection. Installnment |oans are typically charged-off no |ater
than 180 days past due. In all cases, |loans are placed on nonaccrual or
charged-of f at an earlier date if collection of principal or interest is

consi dered doubt ful

Al'l interest accrued but not collected for |oans that are placed on nonaccrual

or charged off is reversed against interest income. The interest on these |oans
is accounted for on the cash-basis or cost-recovery nmethod, until qualifying for
return to accrual. Loans are returned to accrual status when all principal and
interest ampbunts contractually due are brought current and future paynents are
reasonably assured

ALLOWANCE FOR LOAN LOSSES

The al |l owance for |oan losses is established as |osses are estimted to have
occurred through a provision for |oan | osses charged to earnings. Loan |osses
are charged against the all owance when managenent believes the uncollectibility
of a loan balance is confirmed. Subsequent recoveries, if any, are credited to
the al | owance

The all owance for loan |osses is evaluated on a regul ar basis by managenment and
is based upon managenent's periodic review of the collectibility of the loans in
light of historical experience, the nature and volune of the loan portfolio
adverse situations that may affect the borrower's ability to repay, estimted
val ue of any underlying collateral and prevailing econom c conditions. This
evaluation is inherently subjective as it requires estimtes that are
susceptible to significant revision as nore information beconmes avail abl e

CQur allowance for |loan |osses has three basic components: the specific

al |l owance, the fornmula allowance and the unallocated allowance. Each of these
conponents is determ ned based upon estimates that can and do change when the
actual events occur. The specific allowance is used to individually allocate an
al l owance for loans identified for inpairment testing. |npairment testing
includes consideration of the borrower's overall financial condition, resources
and payment record, support available fromfinancial guarantors and the fair
mar ket val ue of collateral
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A loan is considered inpaired when, based on current information and events, it
is probable that the Conpany will be unable to collect the schedul ed paynents of
principal or interest when due according to the contractual ternms of the |oan
agreenment. Factors consi dered by nanagenent in determ ning inpairment include
paynment status, collateral value, and the probability of collecting schedul ed
principal and interest paynments when due. Loans that experience insignificant
paynent del ays and paynent shortfalls generally are not classified as inpaired
Managenent determ nes the significance of paynent delays and paynent shortfalls
on a case-by-case basis, taking into consideration all of the circunstances
surrounding the |1 oan and the borrower, including the length of the delay, the
reasons for the delay, the borrower's prior paynent record, and the anpunt of
the shortfall in relation to the principal and interest owed. |npairment is
measured on a | oan-by-1loan basis for commercial and construction |oans by either
the present value of expected future cash flows discounted at the loan's
effective interest rate, the loan's obtainable market price, or the fair value
of the collateral if the loan is collateral dependent. These factors are
conbined to estimate the probability and severity of inherent |osses. Wen
impairment is identified, then a specific reserve is established based on the
Conpany's cal cul ation of the |oss enbedded in the individual |oan. Large groups
of smaller balance, honpgeneous |oans are collectively evaluated for inpairnent
Accordingly, the Conpany does not separately identify individual consumer and
residential loans for inpairment. The fornula allowance is used for estimating
the loss on internally risk rated | oans exclusive of those identified as
inmpaired. The loans neeting the criteria for substandard, doubtful and |oss, as
wel |l as inpaired |oans, are segregated from perform ng | oans within the
portfolio. Internally classified | oans are then grouped by loan type
(comercial, comercial real estate, conmercial construction, residential real
estate, residential construction or installnent). Each loan type is assigned an
al | owance factor based on nanagenent's estinmate of the associated risk

conpl exity and size of the individual |oans within the particular |oan category
Classified | oans are assigned a higher allowance factor than non-rated | oans due
to managenent's concerns regarding their collectibility or nmanagenent's

knowl edge of particular elenents surrounding the borrower. Allowance factors
grow with the worsening of the internal risk rating. The unallocated fornula is



used to estimate the | oss of non-classified |oans and | oans identified for
impairment testing for which no inpairment was identified. These un-criticized
| oans are al so segregated by |oan type and all owance factors are assigned by
managenent based on delinquencies, |loss history, trends in volume and terns of

| oans, effects of changes in |lending policy, the experience and depth of
managenent, national and |ocal econonmic trends, concentrations of credit
quality of the loan review systemand the effect of external factors (i.e.
conpetition and regulatory requirenments). The factors assigned differ by |oan
type. The unallocated al |l owance captures | osses whose inpact on the portfolio
have occurred but have yet to be recognized in either the formula or specific
al | owance. Allowance factors and the overall size of the allowance may change
fromperiod to period based on managenent's assessnment of the factors described
above and the relative weights given to each factor. See Note 4 for information
regarding the allowance for |oan |osses

BANK PREM SES AND EQUI PMENT

Prem ses and equi pnent are stated at cost |ess accunul ated depreciation and
anortization. Land is carried at cost. Furniture, fixtures, equipnment and

conputer software are depreciated over their estimted useful |ives, generally
fromthree to seven years; |easehold inprovenents are anortized over the lives
of the respective |leases or the estimated useful life of the |easehold

inprovenent, generally fromfive to ten years. Depreciation and anortization are
recorded on the straight-line and declining-bal ance net hods

Costs of maintenance and repairs are charged to expense as incurred. The costs
of replacing structural parts of nmmjor units are considered individually and are
expensed or capitalized as the facts dictate

| NCOVE TAXES

Deferred income tax assets and liabilities are determined using the liability
(or bal ance sheet) nmethod. Under this method, the net deferred tax asset or
liability is determ ned based on the tax effects of the tenporary differences
bet ween book and tax bases of the various bal ance sheet assets and liabilities
and gives current recognition to changes in tax rates and | aws.

ADVERTI SI NG COST

The Conpany follows the policy of charging the production costs of advertising
to expense as incurred. Total advertising expense was $545 t housand, $283
thousand and $291 thousand in 2005, 2004 and 2003, respectively

USE OF ESTI MATES

In preparing consolidated financial statenents in conformty w th accounting
principles generally accepted in the United States of Anmerica, managenent is
required to make estimtes and assunptions that affect the reported ambunts of
assets and liabilities as of the date of the bal ance sheet and the reported
amounts of revenues and expenses during the reported period. Actual results
could differ fromthose estimates. Material estimates that are particularly
susceptible to significant change in the near termrelate to the determ nation
of the allowance for |oan |osses, and the valuation of deferred tax assets
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RATE LOCK COWM TMENTS

The Conpany enters into commitnments to originate nortgage | oans whereby the
interest rate on the loans is determned prior to funding (rate |ock

conmm tnments). Rate lock commitments on nortgage |oans that are intended to be
sold are considered to be derivatives. The period of tine between issuance of a
l oan commtnment and closing and the sale of the |oan generally ranges from
thirty to ninety days. The Conpany protects itself fromchanges in interest
rates through the use of best efforts forward delivery comm tnents, whereby the
Conpany conmits to sell a loan at the time the borrower conmits to an interest
rate with the intent that the buyer has assuned interest rate risk on the |oan
As a result, the Conpany is not exposed to losses nor will it realize
significant gains related to its rate lock conmtnents due to changes in
interest rates. The correlation between the rate | ock commtnments and the best
efforts contracts is very high due to their simlarity. Because of this high
correlation, no gain or loss occurs on the rate lock comm tnments

CASH AND CASH EQUI VALENTS



For purposes of reporting cash flows, cash and cash equival ents include cash on
hand, ampunts due from banks, and federal funds sold. Generally, federal funds
are sold and purchased for one-day periods

EARNI NGS PER SHARE

Basi c earnings per share represents incone available to common stockhol ders
divided by the wei ghted-average nunmber of common shares outstanding during the
period. Diluted earnings per share reflects additional common shares that would
have been outstanding if dilutive potential common shares had been issued, as
wel | as any adjustment to income that would result fromthe assumed i ssuance
Potenti al conmmon shares that nmay be issued by the Conpany relate solely to

out standi ng stock options and warrants, and are determined using the treasury
net hod

COVPREHENSI VE | NCOVE

Accounting principles generally require that recogni zed revenue, expenses, gains
and | osses be included in net inconme. Although certain changes in assets and
liabilities, such as unrealized gains and | osses on available-for-sale
securities, are reported as a separate conponent of the equity section of the
bal ance sheet, such itens, along with net income, are conponents of

conpr ehensi ve i nconme

STOCK COVPENSATI ON PLAN

At Decenber 31, 2005, the Conpany has a stock-based conpensation plan, which is
described nmore fully in Note 12. Through 2005, the Conpany has accounted for the
pl an under the recognition and neasurenent principles of APB Opinion 25
Accounting for Stock Issued to Enployees, and related interpretations. As such
no stock-based enpl oyee conpensation cost was reflected in net inconme, as al
options granted under the plan had an exercise price equal to the market val ue
of the underlying common stock on the date of the grant. On Decenber 29, 2005
the Conpany accel erated the vesting of all outstanding options under the plan in
order to avoid a total of approximately $2.3 nmillion in expense in future
periods follow ng the adoption of FASB Statenment No. 123 (R) effective January
1, 2006. Due to this nodification of the vesting terns, the Conpany recogni zed
$161 thousand in stock based conpensation expense in Decenber 2005. The
following table illustrates the effect on net inconme and earnings per share for
the Conpany had the fair value recognition provisions of FASB Statement No. 123
Accounting for Stock-Based Conpensation, been adopted for prior years, including
the effect fromthe accelerated vesting in 2005

Table 21

(Dol lars in thousands except per share anounts) 2005 2004 2003
NET | NCOME, AS REPORTED $19, 667 $14, 229 $11, 546
Deduct: total stock-based enpl oyee conpensation

expense deternined based on fair val ue

met hod of awards, net of tax (3,124) (593) (368)
PRO FORMA NET | NCOVE $16, 543 $13, 636 $11,178
BASI C EARNI NGS PER SHARE
As reported $1. 40 $1.08 $0. 94
Pro forma $1.18 $1.03 $0. 92
DI LUTED EARNI NG PER SHARE:
As reported $1.31 $0. 99 $0. 86
Pro forma $1.10 $0. 95 $0. 84
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The fair value of each grant is estimted at the grant date using the

Bl ack- Schol es option-pricing nodel with the followi ng weighted average
assunptions for grants in 2005, 2004, and 2003, respectively: price volatility
of 21.98% 29.61% and 28.63% risk-free interest rates of 4.22% 4.37% and
4.02% dividend rate of .02% .03% and .02% and expected lives of 10 years. See
Note 12 to the Consolidated Financial Statenments for further information
regardi ng the Conpany's stock-based conpensation plan



RECENT ACCOUNTI NG PRONOUNCEMENTS

I'n Novenmber 2005, FASB Staff Position (FSP) 115-1 "The Meani ng of

O her - Than- Tenporary Inpairnent and Its Application to Certain |Investnments" was
issued. The FSP addresses the determination as to when an investnment is

consi dered inpaired, whether that inmpairment is other than tenporary, and the
measur ement of an inpairment |loss. This FSP al so includes accounting

consi derations subsequent to the recognition of an other-than-tenporary

impai rment and requires certain disclosures about unrealized | osses that have
not been recogni zed as other-than-tenporary inpairnents. The guidance in this
FSP anends FASB Statement No. 115, "Accounting for Certain Investments in Debt
and Equity Securities" and APB Opinion No. 18, "The Equity Method of Accounting
for Investrments in Common Stock". The FSP applies to investnments in debt and
equity securities and cost-nethod investnments. The application guidance within
the FSP includes itenms to consider in determ ning whether an investment is
impaired, in evaluating if an inpairment is other than tenporary and recogni zi ng
impai rment | osses equal to the difference between the investnment's cost and its
fair value when an inpairment is determned. The FSP is required for al
reporting periods beginning after December 15, 2005. Earlier application is
pernmitted. The Conpany does not anticipate the amendment will have a materia
effect on its financial statements

In May 2005, the Financial Accounting Standards Board ("FASB") issued Statenment
No. 154, ("SFAS No. 154") "Accounting Changes and Error Corrections - A

Repl acenment of APB Opi nion No. 20 and FASB Statenment No. 3." The new standard
changes the requirements for the accounting for and reporting of a change in
accounting principle. Anong other changes, SFAS No. 154 requires that a
voluntary change in accounting principle be applied retrospectively with al
prior period financial statements presented on the new accounting principle
unless it is inpracticable to do so. SFAS No. 154 also provides that (1) a
change in nmethod of depreciating or anortizing a |long-1lived nonfinancial asset
be accounted for as a change in estimte (prospectively) that was effected by a
change in accounting principle, and (2) correction of errors in previously
issued financial statements should be termed a "restatenent. " The new standard
is effective for accounting changes and corrections of errors made in fisca
years beginning after Decermber 15, 2005. The Conpany does not anticipate this
revision will have a material effect on its financial statements

I'n Decenber 2004, the Financial Accounting Standards Board ("FASB") issued
Statement No. 123 (Revised 2004) (SFAS No. 123R) "Share-Based Paynent", which
requires that the conpensation cost relating to share-based paynent transactions
be recognized in financial statements. SFAS No. 123R replaces SFAS No. 123
"Accounting for Stock-Based Conpensation," and supersedes APB Opinion No. 25
"Accounting for Stock |ssued to Enpl oyees." Share-based conpensation
arrangenents include share options, restricted share plans, performance-based
awar ds, share appreciation rights and enpl oyee share purchase plans. SFAS No
123R requires all share-based paynents to enployees to be valued using a fair

val ue nmethod on the date of grant and expensed based on that fair value over the
applicabl e vesting period. SFAS No. 123R al so amends SFAS No. 95 "Statenent of
Cash Flows" requiring the benefits of tax deductions in excess of recognized
conpensation cost be reported as financing instead of operating cash flows. The
Securities and Exchange Conmission ("SEC') issued Staff Accounting Bulletin No
107 ("SAB 107"), which expresses the SEC s views regarding the interaction

bet ween SFAS No. 123R and certain SEC rules and regulations. Additionally, SAB
No. 107 provides guidance related to share-based paynent transactions for public
conpani es. The Conpany will be required to apply SFAS No. 123R as of the annua
reporting period that begins after Septenmber 15, 2005. On Decenber 31, 2005, the
Conpany accel erated the vesting of all outstanding stock options in order to
avoid a total of approximately $2.3 million in conpensation cost in future
periods, with the adoption of 123(R) effective January 1, 2006. The Conpany al so
estimates a mnimum of $232 thousand a year in share-based conpensation cost
over the next five years based on options awarded in January 2006
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In Decenber 2003, the Accounting Standards Executive Conmittee of the Anerican
Institute of Certified Public Accountants issued Statenent of Position 03-3
"Accounting for Certain Loans or Debt Securities Acquired in a Transfer" ("SOP
03-3"). SOP 03-3 addresses accounting for differences between contractual cash
flows and cash flows expected to be collected froman investor's initial
investnment in |oans or debt securities (loans) acquired in a transfer if those
differences are attributable, at least in part, to credit quality. It includes

| oans purchased by the Conpany or acquired in business conbinati ons. SOP 03-3
does not apply to loans originated by the Conpany. The Conpany adopted the

provi sions of SOP 03-3 effective January 1, 2005. The initial inplenentation had



no material effect on the Conpany's financial statenents
STOCKHOLDERS' EQUI TY

A five-for-four stock split in the formof a 25% stock dividend was decl ared on
March 23, 2005. This transaction was recorded by increasing common stock by $2.8
mllion and decreasing surplus by $2.8 nmillion

A five-for-four stock split in the formof a 25% stock dividend was decl ared on
June 3, 2004. This transaction was recorded by increasing common stock by $2.2
mllion and decreasing surplus by $2.2 nmillion

A two-for-one stock split in the formof a 100% stock divi dend was decl ared on
April 22, 2003. This transaction was recorded by increasing common stock by $3.9
mllion and decreasing surplus by $3.9 nmillion

NOTE 2. SECURI TI ES

Anportized cost and fair value of the securities available-for-sale and

hel d-to-maturity as of Decenber 31, 2005 and 2004, are as follows (dollars in
t housands):

Tabl e 22
GROSS GROSS
AVMORTI ZED UNREALI ZED UNREALI ZED
DECEMBER 31, 2005 COoSsT GAI NS ( LOSSES) FAI R VALUE
AVAI LABLE- FOR- SALE:
U. S. Governnent Agency obligations $119, 076 $ 44 $ (2,496) $116, 624
Donestic corporate debt obligations 6, 000 43 -- 6, 043
Obligations of states and political subdivisions 1, 307 45 -- 1, 352
Restricted stock
Federal Reserve Bank 1, 442 -- -- 1, 442
Federal Hone Loan Bank 2,277 -- -- 2,277
Communi ty Bankers' Bank 55 -- -- 55
$130, 157 $ 132 $ (2,496) $127, 793
HELD- TO- MATURI TY:
U. S. Governnent Agency obligations $ 35,798 $ 29 $ (898) $34, 929
Obligations of state and political subdivisions 8,963 59 (144) 8,878
Donestic corporate debt obligations 499 3 -- 502
$ 45, 260 $ 91 $ (1,042) $44, 309
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Tabl e 23
GROSS
AMORTI| ZED GROSS UNREALI ZED
DECEMBER 31, 2004 COST UNREAL| ZED GAI NS ( LOSSES) FAI R VALUE
AVAI LABLE- FOR- SALE:
U. S. Governnent Agency obligations $ 100, 955 $ 207 $ (1,069) $ 100, 093
U S. Treasuries 9, 962 -- (32) 9, 930
Donestic corporate debt obligations 6, 000 20 -- 6, 020
Obligations of states and political subdivisions 1, 263 75 -- 1, 338
Restricted stock
Federal Reserve Bank 1, 442 -- -- 1, 442
Federal Hone Loan Bank 1,761 -- -- 1,761
Communi ty Bankers' Bank 55 -- -- 55
$ 121,438 $ 302 $ (1,101) $ 120,639

HELD- TO- MATURI TY:



U. S. Governnent Agency obligations $ 33,667 $ 226 $ (23) $ 33,870

Obligations of state and political subdivisions 8, 433 141 (124) 8, 450
Donestic corporate debt obligations 493 25 -- 518
$ 42,593 $ 392 $ (147) $ 42,838

The anortized cost and fair value of the securities, including restricted stock
as of Decenmber 31, 2005 by contractual maturity, are shown below (dollars in
t housands):

Tabl e 24

DECEMBER 31, 2005 AMORTI ZED COST FAI' R VALUE

AVAI LABLE- FOR- SALE

Due within one year $ 25,497 $ 25,209
Due after one year through five years 79, 054 77,229
Due after five years through ten years 7,578 7,363
Due after ten years 14,770 14,734
Restricted Stock 3, 258 3, 258
$ 130, 157 $ 127,793
HELD- TO- MATURI TY
Due within one year $ 499 $ 502
Due after one year through five years 15, 444 15, 081
Due after five years through ten years 27,378 26, 784
Due after ten years 1,939 1,942
$ 45,260 $ 44,309

The anortized cost of securities pledged as collateral for repurchase
agreenents, certain public deposits, and other purposes were $92.8 nmillion and
$66.4 mllion at Decermber 31, 2005 and 2004, respectively

Managenent eval uates securities for other-than-tenporary inpairnment at |east on

a quarterly basis, and nore frequently when econonic or market concerns warrant

such eval uation. Consideration is given to (1) the length of time and the extent
to which the fair value has been |l ess than cost, (2) the financial condition and
near-term prospects of the issuer, and (3) the intent and ability of the Conpany
toretain its investment in the issuer for a period of time sufficient to allow
for any anticipated recovery in fair value
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Provi ded below is a sunmary of securities which were in an unrealized |oss
position at Decenmber 31, 2005, and 2004. O the total securities in an
unreal i zed | oss position at Decenmber 31, 2005, 96.0% or fifty-three positions
were U.S. Government Agency securities with maturities ranging fromone nonth to
thirteen years. As the Conpany has the ability and intent to hold these
securities until maturity, or until such time as the value recovers, no declines
are deemed to be other-than-tenporary. In addition, there has been no
deterioration in the ratings for any of the securities.

Tabl e 25
At Decenber 31, 2005 LESS THAN 12 MONTHS 12 MONTHS OR LONGER TOTAL

Fair Unrealized Fair Unreal i zed Fair Unreal i zed
(Dol lars in thousands) Val ue Losses Val ue Losses Val ue Losses
AVAI LABLE- FOR- SALE:
U. S. Governnent Agency obligations $42, 157 $(424) $73, 006 $(2,072) $115, 163 $(2, 496)



HELD- TO- MATURI TY:

U. S. Governnent Agency obligations $34, 140 $(898) $ -- $ -- $ 34,140 $ (898)
Obligations of states/political
subdi vi si ons 2,691 (22) 3,462 (122) 6, 153 (144)

$36, 831 $(920) $ 3,462 $ (122) $ 40, 293 $(1, 042)
<CAPTI ON>
At Decenber 31, 2004 LESS THAN 12 MONTHS 12 MONTHS OR LONGER TOTAL

Fair Unreal i zed Fair Unreal i zed Fair Unreal i zed

(Dol lars in thousands) Val ue Losses Val ue Losses Val ue Losses

AVAI LABLE- FOR- SALE

U. S. Governnent Agency obligations $81, 350 $(1, 069) -- -- $81, 350 $(1, 069)
U S. Treasuries 9, 930 (32) -- -- 9, 930 (32)
$91, 280 $(1,101) -- -- $91, 280 $(1,101)

U. S. Governnent Agency obligations $ 4,977 $ (23) -- -- $ 4,977 $ (23)

Obligations of states/political

subdi vi si ons 3, 457 (124) -- -- 3,457 (124)
$ 8,434 $  (147) -- -- $ 8,434 $ (147)

NOTE 3. LOANS

Maj or classifications of |oans, excluding |oans held-for-sale, are sunmarized as
follows (dollars in thousands)

Tabl e 26

2005 2004
Commer ci al $ 122, 243 $ 88,725
Real estate - 1-4 family residential 160, 355 125, 089
Real estate - nultifam |y residential 58, 567 43,798
Real estate - nonfarm nonresidential 559, 866 436, 533
Real estate - construction 380, 997 240, 469
Consuner 7,386 5,879
TOTAL LOANS $ 1,289,414 $ 940, 493
Less unearned incone 5,338 4,309
Less all owance for |oan |osses 13, 821 10, 402
LOANS, NET $ 1,270, 255 $ 925,782

As of Decenber 31, 2005 and 2004, there were $591 thousand and $246 thousand
respectively, in checking account overdrafts that were reclassified on the
bal ance sheet as | oans
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NOTE 4. ALLOWANCE FOR LOAN LOSSES

An anal ysis of the allowance for |oan |osses for the years ended Decenber 31
2005, 2004 and 2003 is shown bel ow (dollars in thousands)

Tabl e 27

2005 2004 2003



Al | owance, at beginning of period $ 10, 402

$ 7,457 $ 5,924
2,989 1,575
18 14

(62) (56)
$10, 402 $ 7,457

Provi si on charged agai nst incone 3,772
Recoveries added to reserve 9
Losses charged to reserve (362)
ALLOWANCE, AT END OF PERI OD $ 13,821

I nformation about inpaired | oans as of and for the years ended Decenber 31
2005, 2004 and 2003, is as follows (dollars in thousands)

Tabl e 28
2005 2004 2003
I mpaired | oans for which an all owance has been provided $ 1,980 $ 1,177 $ 416
I npaired | oans for which no allowance has been provided -- 15 --
TOTAL | MPAI RED LOANS $ 1,980 $ 1,192 $ 416
Al | owance provided for inpaired |oans, included in the allowance for |oan
| osses 245 400 61
Average bal ance in inpaired | oans $ 2,035 $ 1,782 $ 216
Interest incone recognized -- -- --
Non- accrual |oans excluded frominpaired | oan disclosure under FASB 114 anpunted
to $14 thousand, $18 thousand, and $46 thousand at Decenber 31, 2005, 2004 and
2003, respectively. If interest on these |oans had been accrued as interest
income, such income would have approxi mated $3 thousand, $1 thousand and $5
thousand for the years ended Decermber 31, 2005, 2004 and 2003, respectively.
Loans past due 90 days or nore, and still accruing interest totaled $7 thousand
at Decenber 31, 2005, and $84 thousand at Decermber 31, 2003. There were no |oans
past due 90 days or nore, and still accruing interest at Decenmber 31, 2004
NOTE 5. BANK PREM SES AND EQUI PMENT, NET
Prem ses and equi pnent are stated at cost |ess accunul ated depreciation at
Decenber 31, 2005 and 2004, as follows (dollars in thousands)
Tabl e 29
2005 2004
Land $ 1,839 $ 1,839
Bui | di ngs 2,275 2,259
Furniture, fixtures and equi pnment 8,713 7,057
Leasehol d i nprovenents 2,799 2,324
Construction in progress 242 301
Total Cost $15, 868 $13, 780
Less accunul ated depreciation and anortization 8,334 7,088
Net prem ses and equi pnent $ 7,534 $ 6,692

Depreciation and anortizati on expense on prem ses and equi pment anmpunted to $1.3
mllion, $1.1 mllion and $1.1 million in 2005, 2004 and 2003, respectively.
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NOTE 6. TIME DEPOSI TS

The aggregate ampunt of tinme deposits with a m ni mum denom nation of $100
thousand each, was approximately $338.2 mllion and $253.2 mllion at Decenber



31, 2005 and 2004, respectively. Scheduled maturities of all time deposits at
Decenber 31, 2005, are as follows (dollars in thousands)

Tabl e 30
2006 $523, 436
2007 94, 952
2008 47, 250
2009 25, 658
2010 13,990
2011 and thereafter 100
$705, 386
NOTE 7. SECURI TI ES SOLD UNDER AGREEMENTS TO REPURCHASE
Securities sold under agreenments to repurchase, which are classified as secured
borrow ngs, represent funds of numerous demand deposit custonmers, and mature one
day fromthe transaction date. Securities sold under agreenents to repurchase
are reflected at the ambunt of cash received and are collateralized by
securities in the Conmpany's investnment securities portfolio
NCTE 8. | NCOMVE TAXES
Net deferred tax assets consist of the follow ng conponents at Decenber 31, 2005
and 2004 (dollars in thousands)
Table 31
2005 2004
DEFERRED TAX ASSETS:
Al | owance for |oan | osses $4,778 $3, 641
Non- accrual | oans 6 27
Securities available-for-sale 828 279
Bank premni ses and equi pnent 347 300
$5, 959 $4, 247
DEFERRED TAX LI ABI LI TI ES:
Federal Honme Loan Bank stock 2 2
Deferred | oan fees 2 --
4 2
NET DEFERRED TAX ASSETS $5, 955 $4, 245
The provision for income tax and its conponents for the years endi ng Decenber
31, 2005, 2004, and 2003 are as follows (dollars in thousands)
Tabl e 32
DECEMBER 31, 2005 2004 2003
Current tax expense $11, 634 $ 8,452 $ 6, 480
Def erred tax benefit (1, 196) (1, 051) (600)
$10, 438 $ 7,401 $ 5,880

The inconme tax provision differs fromthe anpunt of income tax determ ned by
applying the U. S. federal income tax rate to pretax incone from continuing
operations for the years ended Decenber 31, 2005, 2004, and 2003, due to the



followi ng (dollars in thousands)
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Tabl e 33
DECEMBER 31, 2005 2004 2003
Conput ed "expected" tax expense at 35%in 2005 and $ 10, 536 $ 7,571 $ 5,925
2004, and 34%in 2003
I ncrease (decrease) in inconme taxes resulting from
Incone at higher statutory rate (35% -- -- 74
Nondeducti bl e expense 75 16 40
Nont axabl e i ncone (173) (186) (159)
$ 10, 438 $ 7,401 $ 5,880
NOTE 9. EARNI NGS PER SHARE
The foll owing shows the wei ghted average number of shares used in computing
earnings per share and the effect on the wei ghted average nunmber of shares of
diluted potential common stock. For the years reported, the weighted average
nunmber of shares have been adjusted to give effect to stock dividends and
splits. Potential dilutive common stock had no effect on inconme available to
conmon st ockhol ders.
Tabl e 34
2005 2004 2003
Per Share Per Share Per Share
Shar es Ampunt Shar es Anpunt Shar es Anpunt
BASI C EARNI NGS PER SHARE 14, 010, 688 $1. 40 13,212, 621 $1.08 12, 166, 805 $0. 94
Effect of dilutive securities:
St ock options 978, 455 1, 060, 079 1, 080, 589
Warrants -- 57, 468 53, 318
DI LUTED EARNI NGS PER SHARE 14, 989, 143 $1.31 14, 330, 168 $0. 99 13, 300, 712 $0. 86

Stock options for 1,250 shares of comon stock were not included in conputing
diluted earnings per share in 2003, because their effects were anti-dilutive
There were no anti-dilutive shares in 2004 and 2005

NOTE 10. COVM TMENTS AND CONTI NGENCI ES

The Conpany | eases office space for sixteen of its branch locations, its
operations, nortgage |ending, and construction |ending departnments and has
entered into | eases for two additional branch |ocations in 2006. These

non- cancel | abl e agreenents, which expire through April 2017, in sonme instances
require paynment of certain operating charges. Generally, all |eases contain
renewal options of one to two additional five-year ternms. The total mininmum

| ease commitnment, adjusted for the effect of annual fixed increases or the
Consumner Price Index, at Decenber 31, 2005, is $16.5 nmillion, due as follows
(dollars in thousands)

Tabl e 35

Due in the year ending Decenber 31, 2006 $1, 941
2007 2,224
2008 2,167
2009 1,973

2010 1,932



Thereafter 6, 282

The total |ease expense was $1.9 nillion, $1.3 million and $1.2 nmillion in 2005
2004, and 2003, respectively. In the normal course of business, the Conpany
makes various commitnments and incurs certain contingent liabilities that are not
presented in the acconpanying financial statements. The Conpany does not
anticipate any material |osses as a result of the commtnments and contingent
liabilities.

NOTE 11: LOANS TO OFFI CERS AND DI RECTORS

Officers, directors and/or their related business interests are |oan custoners
in the ordinary course of business. |n managenent's opinion, these |oans are
made on substantially the same terns as those prevailing at the time for
conparabl e 1 oans with other persons and do not involve nore than normal risk of
collectibility or present other unfavorable features. The aggregate anopunt

out standi ng on such | oans at Decenber 31, 2005 and 2004, was $17.7 million and
$20.6 mllion, respectively. During 2005, new |oans and advances anmpunted to
$1.1 million and repaynents of $4.0 million were made
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NOTE 12. STOCK OPTI ONS OUTSTANDI NG

The current plan, adopted May 29, 1998, and anmended in May 2001, is a qualified
Incentive Stock Option Plan which provides for the granting of options to
purchase up to 1,469,110 shares of commpn stock at a price to be determi ned by
the Board of Directors at the date of grant, but in any event no |less than 100%
of the fair market value. Options outstanding prior to May 29, 1998, were
granted under the Conpany's plan adopted in 1988 which was replaced by the
current plan. As of December 31, 2005, 1,313,261 options had been granted under
the current plan and 23,107 grants had been forfeited, |eaving 178,956 options
avail able for future issuance under the plan. Options are awarded to enpl oyees
and the Board of Directors of the Conpany at the discretion of the Board of
Directors, and expire ten years fromthe grant date. Options granted under the
current plan, through Decenber 31, 2002, vested over three years, while options
granted since Decenmber 31, 2002, vested over five years. On Decenber 31, 2005
the Conpany accel erated the vesting of all outstanding options under the current
plan in order to avoid a total of approximately $2.3 nmillion in options expense
in future periods, with the adoption of FAS 123(R) effective January 1, 2006
Due to this nodification of the vesting terns, the Conpany recogni zed $161
thousand in option expense in Decermber 2005. In January 2006, a total of 90,600
options were granted to fifty-two officers and six outside directors of the
Conpany at an exercise price of $30.42 per share and with a five year vesting
peri od.

A summary of the status of the plan at December 31, 2005, 2004 and 2003, and
changes during the years ended on those dates is as follows:

Tabl e 36
2005 2004 2003
Wi ght ed Wi ght ed Vi ght ed
Aver age Aver age Aver age
Nunmber Exerci se Nunber Exerci se Nunber of Exerci se
of Shares Price of Shares Price Shar es Price
Qut st andi ng at begi nning of year 1, 433, 855 $ 5.36 1, 367, 848 $ 3.41 1, 296, 487 $ 2.73
G ant ed 153, 258 $ 23.27 152, 384 $ 19. 47 152, 823 $ 8.26
Exer ci sed 165, 432 $ 2.43 82, 888 $ 2.34 80, 378 $ 3.70
Forfeited 11, 483 $ 17.03 3, 489 $ 12.83 1,084 $16. 26
Qutstanding at end of year 1,410, 198 $ 7.56 1, 433, 855 $ 5.36 1, 367, 848 $ 3.41
Exerci sabl e at end of year 1,410, 198 $ 7.56 1, 068, 221 $ 2.72 1, 028, 280 $ 2.89
Pro forma wei ght ed-average fair
val ue per option of options granted
during the year $10. 00 $9.71 $3.94

A further sunmary about the options outstanding and exercisabl e at Decenber 31
2005 is provided in the follow ng table:



OPTI ONS OUTSTANDI NG AND EXERCI SABLE

Tabl e 37
Remai ni ng
Range of Exercise Cont ract ual Wei ght ed Aver age
Prices Number O Options Life Exercise Price

$ 1.00to $ 2.31 259, 328 1.1 years $ 1.50
$ 2.32to$ 2.79 344,778 3.8 years 2.63
$ 2.80to $ 5.46 172, 890 5.1 years 2.80
$ 5.47 to $ 7.82 160, 461 6.1 years 5.47
$ 7.83 to $28.89 472,741 8.1 years 16.93
$ 1.00 TO $28.89 1, 410, 198 5.2 YEARS $ 7.56
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Al'l options granted, available under the current Plan, and exercisable have been
adjusted for all three years giving retroactive effect to five-for-four stock
splits in the formof 25% stock dividends in 2004 and 2005, and a two-for-one
stock split in the formof a 100% stock dividend in 2003

In Septenber 2003, the Conpany adopted an Enpl oyee Stock Purchase Pl an. Under
the plan a total of 227,567 shares of compn stock, as adjusted for stock

di vidends and splits, were reserved for issuance to eligible enployees at a
price equal to at |least 85%of the fair market value of the shares of comon
stock on the date of grant. Grants each year expire at the end of that fisca
year if not exercised by the enployee. On Septenber 24, 2003, eligible enployees
were granted the right to purchase 19,026 shares at a price of $23.18, as

adj usted, which was equal to 100% of the fair market value of the shares at that
time. OF the total grant, 8,433 shares were purchased. On January 10, 2004
rights to purchase 27,954 shares of commpn stock were granted at a price of
$21.38, as adjusted, which was equal to 85%of the fair market value of the
shares at that time. Of the total grant, 6,058 were purchased. On January 18
2005, rights to purchase 29,602 shares of commpn stock were granted at a price
of $19.72, as adjusted, which was equal to 85% of the fair market value of the
shares at that time. OF the total grant, 11,096 were purchased. On January 11
2006, rights to purchase 26,432 shares of commpn stock were granted at a price
of $25.86, which was equal to 85% of the fair market value of the shares at that
time.

NOTE 13. DI RECTOR COVMPENSATI ON PLAN

In April 1996, the Conpany granted an aggregate of 185,286 warrants at an
exercise price of $3.56 to the outside Directors. In January 1998, the Conpany
granted 51,990 warrants at an exercise price of $2.89 to an additional outside
Director. Al warrants have been restated giving retroactive effect to all stock
splits and or stock dividends through their exercise date. O the total warrants
granted in April 1996, 46,321 were exercised in 2002, and 138, 965 were exercised
in 2003. The 51,990 warrants granted in January 1998 were exercised in January
2005.

In addition to the warrants, the outside Directors, have been awarded a total of
160, 039, 60,414, 25,260, 42,900, 27,186 and 17,500 options under the Conpany's
Incentive Option Plan in 2000, 2001, 2002, 2003, 2004 and 2005 respectively, as
adj usted for all stock splits and or stock dividends through 2005. |n January
2006, each of the outside Directors were awarded an additional 2,000 options

Al'l director options are included in the tables under Note 12

NOTE 14. OTHER BORROWED MONEY AND LI NES OF CREDI T

The Bank nmintains a $227.5 nillion line of credit with the Federal Hone Loan
Bank of Atlanta. The interest rate and term of each advance fromthe line is
dependent upon the advance and conmitnment type. Advances on the line are secured
by all of the Bank's qualifying first |liens and home equity lines-of-credit, on
one-to-four unit single-famly dwellings. As of Decenmber 31, 2005, the book

val ue of these qualifying |oans totaled approximately $89.2 mllion and the
amount of available credit using this collateral was $53.9 nmillion. Advances on
the line of credit in excess of this amount require pledging of additional
assets, including other types of |oans and investnment securities. As of Decenber
31, 2005 and 2004, the Bank had no advances outstanding. The Bank has additiona



short-termlines of credit totaling $62 million with nonaffiliated banks at
Decenber 31, 2005, on which $27.0 million was outstanding at that date

NOTE 15. TRUST PREFERRED CAPI TAL NOTES

On Novenber 13, 2002, the Conpany conpleted a private placenent issuance of $3.0
mllion of trust preferred securities through a newy forned, wholly-owned
subsidiary trust (VCBlI Capital Trust |) which issued $100 thousand in common
equity to the Conpany. The securities bear a floating rate of interest, adjusted
sem -annual Iy, of 340 basis points over six nonth Libor, currently 7.95% with a
maxi mnumrate of 12.0% until Novenber 15, 2007. The securities have a thirty year
termand are callable at par begi nning Novenber 15, 2007. On Decenber 19, 2002
the Conpany conpleted a private placenment issuance of $15.0 million of trust
preferred securities through a newy fornmed, wholly-owned, subsidiary trust

(VCBI Capital Trust I1) which issued $470 thousand in conmon equity to the
Conpany. These securities bear a floating rate of interest, adjusted

sem -annual Iy, of 330 basis points over six nonth Libor, currently 7.99% with a
maxi mumrate of 11.9% until Decenber 30, 2007. These securities have a thirty
year term and are callable at par begi nning Decenber 30, 2007. On Decenber 20
2005, the Conpany conpleted a private placenment of $25.0 nmillion of trust
preferred securities through a newy fornmed, wholly-owned, subsidiary trust

(VCBI Capital Trust I11) which issued $774 thousand in common equity to the
Conpany. These securities bear a fixed rate of interest of 6.19% until February
23, 2011, at which tine they convert to a floating rate, adjusted quarterly, of
142 basis points over three nonth Libor. These securities also have a thirty
year termand are callable at par beginning February 23, 2011
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The principal asset of each trust is a simlar anbunt of the Conpany's junior
subordi nated debt securities with like maturities and interest rates to the
trust preferred securities. The obligations of the Conpany with respect to the

i ssuance of the trust preferred securities constitute a full and unconditiona
guarantee by the Conpany of each Trust's obligations with respect to the trust
preferred securities to the extent set forth in the rel ated guarantees. Subject
to certain exceptions and limtations, the Conpany may elect fromtime to tinme
to defer interest paynments on the junior subordinated debt securities, resulting
in a deferral of distribution paynents on the related trust preferred
securities.

The Trust Preferred Securities may be included in Tier 1 capital for regulatory
capital adequacy purposes up to 25.0%of Tier 1 capital after its inclusion. The
portion of the trust preferred securities not qualifying as Tier 1 capital may
be included as part of total qualifying capital in Tier 2 capital

NOTE 16. FI NANCI AL | NSTRUMENTS W TH OFF- BALANCE- SHEET RI SK

The Conpany is party to financial instruments with of f-bal ance-sheet risk in the
normal course of business to nmeet the financing needs of its custoners. These
financial instruments include commitnments to extend credit, standby letters of
credit and financial guarantees. These instrunments involve, to varying degrees
elements of credit and interest rate risk in excess of the ambunt recognized in
the bal ance sheet. The contract or notional anpunts of those instruments reflect
the extent of involvenent the Conmpany has in particular classes of financial
instrunents.

The Conpany's exposure to credit loss in the event of nonperformance by the
other party to the financial instrument for commitnments to extend credit and
standby letters of credit and financial guarantees witten is represented by the
contractual or notional ampbunt of those instruments. The Conpany uses the sane
credit policies in making comnmitnments and conditional obligations as it does for
on- bal ance-sheet instruments

A summary of the contract or notional ampunt of the Conmpany's exposure to
of f - bal ance-sheet risk as of Decenmber 31, 2005 and 2004, is as follows:

Tabl e 38

(Dol lars in thousands) 2005

Fi nanci al instrunents whose contract anmounts represent
credit risk:



Commitnments to extend credit $ 55,097
Standby letters of credit and financial guarantees

witten $ 29,564
Unfunded lines of credit $381, 715

$ 34,853

$ 18,277
$326, 430

Conmitnments to extend credit are agreenents to lend to a custoner as |long as
there is no violation of any condition established in the contract. Conm tnents
general ly have fixed expiration dates or other termination clauses and may
require paynent of a fee. Since many of the commitnments are expected to expire
wi t hout being drawn upon, the total conm tnent anpbunts do not necessarily
represent future cash requirenments. The Conpany eval uates each custoner's

credi twort hiness on a case-by-case basis. The ampunt of collateral obtained, if
deened necessary by the Conpany upon extension of credit, is based on
managenent's credit evaluation of the customer. Collateral held varies but may
include cash, narketable securities, accounts receivable, inventory, property
and equi pment, residential real estate, and incone-producing commercia
properties.

Standby letters of credit and financial guarantees witten are conditiona

commi tments issued by the Conpany to guarantee the performance of a custoner to
a third party. Those guarantees are primarily issued to support public and
private borrowi ng arrangenents, including commercial paper, bond financing, and
simlar transactions. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to custoners
The Conpany hol ds certificates of deposit, marketable securities, and business
assets as collateral supporting those commtnents for which collateral is deened
necessary

The Conpany originates loans for sale to secondary market investors subject to
contractually specified and limted recourse provisions. In 2005, the Conpany
originated $202.3 nillion and sold $199.5 nillion to investors, conpared to
$175.9 nmillion originated and $169.7 nmillion sold in 2004. Mst contracts with
investors contain certain recourse |anguage that nmay vary from 90 days up to one
year. In general, the conpany may be required to repurchase a previously sold
nortgage loan or indemify the investor if there is major non-conpliance with
defined | oan origination or docunentation standards, including fraud, negligence
or material misstatenent in the | oan docunments. Repurchase may al so be required
if necessary governnmental |oan guarantees are cancel ed or never issued, or if an
investor is forced to buy back a loan after it has been re-sold as part of a

l oan pool. In addition, the Conmpany may have an obligation to repurchase a | oan
if the nortgagor has defaulted early in the loan term The potential default
period is approxi mtely twelve nonths after sale of the loan to the investor
Mort gages subject to recourse are collateralized by single-famly residential
properties, have |loan-to-value ratios of 80%or |less, or have private nortgage
insurance or are insured or guaranteed by an agency of the United States

gover nnent .
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At Decenber 31, 2005, the Bank had rate lock commitnents to originate and sel
nortgage | oans ampunting to $7.0 million and | oans held-for-sale of $12.5
mllion. Risks arise fromthe possible inability of counterparties to neet the
terms of their contracts. The Bank does not expect any counterparty to fail to
nmeet its obligation

NOTE 17. CONCENTRATI ONS OF CREDI T RI SK

The Bank does a general banking business, serving the comercial and personal
banki ng needs of its custoners. The Bank's narket area consists of the Northern
Virginia suburbs of Washington, D.C., including Arlington, Fairfax, Fauquier
Loudoun and Prince WIlliam Counties, the cities of Alexandria, Fairfax, Falls
Church, Manassas and Manassas Park, and to sone extent the Maryl and suburbs and
the city of Washington D.C. Substantially all of the Conpany's |oans are made
within its market area

The ultimate collectibility of the Bank's loan portfolio and the ability to
realize the value of any underlying collateral, if needed, are influenced by the
econoni ¢ conditions of the market area. The Conpany's operating results are
therefore closely related to the econom c conditions and trends in the

Met ropol i tan Washington, D.C. area

At Decenber 31, 2005 and 2004, there were $999.4 nillion and $720.8 nillion, or
77.5% and 76.7% respectively of total |oans concentrated in comercial rea
estate. Conmercial real estate for purposes of this note includes al



construction | oans, |oans secured by 5+ fanm |y residential properties and |oans
secured by non-farm non-residential properties. At Decermber 31, 2005 and 2004
construction | oans represented 29.5% and 25.6% of total |oans, |oans secured by
5+ fam |y residential properties represented 4.5% and 4.7% and |oans secured by
non-farm non-residential properties represented 43.4% and 46.4% respectively.
Construction |oans at Decenber 31, 2005 and 2004 included $257.6 million and
$163.3 million in loans to conmercial builders of single family housing in the
Northern Virginia market, representing 20.0% and 17.2% of total |oans
respectively

The Bank has established formal policies relating to the credit and coll ateral
requirements in loan originations including policies that establish limts on
various |oan types as a percentage of total |oans and total capital. Loans to
purchase real property are generally collateralized by the related property with
limtations based on the property's appraised value. Credit approval is
primarily a function of collateral and the evaluation of the creditworthiness of
the individual borrower, guarantors and or the individual project. Managenent
considers the concentration of credit risk to be miniml due to the

di versification of borrowers over numerous business and industries

NOTE 18. FUND RESTRI CTI ONS AND RESERVE BALANCE

The transfer of funds fromthe Bank to the Conpany in the form of |oans
advances, and cash dividends are restricted by Federal and State regul atory
authorities. As of Decenmber 31, 2005, the aggregate anmpunt of unrestricted funds
that could be transferred in the formof a cash dividend total ed approximately
$46.6 mllion, or 41.6% of the consolidated net assets of the Conpany.

As nmenmbers of the Federal Reserve System the Conpany is required to maintain
certain average reserve balances. For the final weekly reporting period in the
years ended Decenber 31, 2005 and 2004, the aggregate anpbunts of daily average
required bal ances were approximately $3.2 nmillion and $2.5 nmillion
respectively

NOTE 19. EMPLOYEE BENEFI TS

The Conpany has a 401(k) defined contribution plan covering substantially al
full-tinme enployees and provides that an enpl oyee becones eligible to
participate at the date he or she has reached the age of 21 and has conpleted
three months of service, whichever occurs |last. Under the plan, a participant
may contribute up to 15% of his or her covered conpensation for the year

subject to certain limtations. The Conpany may al so make, but is not required
to make, a discretionary contribution for each participant out of its current or
accunul ated net profits. The ampunt of contribution, if any, is determined on an
annual basis by the Board of Directors. Contributions made by the Conpany
total ed $294 thousand, $234 thousand and $212 thousand for the years ended
Decenber 31, 2005, 2004 and 2003, respectively
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NOTE 20. DI SCLOSURES ABOUT FAI R VALUE OF FI NANCI AL | NSTRUMENTS AND
I NTEREST RATE RI SK

The foll owi ng methods and assunptions were used to estimate the fair val ue of
each class of financial instruments for which it is practicable to estimte that
val ue

CASH AND SHORT- TERM | NVESTMENTS

For those short-terminstruments, the carrying ambunt is a reasonable estimate
of fair value.

SECURI TI ES

For securities held for investnment purposes, fair values are based on quoted
mar ket prices or dealer quotes. The carrying value of restricted stock
approxi mates fair value based on the redenption provisions of the issuers

LOANS HELD- FOR- SALE

Fair value is based on selling price arranged by arns-length contracts with
third parties.

LOAN RECEI VABLES



For certain honpgeneous categories of |oans, such as sone residential nortgages,
and other consunmer |oans, fair value is estimted using the quoted market prices
for securities backed by simlar |oans, adjusted for differences in |oan
characteristics. The fair value of other types of loans is estimted by

di scounting the future cash flows using the current rates at which sinmlar |oans
woul d be made to borrowers with simlar credit ratings and for the same
remaining maturities.

DEPGSI TS AND BORROW NGS

The fair value of demand deposits, savings accounts, and certain noney market
deposits is the ambunt payable on demand at the reporting date. For all other
deposits and borrowi ngs, the fair value is deternmined using the discounted cash
flow method. The discount rate was equal to the rate currently offered on
simlar products.

ACCRUED | NTEREST
The carrying ampunts of accrued interest approximte fair val ue.
OFF- BALANCE SHEET FI NANCI AL | NSTRUVENTS

The fair value of commitnments to extend credit is estimted using the fees
currently charged to enter sinmilar agreenents, taking into account the remining
terms of the agreements and the present creditworthiness of the counterparties.
For fixed-rate |oan conmitnents, fair value also considers the difference
between current levels of interest rates and the committed rates. The fair val ue
of stand-by letters of credit is based on fees currently charged for simlar
agreenments or on the estimated cost to termnate themor otherw se settle the
obligations with the counterparties at the reporting date.

At Decenber 31, 2005 and 2004, the fair value of |oan commitnents and stand-by
letters of credit were deenmed immaterial.
47

ing ampunts and estimated fair values of the Conpany's financi al
instruments are as follows:

Tabl e 39
2005 2004
Carrying Estimated Fair Estinmated Fair
(Dol lars in thousands) Amount Val ue Carryi ng Anpunt Val ue
FI NANCI AL ASSETS:
Cash and short-terminvestnents $ 33, 642 $ 33, 642 $ 17,792 $ 17,792
Securities 173, 053 172,102 163, 232 163, 477
Loans hel d-for-sale 12, 548 12, 548 9, 662 9, 662
Loans 1, 270, 255 1,296, 219 925, 782 952, 752
Accrued interest receivable 6, 550 6, 550 4,105 4,105
Total Financial assets $ 1,496, 048 $ 1,521,061 $ 1,120,573 $ 1,147,788
Tabl e 40
2005 2004
Carrying Estimated Fair Estimated Fair
(Dol lars in thousands) Amount Val ue Carryi ng Anpunt Val ue

FI NANCI AL LI ABI LI TI ES:
Deposits $ 1,243,506 $ 1,213,934 $ 970,968 $ 969,861
Securities sold under agreenents to

repurchase and federal funds purchased 111, 794 111, 788 53, 207 53,197



Trust preferred capital notes
Accrued interest payable

Total Financial liabilities

44,344 49,502 18, 570 18, 761
3,003 3,003 1,555 1,555

$ 1,402, 647 $ 1,378, 227 $ 1,044,300 $ 1,043,374

In the normal course of business, the Conpany is subject to market risk which
includes interest rate risk (the risk that general interest rate levels wll
change). As a result, the fair values of the Conpany's financial instrunments
wi | | change when interest rate |evels change and that change may be either
favorabl e or unfavorable to the Conpany. Managenent attenpts to match maturities
of assets and liabilities to the extent believed necessary to nmininmze this

risk.

NOTE 21. CAPI TAL REQUI REMENTS

The Conpany and the Bank are subject to various regulatory capital requirenments
adnini stered by the Federal banking agencies. Failure to nmeet mininmumcapita
requirements can initiate certain mandatory, possibly additional discretionary,
actions by regulators that, if undertaken, could have a direct material effect
on the Conpany's and Bank's financial statements. Under capital adequacy
guidelines and the regulatory framework for pronpt corrective action, the
Conpany and the Bank nust neet specific capital guidelines that involve
quantitative nmeasures of their assets, liabilities, and certain

of f - bal ance-sheet itens as cal cul ated under regulatory accounting practices. The
capital ampbunts and classification are also subject to qualitative judgnments by

the regul ators about conponents,

ri sk weightings, and other factors. Pronpt

corrective action provisions are not applicable to bank hol ding conpanies

Quantitative nmeasures established by regulation to ensure capital adequacy
require the Conpany and the Bank to maintain mininmmanmunts and ratios (set
forth in the table below) of Total Capital, Tier 1 Capital and Tier 1 Leverage

Capital. Total Capital and Tier

1 Capital ratios are in reference to

ri sk-wei ghted assets (as defined), and the Tier 1 Leverage Capital ratiois in
reference to average assets. Managenent believes, as of Decenber 31, 2005 and
2004, that the Bank net all capital adequacy requirements to which it is

subj ect .

As of Decenber 31, 2005, the Bank is categorized as "well-capitalized" under the

regul atory framework for pronpt

corrective action. To be categorized as

"wel | -capitalized", the Bank nust maintain mninmumtotal risk-based, Tier 1

ri sk-based, and Tier 1 leverage ratios as set forth in the table. There are no
conditions or events since December 31, 2005, that nanagenent believes changed
the Bank's category. The Conpany's and the Bank's actual capital anpunts and
ratios are also presented in the table.

Tabl e 41

AS OF DECEMBER 31, 2005:

TOTAL CAPI TAL

Conmpany

Bank

TIER 1 CAPI TAL

Conpany

Bank

TIER 1 LEVERAGE CAPI TAL
Conpany

Bank

<CAPTI ON>

AS OF DECEMBER 31, 2004

TOTAL CAPI TAL:
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M ni mum To Be
Vel | - Capi talized Under
M ni mum Capi t al Pronpt Corrective Action
Actual Capital Requi r enent * Provi si ons
AMOUNT RATI O AMOUNT RATI O AMOUNT RATI O
$170, 176 12. 42% $109, 607 8. 00% $ N A N A
167, 975 12.27% 109, 482 8. 00% 136, 853 10. 00%
$150, 355 10. 97% $ 54,803 4.00% $ N A N A
111, 154 8.12% 54,741 4.00% 82,112 6. 00%
$150, 355 10. 09% $ 59, 583 4.00% $ N A N A
111, 154 7.45% 59, 689 4.00% 75,126 5.00%
AMOUNT RATI O AMOUNT RATI O AMOUNT RATI O



Conpany $120, 244
Bank 119, 232
TIER 1 CAPI TAL

Conpany $109, 842
Bank 90, 830
TIER 1 LEVERAGE CAPI TAL

Conpany $109, 842
Bank 90, 830

11.
11.

* The minimum capital requirenment for the Conpany is

92%
82%

. 89%
. 01%

. 76%
. 09%

$80, 693
80, 667

$40, 346
40, 333

$45, 017
44,910

a gui del i ne

NOTE 22. CONDENSED FI NANCI AL STATEMENTS OF PARENT COMPANY

Tabl e 42

8. 00% $ N A
8. 00% 100, 834

4.00% $ N A
4.00% 60, 500

4. 00% $ N A

N A
10. 00%

N A
6.00%

BALANCE SHEETS (i n thousands)

DECEMBER 31, 2005

DECEMBER 31, 2004

Assets:
Cash and due from banks $ 1,984 $ 686
| nvest ment in Subsidiaries 110, 961 90, 882
Subor di nat ed Debt of Subsidiary 43, 000 18, 000
Ot her Assets 302 351
TOTAL ASSETS $ 156, 247 $ 109, 919
Liabilities and Stockhol ders' Equity
Trust preferred capital notes $ 43,344 $ 18,570
Ot her Liabilities 85 25
Total Liabilities $ 44,429 $ 18,595
St ockhol ders' Equity 111, 818 91, 324
TOTAL LI ABILITIES AND STOCKHOLDERS' EQUI TY $ 156, 247 $ 109, 919
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Tabl e 43
STATEMENTS OF | NCOME (i n thousands) YEAR ENDED DECEMBER 31
2005 2004 2003
I ncone:
Interest on subordinated debt $ 1,036 $ 888 $ 879
Total |ncone 1,036 888 879
Expenses:
Interest on trust preferred capital notes $ 1,246 $ 892 $ 835
Ot her operating expense 714 419 352
Total Expenses 1, 960 1, 311 1,187
Loss before incone tax (benefit) and equity in
undi stributed earnings of subsidiary $ (924) $ (423) $ (308)
Inconme tax (benefit) (267) (148) (108)
(657) (275) (200)
Equity in undistributed net income of
Virginia Commerce Bank 20, 324 14, 504 11, 746
Net | ncone $ 19, 667 $ 14, 229 $ 11,546

<CAPTI ON>



STATEMENTS OF CASH FLOWS (in thousands)

YEAR ENDED DECEMBER 31

2005 2004 2003
Cash Flows from Operating Activities:
Net | ncome $ 19,667 $ 14,229 $ 11,546
Adj ustments to reconcile net income to net cash
used in operating activities:
Equity in undistributed net incone of Virginia
Conmer ce Bank (20, 324) (14, 504) (11, 746)
Stock Option Expense 161 -- --
Decrease in other assets 50 79 112
I ncrease (decrease) in other liabilities 60 24 (43)
Net cash used in operating activities $  (386) $  (172) $  (131)
Cash Flows fromlnvesting Activities:
Purchase additional stock in subsidiary (774) (22, 000) (6, 000)
Purchase of debt securities (25, 000) -- (4, 000)
Net cash used in investing activities $(25, 774) $(22,000) $(10, 000)
Cash Flows from Financing Activities:
Net increase in junior subordinated capital notes 25,774 -- --
Conmon st ock issued 1, 690 22,514 2,390
Cash paid in lieu of fractional shares (6) (5) --
Net cash provided by financing activities $ 27,458 $ 22,509 $ 2,390
Change in cash and cash equivalents $ 1,298 $ 337 $ (7,741)
Begi nni ng 686 349 8, 090
Endi ng $ 1,984 $ 686 $ 349
</ TABLE>
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NOTE 23. QUARTERLY FI NANCI AL | NFORVATI ON ( UNAUDI TED)
Sel ected financial information for the quarterly periods of 2005 and 2004 is
presented bel ow (dollars in thousands except per share data)
Tabl e 44
2005 QUARTERS
FI RST SECOND THI RD FOURTH
Interest incone $18, 300 $20, 422 $22, 665 $25, 091
I nterest expense 5, 587 6, 856 8,119 9, 249
Net interest incone $12, 713 $13, 566 $14, 546 $15, 842
Provision for |oan |osses 831 1,031 950 960
Net interest incone after
provision for |oan |osses $11, 882 $12, 535 $13, 596 $14, 882
Non-i nterest incone 1,219 1, 543 1, 898 2,016
Non-interest expense 6,514 7,271 7,395 8, 286
I ncone before taxes $ 6,587 $ 6,807 $ 8,099 $ 8,612
I ncone tax expense 2,266 2,343 2,796 3,033
Net incone $ 4,321 $ 4,464 $ 5,303 $ 5,579
Net incone per common share
Basi ¢ $ 0.31 $ 32 $ 0.37 $ 0.40
Di | uted $ 0.29 $ 0.30 $ 0.35 $ 0.37

Tabl e 45



2004 QUARTERS

FI RST SECOND THI RD FOURTH
I nterest incone $12, 533 $13, 573 $15, 152 $16, 740
I nterest expense 3,534 3,853 4,262 4,682
Net interest incone $ 8,999 $ 9,720 $10, 890 $12, 058
Provision for |oan |osses 487 820 698 984
Net interest incone after
provision for |oan |osses $ 8,512 $ 8,900 $10, 192 $11, 074
Non-i nterest inconme 1, 209 1, 602 1,518 1, 430
Non-i nterest expense 5, 047 5,279 5, 907 6,574
I ncome before taxes $ 4,674 $ 5,223 $ 5,803 $ 5,930
I ncome tax expense 1,588 1,785 1,992 2,036
Net incone $ 3,086 $ 3,438 $ 3,811 $ 3,894
Net inconme per common share
Basi c $ 0.26 $ 0.26 $ 0.28 $ 0.28
Di | ut ed $ 0.23 $ 0.24 $ 0.26 $ 0.26

NOTE 24: SEGMVENT REPORTI NG

In accordance with SFAS No. 131, "Disclosures About Segnments of an Enterprise
and Rel ated Information" the Conpany has two reportable segnents, its comunity
banki ng operations and its nortgage banking division. Conmunity banking
operations, the major segment, involves making | oans and gathering deposits from
i ndividual s and businesses in the Bank's market area, while the nortgage banking
division originates and sells nortgage | oans servicing rel eased, on one-to-four
famly residential properties. Revenues from nortgage |ending consist of

interest earned on nortgage | oans held-for-sale, loan origination fees, and net
gains on the sale of loans in the secondary market. The Bank provides the
nortgage division with short termfunds to originate |oans and charges it
interest on the funds based on what the Bank earns on overni ght funds. Expenses
include both fixed overhead and variable costs on originated | oans such as |oan
of fi cer conm ssions, docunent preparation and courier fees. The follow ng table
presents segnment information for the years ended Decenber 31, 2005, 2004 and
2003. Elimnations consist of overhead and interest charges by the Bank to the
nort gage | ending division
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Tabl e 46
2005
Communi ty Mor t gage
(I'n thousands) Banki ng Lendi ng El i m nati ons Tota
Interest incone $ 85, 879 $ 599 $ -- $ 86, 478
Non-i nterest inconme 3,370 3, 306 -- 6,676
Total operating incone $ 89, 249 $ 3,905 $ -- $ 93, 154
I nterest expense $ 29,811 $ 348 $ (348) $ 29,811
Provision for |oan | osses 3,772 -- -- 3,772
Non-i nterest expense 26, 538 2,977 (49) 29, 466
Total operating expense $ 60,121 $ 3,325 $ (397) $ 63,049
I ncome before taxes on incone $ 29,128 $ 580 $ 397 $ 30, 105
Provision for incone taxes 10, 234 204 -- 10, 438
Net | ncone $ 18, 894 $ 376 $ 397 $ 19, 667
Total Assets $1, 505, 751 $ 12,674 $ -- $1, 518, 425




<CAPTI ON>

2004
Communi ty Mor t gage
(I'n thousands) Banki ng Lendi ng El i m nations Tota
Interest incone $ 57,591 $ 407 $ -- $ 57,998
Non-i nterest incone 2,530 3,229 -- 5,759
Total operating incone $ 60, 121 $ 3,636 $ -- $ 63, 757
I nterest expense $ 16, 331 $ 85 $ (85) $ 16, 331
Provision for |oan |osses 2,989 -- -- 2,989
Non-i nt erest expense 20, 326 2,529 (48) 22,807
Total operating expense $ 39, 646 $ 2,614 $ (133) $ 42,127
I ncone before taxes on incone $ 20, 475 $ 1, 022 $ 133 $ 21, 630
Provi sion for incone taxes 7,043 358 -- 7,401
Net | ncome $ 13,432 $ 664 $ 133 $ 14, 229
Total Assets $1, 129, 587 $ 9, 766 $ -- $1, 139, 353
<CAPTI ON>
2003
Communi ty Mor t gage
(I'n thousands) Banki ng Lendi ng El i m nations Tot a
Interest inconme $ 45,216 $ 752 $ -- $ 45,968
Non-i nterest incone 2,076 5,670 -- 7,746
Total operating income $ 47,292 $ 6,422 $ -- $ 53,714
I nterest expense $ 13,893 $ 120 $ (120) $ 13,893
Provision for |oan | osses 1,575 -- -- 1,575
Non-i nt erest expense 17, 185 3,676 (41) 20, 820
Total operating expense $ 32,653 $ 3,796 $ (161) $ 36,288
I ncone before taxes on incone $ 14,639 $ 2,626 $ 161 $ 17, 426
Provision for incone taxes 4,987 893 -- 5, 880
Net | ncome $ 9,652 $ 1,733 $ 161 $ 11,546
Total Assets $878, 032 $ 3,662 $ -- $881, 694
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BUSI NESS
GENERAL

Virginia Commerce Bancorp, Inc. (the "Conpany") was organi zed under Virginia |aw
on Novenber 5, 1999 to becone the holding conpany for Virginia Conmerce Bank
(the "Bank"). The Conpany acquired all of the outstanding shares of the Bank on
Decenber 22, 1999, upon the effectiveness of the Agreement and Plan of Share
Exchange dated Septenber 22, 1999 between the Conpany and the Bank. As a result
of the Agreenent and Pl an of Share Exchange, each share of the Bank's common
stock was autonmtically exchanged for and converted into one share of the
Conpany's conmmon st ock

The Bank was organized as a national banking association and commrenced
operations on May 16, 1988. On June 1, 1995, the Bank converted from a national
banki ng association to a Virginia chartered bank which is a nenber of the
Federal Reserve System The Conpany's and the Bank's executive offices and main
branch are located at 5350 Lee Hi ghway, Arlington, Virginia. The Bank currently
has ei ghteen additional full service branch offices throughout Northern



Virginia, an investment services office in Vienna, Virginia, and residential
nortgage |lending offices in Vienna and Warrenton, Virginia. Additionally, the
Bank has entered into | ease agreenments for two additional branch office

| ocations to be opened in 2006

The Conpany engages in a general commercial banking business through the Bank
its sole direct operating subsidiary. The Bank's custoner base includes

smal | -t o- medi um si zed busi nesses, including firms that have contracts with the
U. S. governnent, associations, retailers and industrial businesses

prof essional s and busi ness executives and consuners. The econonic base of the
Bank's service area includes Arlington, Fairfax, Fauquier, Loudoun and Prince
W liam Counties and the City of Alexandria in Northern Virginia, and the
metropol i tan Washington, D.C. area generally. Northern Virginia has experienced
significant popul ation and economc growth during the past decade. The Bank
participated in this growh through its comercial and retail banking
activities.

The Bank's primary service area consists of the Northern Virginia suburbs of
Washington D.C., including Arlington Fairfax, Fauquier, Loudoun and Prince

W liam Counties and the cities of Alexandria, Fairfax, Falls Church, Mnassas
and Manassas Park. This area's banking business is donminated by a small nunber
of large commercial banks with extensive branch networks. Mst are branches of
national, state-w de or regional banks. The Bank's primary service area is al so
served by a |arge nunber of other financial institutions, including savings
banks, credit unions and non-bank financial institutions such as securities
brokerage firns, insurance companies and mutual funds. The Bank's prinary
service area is oriented toward i ndependently owned small-to-nmedi umsized

busi nesses, light industry and firms specializing in government contracting. An
increasing nunmber of new community banki ng organi zati ons have been opened in the
Bank's nmarket area, potentially representing an increased conpetitive threat to
t he Bank

The banking business in Virginia generally, and in the Bank's primary service
area specifically, is highly conpetitive with respect to both | oans and
deposits, and is dominated by a relatively small nunber of mmjor banks w th many
of fices operating over a wi de geographic area. Anpong the advantages such nmjor
banks have over the Bank are their ability to finance w de-ranging advertising
canpai gns and to allocate their investnent assets to regions of highest yield
and demand. Such banks offer certain services such as international banking
which are not offered directly by the Bank (but are offered indirectly through
correspondent institutions) and, by virtue of their greater tota
capitalization, such banks have substantially higher lending linmts than the
Bank. The Bank conpetes for deposits and | endable funds with other commercia
banks, savings banks, credit unions and other governmental and corporate
entities which raise operating capital through the issuance of debt and equity
securities. The Bank al so conpetes for available investnent dollars with
non-bank financial institutions, such as brokerage firnms, insurance conpanies
and nutual funds. Wth respect to | oans, the Bank conpetes wi th other commercia
banks, savings banks, consuner finance conpani es, nortgage conpanies, credit
unions and other lending institutions. Additionally, as a result of enactnent of
federal and Virginia interstate banking |egislation, additional conpetitors
which are not currently operating in Virginia may enter the Bank's markets and
conpete directly with the Bank. Recent |egislation expanding the array of firns
that can own banks may also result in increased conpetition for the Conpany and
t he Bank

The majority of the Bank's deposits are attracted fromindividuals and business
in the Metropolitan Washington D.C. area, and as such, no material portion of
the Bank's deposits have been obtained fromany single person, single entity, or
area outside the Metropolitan Washington D.C. area. The loss of any one or nore
of the Bank's depositors would not have a materially adverse effect on the

busi ness of the Bank. Although the Bank's |loans are concentrated in its Northern
Virginia Market area, and a significant portion are secured by real property in
that market, the Bank's loans are not concentrated within a single industry or
group of related industries. See Note 17 to the Consolidated Financia

Statements for nore information on concentrations of credit risk
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The Bank provides businesses with a full range of deposit accounts, nerchant
bankcard services, electronic funds transfer services, |ock-box services
on-line banking, lines of credit for working capital, termloans and conmerci al
real estate |loans, and provides consuners with a wide array of deposit products
hone equity and revolving lines of credit, installnent |oans and internet
banki ng services. The Bank al so offers investnent services and provides safe



deposit boxes as well as other customary banking services. The Bank is not
authorized to offer trust services nor does it offer international services but
makes these services available to its customers through financial institutions
wi th which the Bank has correspondent banking rel ationships

The Bank also offers a wide variety of residential nortgage |oans through its
nortgage | ending division which are originated on a pre-sold, servicing rel eased
basis to nunmerous investors. Offered types include conventional single famly
first trusts, FHA and VA nortgages for both purchase and refinance purposes. In
addition, the Bank offers construction loans to both individuals and commerci al
builders on single famly residential properties which are generally for terns
of twelve to eighteen nonths. Changes in the |local real estate market and
interest rates could adversely inpact the |level of |oans originated for sale and
the level of construction |oans originated and outstanding, and the resulting
fees and earnings thereon

The Bank does not depend upon seasonal business. The Bank relies substantially
on |l ocal promnotional activity, personal contact by its officers, directors
enpl oyees and stockhol ders, personalized service and its reputation in the
comunities served to conpete effectively

The Bank has one whol |y owned subsidiary, Northeast Land and Investnment Conpany,
a Virginia corporation, organized to hold and market foreclosed real estate

On Decenber 31, 2005, the Conpany had 219 full-time equival ent enpl oyees
including seven executive officers. None of the Conpany's enployees presently is
represented by a union or covered under a collective bargaining agreenent
Managenent of the Conpany believes that its enployee relations are satisfactory.
G her than its President, the Conpany does not have any enpl oyees that are not

al so enpl oyees of the Bank

Banki ng i s dependent upon interest rate differentials. In general, the

di fference between the interest rate paid by the Bank on its deposits and its
other borrowi ngs and the interest rate earned by the Bank on |oans, securities
and other interest-earning assets conprises the mpjor source of the Bank's
earnings, while increasing fees and net gains on nortgage |oans originated for
sal e have made a significant contribution to the Bank's non-interest earnings
Thus, the earnings and growth of the Bank are subject to the influence of
econoni ¢ conditions generally, both donestic and foreign, and also of the
monetary and fiscal policies of the United States and its agencies, particularly
the Federal Reserve Board. The Federal Reserve Board inplenments national
nmonetary policy, such as seeking to curb inflation and conbat recession, by its
open-market activities in United States government securities, by adjusting the
required level of reserves for financial institutions subject to reserve

requi rements and through adjustnents to the discount rate applicable to

borrow ngs by banks which are nmenbers of the Federal Reserve System The actions
of the Federal Reserve Board in these areas influence the growth of bank |oans
investments and deposits and al so affect interest rates. The nature and tim ng
of any future changes in such policies and their inpact on the Bank cannot be
predicted. In addition, adverse econonic conditions could make a higher
provision for loan |osses a prudent course and could cause higher |oan |oss
charge-offs, thus adversely affecting the Bank's net incone.

Fromtime to time, new legislation or regulations are adopted which increase the
cost of doing business, limt or expand permi ssible activities, or otherw se

af fect the conpetitive bal ance between banks and other financial institutions
Bills have been introduced in each of the |last several Congresses which would
permt banks to pay interest on checking and demand deposit accounts established
by businesses, a practice which is currently prohibited by regulation. If the
legislation effectively permtting the paynment of interest on business demand
deposits is enacted, of which there can be no assurance, it is likely that we
may be required to pay interest on sone portion of our demand deposits in order
to conpete against other banks. As a significant portion of our deposits are
demand deposits established by businesses, payment of interest on these deposits
could have a significant negative inmpact on our net incone, net interest incone
interest margin, return on assets and equity, and other indices of financia
performance. We expect that other banks would be faced with simlar negative
inmpacts. We al so expect that the primary focus of conpetition would continue to
be based on other factors, such as quality of service. Additionally, various
proposal s are under consideration and study for the reformor revision of
deposit insurance prem um assessnent system Currently, we are not subject to
paynent of deposit insurance prem unms and generally have not been over the past
several years. If we are required to pay deposit insurance prem ums, our
earnings will be adversely affected
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Banks or bank hol di ng conpani es which are undercapitalized and either have not
timely approved a capital plan or have failed to inplenment the plan becone

subj ect to extraordinary powers pursuant to which the bank regul atory agencies
may cl ose the bank, restrict its growh, force its sale, restrict interest rates
paid on deposits, and disniss directors or senior executive officers. Each
agency has prescribed standards relating to internal controls and systens, |oan
docunmentation, credit underwriting, interest rate exposure, asset growth,
conpensation, fees and benefits, and other operational and managerial standards
The agenci es have al so adopted standards relating to asset quality, earnings
val uation and conpensati on. Banks or bank hol di ng conpani es which do not neet
such standards mmy be subject to restrictions and consequences conparable to
those which apply to undercapitalized banks and bank hol di ng conpani es. Bank
regul atory authority to appoint a conservator or receiver for a bank is broad
including grounds such as substantial dissipation of assets or earnings due to
violations of law or regulation or due to any unsafe or unsound practices, an
unsafe or unsound condition, and certain violations of law or regulation |ikely
to weaken the institution's condition.

Regul ations pronul gated by the Federal Reserve Board prohibit state nenber banks
such as the Bank from paying any dividend on common stock out of capital

Di vi dends can be paid only to the extent of net profits then on hand, |ess

| osses and bad debts. Wthout the prior approval of the Federal Reserve Board, a
state menber bank cannot pay dividends in any cal endar year in excess of the
retained net profits for the prior two years and the profits of the current

year, less any required transfers to surplus

LENDI NG ACTI VI TI ES

The Bank offers a wide array of |ending services to its custoners, including
conmrerci al |oans, conmercial real estate loans, lines of credit, equipnent
financing, construction loans, letters of credit, residential nortgages
personal |oans, auto |oans and hone equity loans and lines of credit. Loan
terms, including interest rates, loan-to-value ratios, and maturities, are
tailored as nmuch as possible to nmeet the needs of the borrower wthin prudent
Il ending guidelines in terms of interest rate risk and credit risk

When considering | oan requests, the primary factors taken into consideration are
the purpose, the cash flow and financial condition of the borrower, primry and
secondary repaynent sources, the value of the underlying collateral, if
applicable, and the character and integrity of the borrower. These factors are
evaluated in a nunber of ways including an analysis of financial statenments
credit history, trade references and visits to the borrower's place of business
The Bank has adopted a conprehensive | oan policy manual to provide its |oan
officers with underwriting, term collateral, |oan-to-value and pricing

gui del i nes.

The Bank's goal is to build and maintain a comercial |oan portfolio consisting

of termloans, lines of credit, comercial real estate and construction |oans
provided primarily to locally-based borrowers. Additionally, installnment |oans
and personal lines of credit, as well as residential nortgages, are nade

avail able to consumer custoners. Conmercial |oans are generally considered to
have a higher degree of risk of default or loss than other types of |oans, such
as residential real estate |oans, because repaynment may be affected by general
econoni c conditions, interest rates, the quality of management of the business
and other factors which may cause a borrower to be unable to repay its
obligations. General econonic conditions can directly or indirectly affect the
quality of a small and mid-sized business |oan portfolio. The Bank manages the
loan portfolio to avoid high concentrations of simlar industry |loan types
and/or property types in relation to total qualifying capital. Conmerci al
construction loans will make up 50-100% of total qualifying capital, residentia
construction | oans 125-250% non-farm non-residential real estate |oans

400- 600% residential nortgages and home equity |oans 100-200% commercial |oans

100- 200% and consuner installnent and personal |oans 50-100% Overall, real
estate loans will not exceed 1,150% of total capital. There can however, be no
assurance that the Bank will be able to achieve or maintain this distribution of

| oans. At Decenber 31, 2005 the loan portfolio's actual conposition conpared to
total qualifying capital consisted of approximtely 61% commercial construction
| oans, 166%residential construction |oans, 365% non-farm non-residential rea
estate |l oans, 95%residential nortgages and home equity |oans, 73% conmercia

| oans and 4% consuner installnment and personal |oans. Total real estate |oans
were 627% of total qualifying capital

The lending activities in which we engage carry the risk that borrowers will be



unable to performon their obligations. As such, interest rate policies of the
Federal Reserve Board and general economic conditions, nationally and in our
primary market area will have a significant inpact on our results of operations
To the extent that economic conditions deteriorate, business and individual
borrowers may be |less able to nmeet their obligations in a tinmely manner
resulting in decreased earnings or |losses to the Bank. To the extent that |oans
are secured by real estate, adverse conditions in the real estate market may
reduce the ability of the borrower to generate the necessary cash flow for
repaynment of the |oan and reduce our ability to collect the full ambunt of the
| oan upon a default. These same external factors could al so negatively inpact
collateral values. To the extent that the Bank makes fixed rate |oans, genera
increases in interest rates will tend to reduce our spread as the interest rates
we nust pay for deposits increase. Interest rates may al so adversely affect the
val ue of property pledged as security for |oans
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We constantly strive to mtigate risks in the event of unforeseen threats to the
| oan portfolio as a result of an econonmic downturn or other negative influences
Plans for mitigating inherent risks in managing |oan assets include carefully
enforcing |oan policies and procedures, evaluating each borrower's industry and
busi ness plan during the underwiting process, identifying and nonitoring
primary and alternative sources for repaynent, obtaining collateral that is
margined to mninmze loss in the event of |iquidation, ongoing tests of borrower
credit worthiness and cash flow, ongoing collateral evaluations and site
inspections and nonitoring of econom ¢ and market trends

Loan business is generated prinarily through referrals and direct-calling
efforts. Referrals of |oan business comes fromdirectors, shareholders, current
custoners and professionals such as |awers, accountants and financia
intermediaries.

At Decenber 31, 2005, the Banks statutory lending limt to any single borrower
was $25.2 million subject to certain exceptions provided under applicable |aw
As of Decenber 31, 2005, the Bank's maxinmum credit exposure to its |argest
borrower was $19 nmillion

Commer ci al Loans: Commercial loans are witten for any |egitinmate business
purpose including the financing of plant and equi pment, interimworking capita
pending collection of accounts receivable, permanent working capital for growth
and the acquisition and construction of real estate projects. There is a focus
in the Bank's | oan portfolio on commercial real estate investnment which
represents a predom nant activity in the Bank's market area. The Bank's
commercial loan portfolio reflects a diverse group of borrowers with no
significant concentration in any borrower, or group of borrowers

Commer cial construction |oans, residential construction |loans to builders and
I and acquisition and devel opnent |oans are made to builders with established
track records of quality construction. Land | oans are discouraged unless
underwritten in conjunction with a related construction |oan or out-sale
contract. Typical advance rates are not greater than 65% of the |esser of cost
or appraisal for raw land, 75% of the value of finished lots for |and

acqui sition, and 80% of |and cost and 100% of construction costs for
construction loans. In all cases, a mninmm 10%equity contribution of tota
project costs is required. Financing ternms generally do not exceed 24 nonths
Construction loans are subject to progress inspections and controlled advances
Specul ative construction loans are maintained to a minimumwith a majority of
loans requiring pre-sale contracts or specified | ease-up thresholds prior to
construction conmencenent. Personal guarantees by principals of borrow ng
entities is a standard requirement and | oans are typically priced to float at a
factor at or above the prinme lending rate

Commercial real estate loans will generally represent borrower occupied
transactions with a principal reliance on the borrow ng businesses' ability to
repay or investor transactions focused on tenant quality, occupancy and expense
controls, as well as prudent guidelines for assessing real estate values. Risks
inherent in managing a commercial real estate portfolio relate to either sudden
or gradual drops in property values as a result of a general or local econonic
downturn. A decline in real estate values can cause loan to value margins to
increase and dimnish the Bank's equity cushion on both an individual and
portfolio basis. The Bank attenpts to mitigate commercial real estate |ending
risks by carefully underwiting each loan of this type to address the perceived
risks in the individual transaction. Generally, the Bank requires a

| oan-to-value ratio of 80%of the |esser of cost or appraisal for owner occupied
transactions and 75% for investor transactions. A borrower's ability to repay is



carefully analyzed and policy calls for a mninmum ongoing cash flow to debt
service requirement of 1.10 to 1 al though nost |oans exceed this mnimm An
approved |ist of commercial real estate appraisers selected on the basis of a
reputation for quality and accuracy has been established. Each appraisal is
scrutinized in an effort to insure conpliance with established appraisal

gui delines and conformty with current conparable market val ues. The Bank
general |y requires personal guarantees on all loans to closely-held entities as
a matter of policy. Borrowers are required to provide, at a mninmum annua
corporate, partnership and personal financial statements to conply with Bank
policy. Interest rate risk to the Bank is nmitigated by using either floating
interest rates or by fixing rates for an intermediate period of time, generally
|l ess than five years. Wiile |oan anortizations may be approved for up to 360
nmont hs, |oans generally have a call provision (maturity date) of 10 years or

| ess.
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Commercial termloans are used to provide funds for equi pment and genera
corporate needs. This |oan category is designed to support borrowers who have a
proven ability to service debt over a termgenerally not to exceed 84 nonths
The Bank typically requires a first lien position on the collateral financed and
ot her business assets and guarantees from owners having at |east a 20% i nterest
in the business. Interest rates on commercial termloans generally float or are
fixed for a termnot to exceed five years. Managenent carefully nonitors
industry and collateral concentrations to avoid |oan exposures to a |large group
of simlar industries and/or simlar collateral. Commercial |oans are eval uated
for historical and projected cash flow, balance sheet strength and primry and
secondary repaynment sources. Commercial term|oan docunments include certain
financial and performance covenants and require borrowers to forward regul ar
financial information on both the business and on personal guarantors at |east
annual ly. In certain cases, this infornmation is required nore frequently,
depending on the degree to which |lenders desire information to nonitor a
borrower's financial condition and conpliance with | oan covenants. Key person
life insurance is required as appropriate and as necessary to nmitigate the risk
associated with the loss of a primry owner or manager

Commercial lines of credit are used to finance a business borrower's short-term
or seasonal credit needs and advances are often based on a percentage of
eligible receivables and inventory. In addition to the risks inherent in term

loan facilities, line of credit borrowers typically require additiona
monitoring to protect the | ender against dinminishing collateral values
Commercial lines of credit are generally revolving in nature and payable on

demand. The Bank generally requires at |east an annual rest period (for seasona
borrowers) and regular financial information (nonthly or quarterly financia
statements, nonthly accounts receivabl e agi ngs, borrow ng base certificates
etc.) for borrowers with rapid growth and permanent working capital financing
needs. Advances against collateral are generally margined, limting advances on
eligible receivables to 75-80% of current accounts. Lines of credit and term
loans to the sane borrowers are generally cross-defaulted and
cross-collateralized. Industry and collateral concentration disciplines are the
sane as those used in managing the comercial termloan portfolio. Interest rate
charges on this group of loans generally float at a factor at or above the prine
lending rate. Generally, personal guarantees are also required on these |oans

Consuner Loans. Loans are considered for any worthwhile personal purpose on a
case-by-case basis, such as financing of tuition, household expenditures, hone
and autonobile financing. Consunmer credit facilities are underwitten to focus
on the borrower's credit record, length and stability of enploynent, inconme to
service debt and quality of collateral. Residential real estate loans held in
portfolio are linmted to advances of 90% of |oan to appraised val ue. Maxi num
debt to inconme ratio established by loan policy is 40% and maxi mum unsecur ed
revolving debt will not exceed 10% of net worth. Installnment |oan terns range
out to 72 nonths and are priced at fixed interest rate. Home equity |oans
anortize over 5-15 years and are fixed rate while honme equity lines are
revolving with 10-year maturities and have floating rates tied to the prine
rate.

Mort gage Lendi ng. The Conpany originates residential nortgage |oans, on a
pre-sold basis, for sale to secondary narket purchasers, on a servicing rel eased
basis. This produces benefits primarily in the formof gains on the sale of the
loans at a premium Activity in the residential nortgage | oan market is highly
sensitive to changes in interest rates. The loans are sold on a limted recourse
basis. Mdst contracts with investors contain recourse periods that may vary from
90 days up to one year. In general, the Conpany may be required to repurchase a
previously sold nortgage |oan or indemify the investor if there is nmjor



non-conpliance with defined |oan origination or docunentati on standards
including fraud, negligence or material misstatement in the |oan docunents
Repurchase may al so be required if necessary governnental |oan guarantees are
cancel ed or never issued, or if an investor is forced to buy back a |loan after
it has been re-sold as part of a loan pool. In addition, the Conpany may have an
obligation to repurchase a loan if the nortgagor has defaulted early in the |oan
term The potential default period is approximtely twelve nonths after sale of
the loan to the investor. Mrtgages subject to recourse are collateralized by
single-fam |y residential properties, have |oan-to-value ratios of 80%or |ess
or have private nortgage insurance or are insured or guaranteed by an agency of
the United States governnent.

Loan Administration. As part of its internal |oan adm nistration process, the
Bank's Directors Loan Conmittee, conprised of directors, reviews all |oans
30-days delinquent, loans on the watch list, |oans rated special nention
substandard, or doubtful and other |oans of concern at |east quarterly. The
Committee al so reviews new | oan production, credit concentrations, |oan |oss
reserves, declined |oans, docunentation exceptions, |oan policy exceptions, new
products and pricing. The Conmittee conmi ssions periodic docunentation and
internal control reviews by outside vendors to conplenent internal audit and
credit administration oversight
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REGULATI ON, SUPERVI SI ON, AND GOVERNMENTAL POLI CY

The Conpany. The Conpany is a bank hol di ng conpany regi stered under Bank Hol di ng
Conmpany Act of 1956, as anended, (the "BHCA") and is subject to supervision by
the Federal Reserve Board. As a bank hol ding conpany, the Conpany is required to
file with the Federal Reserve Board an annual report and such other additional
information as the Federal Reserve Board may require pursuant to the BHCA The
Federal Reserve Board nmy al so neke exami nations of the Conpany and each of its
subsi di ari es.

BHCA - Activities and other Linmitations. The BHCA requires approval of the
Federal Reserve Board for, anpng other things, the acquisition by a proposed
bank hol di ng conpany of control of nore than five percent (5% of the voting
shares, or substantially all the assets, of any bank or the merger or
consol i dation by a bank hol di ng conpany wi th another bank hol di ng conpany. The
BHCA al so generally pernmits the acquisition by a bank hol di ng conpany of contro
or substantially all the assets of any bank located in a state other than the
hone state of the bank hol di ng conpany, except where the bank has not been in
exi stence for the mninmum period of tine required by state law, but if the bank
is at least 5 years old, the Federal Reserve Board may approve the acquisition.

Under current law, with certain limted exceptions, a bank hol ding conpany is
prohibited fromacquiring control of any voting shares of any conpany which is
not a bank or bank hol ding conpany and from engaging directly or indirectly in
any activity other than banking or managing or controlling banks or furnishing
services to or performng service for its authorized subsidiaries. A bank
hol di ng conpany may, however, engage in or acquire an interest in, a conpany
that engages in activities which the Federal Reserve Board has determ ned by
order or regulation to be so closely related to banking or managi ng or
controlling banks as to be properly incident thereto. In making such a

determ nation, the Federal Reserve Board is required to consider whether the
performance of such activities can reasonably be expected to produce benefits to
the public, such as convenience, increased conpetition or gains in efficiency
whi ch outwei gh possible adverse effects, such as undue concentration of
resources, decreased or unfair conpetition, conflicts of interest or unsound
banki ng practices. The Federal Reserve Board is also enpowered to differentiate
bet ween activities commenced de novo and activities comenced by the
acquisition, in whole or in part, of a going concern. Sone of the activities
that the Federal Reserve Board has determ ned by regulation to be closely
related to banking include naking or servicing |loans, performng certain data
processing services, acting as a fiduciary or investnment or financial advisor
and making investnments in corporations or projects designed primarily to pronote
comunity wel fare

Effective on March 11, 2000, the Gramm Leach Bliley Act of 1999 (the "GLB Act")
al l ows a bank hol di ng conpany or other conpany to certify status as a financi al
hol di ng conpany, which allows such conpany to engage in activities that are
financial in nature, that are incidental to such activities, or are

conpl enmentary to such activities. The GLB Act enunerates certain activities that
are deened financial in nature, such as underwriting insurance or acting as an
insurance principal, agent or broker, underwiting, dealing in or maeking narkets



in securities, and engaging in nmerchant banking under certain restrictions. It
al so authorizes the Federal Reserve Board to determine by regulation what other
activities are financial in nature, or incidental or conplenentary thereto

Subsi di ary banks of a bank hol ding conpany are subject to certain restrictions
imposed by the Federal Reserve Act on any extensions of credit to the bank
conpany or any of its subsidiaries, or investnments in the stock or other
securities thereof, and on the taking of such stock or securities as collateral
for loans to any borrower. Further, a holding conpany and any subsidiary bank
are prohibited fromengaging in certain tie-in arrangenents in connection with
the extension of credit. A subsidiary bank may not extend credit, |ease or sel
property, or furnish any services, or fix or vary the consideration for any of
the foregoing on the condition that: (i) the customer obtain or provide sonme
addi tional credit, property or services fromor to such bank other than a | oan
di scount, deposit or trust service; (ii) the customer obtain or provide sonme
addi tional credit, property or service fromor to conpany or any other
subsidiary of the conpany; or (iii) the customer not obtain some other credit
property or service fromconpetitors, except for reasonable requirenents to
assure the soundness of credit extended

Commitments to Subsidiary Banks. Under Federal Reserve policy, the Conpany is
expected to act as a source of financial strength to the Bank and to conmit
resources to support the Bank in circunstances when it might not do so absent
such policy

Lim tations of Acquisitions of Common Stock. The federal Change in Bank Contro
Act prohibits a person or group fromacquiring "control" of a bank hol di ng
conmpany unl ess the Federal Reserve has been given 60 days' prior witten notice
of such proposed acquisition and within that time period the Federal Reserve
Board has not issued a notice disapproving the proposed acquisition or extending
for up to another 30 days the period during which such a disapproval may be
issued. An acquisition may be made prior to expiration of the disapproval period
if the Federal Reserve issues witten notice of its intent not to disapprove the
action. Under a rebuttable presunption established by the Federal Reserve, the
acqui sition of 10% or nore of a class of voting stock of a bank hol ding conpany
with a class of securities registered under Section 12 of the Exchange Act or
which woul d represent the single largest interest in the voting stock woul d
under the circunstances set forth in the presunption, constitute the acquisition
of control
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In addition, with limted exceptions, any "conpany" would be required to obtain
the approval of the Federal Reserve under the BHCA before acquiring 25% (5%in
the case of an acquirer that is a bank hol ding conpany) or nore of the

out st andi ng Conmon Stock of, or such | esser nunmber of shares as constitute
control over, the Conpany. Such approval would be contingent upon, anpng other
things, the acquirer registering as a bank hol ding conpany, divesting al

i mperm ssi bl e hol di ngs and ceasing any activities not pernissible for a bank
hol di ng conpany

The Federal Reserve has adopted capital adequacy guidelines pursuant to which it
assesses the adequacy of an institution's capital. These guidelines are
substantially simlar to those which are applicable to the Bank, discussed

bel ow.

The Bank. The Bank, as a Virginia chartered comrerci al bank which is a nmenber of
the Federal Reserve System (a "state nenber bank") and whose accounts are
insured by the Bank Insurance Fund of the FDIC up to the maxinumlegal limts of
the FDIC, is subject to regulation, supervision and regular exam nation by the
State Corporation Conmi ssion/Bureau of Financial Institutions and the Federa
Reserve Board. The regul ati ons of these various agencies govern nost aspects of
the Bank's business, including required reserves agai nst deposits, |oans
investments, mergers and acquisitions, borrow ng, dividends and |ocation and
nunber of branch offices. The |l aws and regul ati ons governi ng the Bank generally
have been pronulgated to protect depositors and the deposit insurance funds, and
not for the purpose of protecting stockhol ders

Conpetition among commerci al banks, savings banks, and credit unions has
increased follow ng enactnent of |egislation which greatly expanded the ability
of banks and bank hol di ng conpanies to engage in interstate banking or

acqui sition activities. As a result of federal and state |egislation, banks in
the Washington D.C./Maryl and/ Virginia area can, subject to limted restrictions
acquire or nmerge with a bank in another of the jurisdictions, and can branch de
novo in any of the jurisdictions. The GLB Act allows a wider array of conpanies



to own banks, which could result in conpanies with resources substantially in
excess of the Conpany's entering into conpetition with the Conpany and the Bank

Branching and Interstate Banking. The federal banking agencies are authorized to
approve interstate bank nmerger transactions w thout regard to whether such
transaction is prohibited by the | aw of any state, unless the home state of one
of the banks has opted out of the interstate bank merger provisions of the

Ri egl e-Neal Interstate Banking and Branching Efficiency Act of 1994 (the

"Ri egl e-Neal Act") by adopting a |law after the date of enactnment of the

Ri egl e-Neal Act and prior to June 1, 1997 which applies equally to al

out-of -state banks and expressly prohibits merger transactions involving

out-of -state banks. Interstate acquisitions of branches are pernmitted only if
the law of the state in which the branch is located permts such acquisitions
Such interstate bank nmergers and branch acquisitions are al so subject to the
nati onwi de and statew de insured deposit concentration linmtations described in
the Riegle-Neal Act.

The Riegle-Neal Act authorizes the federal banking agencies to approve
interstate branching de novo by national and state banks in states which
specifically allow for such branching. The District of Colunbia, Maryland and
Virginia have all enacted |aws which permt interstate acquisitions of banks and
bank branches and pernmit out-of-state banks to establish de novo branches

USA Patriot Act. Under the Uniting and Strengthening Anerica by Providing
Appropriate Tools Required to Intercept and Obstruct Terrorism Act, commonly
referred to as the "USA Patriot Act" or the "Patriot Act", financia
institutions are subject to prohibitions against specified financia
transactions and account rel ationships, as well as enhanced due diligence
standards intended to detect, and prevent, the use of the United States
financial systemfor noney |aundering and terrorist financing activities. The
Patriot Act requires financial institutions, including banks, to establish
anti-noney | aundering prograns, including enployee training and i ndependent
audit requirenments, neet mni num standards specified by the act, follow m ni num
standards for custoner identification and mai ntenance of custoner identification
records, and regularly conpare customer lists against |lists of suspected
terrorists, terrorist organizations and noney |aunderers. The costs or other
effects of the conpliance burdens inposed by the Patriot Act or future
anti-terrorist, honeland security or anti-noney |laundering |egislation or
regul ati ons cannot be predicted with certainty

Capi tal Adequacy Guidelines. The Federal Reserve Board and the FDI C have adopted
ri sk based capital adequacy guidelines pursuant to which they assess the
adequacy of capital in exam ning and supervising banks and bank hol di ng
conpani es and in anal yzing bank regul atory applications. Risk-based capital

requi rements determ ne the adequacy of capital based on the risk inherent in
various classes of assets and off-bal ance sheet itemns.
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State menber banks are expected to nmeet a mininmumratio of total qualifying
capital (the sumof core capital (Tier 1) and supplementary capital (Tier 2)) to
ri sk weighted assets of 8% At |least half of this anmpunt (4% should be in the
formof core capital. Tier 1 Capital generally consists of the sum of conmmon

st ockhol ders' equity and perpetual preferred stock (subject in the case of the
latter to limtations on the kind and anpbunt of such stock which may be included
as Tier 1 Capital), less goodw Il, w thout adjustnent for changes in the nmarket
val ue of securities classified as "available-for-sale" in accordance with FAS
115. Tier 2 Capital consists of the followi ng: hybrid capital instrunents
perpetual preferred stock which is not otherwise eligible to be included as Tier
1 Capital; term subordinated debt and internediate-termpreferred stock; and
subject to limtations, general allowances for |loan |osses. Assets are adjusted
under the risk-based guidelines to take into account different risk
characteristics, with the categories ranging from 0% (requiring no risk-based
capital) for assets such as cash and certain U S. governnent and agency
securities, to 100% for the bulk of assets which are typically held by a bank
hol di ng conpany, including commercial real estate |oans, conmmercial business

| oans and consuner |oans. Residential first nortgage | oans on one-to-four famly
residential real estate and certain seasoned nulti-famly residential rea

estate | oans, which are not 90 days or nobre past-due or non-perform ng and which
have been made in accordance with prudent underwiting standards are assigned a
50% | evel in the risk-weighing system as are certain privately-issued

nort gage- backed securities representing indirect ownership of such |oans

O f -bal ance sheet itens also are adjusted to take into account certain risk
characteristics.



In addition to the risk-based capital requirenments, the Federal Reserve Board
has established a mninmm 3. 0% Leverage Capital Ratio (Tier 1 Capital to total
adj usted assets) requirenment for the nost highly-rated banks, with an additional
cushion of at |least 100 to 200 basis points for all other banks, which
effectively increases the mninmum Leverage Capital Ratio for such other banks to
4.0%- 5.0%or nore. The highest-rated banks are those that are not anticipating
or experiencing significant growh and have well diversified risk, including no
undue interest rate risk exposure, excellent asset quality, high liquidity, good
earnings and, in general, those which are considered a strong banking

organi zation. A bank having |ess than the mninmum Leverage Capital Ratio
requirement shall, within 60 days of the date as of which it fails to conply

wi th such requirement, submt a reasonable plan describing the means and timng
by which the bank shall achieve its mninmum Leverage Capital Ratio requirenent.
A bank which fails to file such plan is deemed to be operating in an unsafe and
unsound manner, and could subject a bank to a cease-and-desist order. Any
insured depository institution with a Leverage Capital Ratio that is |less than
2.0%is deemed to be operating in an unsafe or unsound condition pursuant to
Section 8(a) of the Federal Deposit |nsurance Act (the "FDIA") and is subject to
potential termination of deposit insurance. However, such an institution wll

not be subject to an enforcenent proceeding solely on account of its capital
ratios, if it has entered into and is in conpliance with a witten agreenent to
increase its Leverage Capital Ratio and to take such other action as may be
necessary for the institution to be operated in a safe and sound manner. The
capital regulations also provide, anobng other things, for the issuance of a
capital directive, which is a final order issued to a bank that fails to
maintain mninmumcapital or to restore its capital to the mninmumcapital
requirenent within a specified tine period. Such directive is enforceable in the
same manner as a final cease-and-desist order. At Decenmber 31, 2005, the Bank's
Tier 1 risk based capital ratio was 8.12% its Total risk based capital ratio
was 12.27% and its Leverage Capital ratio was 7.45% At Decenber 31, 2005, the
Conpany's Tier 1 Capital was 10.97% its Total Capital was 12.42%and its
Leverage Capital ratio was 10.09%

Pronpt Corrective Action. Under Section 38 of the FDI A each federal banking
agency is required to inplenent a system of pronpt corrective action for
institutions which it regul ates. The federal banking agenci es have pronul gat ed
substantially simlar regulations to inplement the system of pronpt corrective
action established by Section 38 of the FDI A Under the regulations, a bank
shall be deened to be: (i) "well capitalized" if it has a Total Ri sk Based
Capital Ratio of 10.0% or nore, a Tier 1 Risk Based Capital Ratio of 6.0% or
nore, a Leverage Capital Ratio of 5.0%or nore and is not subject to any witten
capital order or directive; (ii) "adequately capitalized" if it has a Total Risk
Based Capital Ratio of 8. 0%or nore, a Tier 1 Risk Based Capital Ratio of 4.0%
or nore and a Tier 1 Leverage Capital Ratio of 4.0% or nore (3.0% under certain
circunstances) and does not neet the definition of "well capitalized;" (iii)
"undercapitalized" if it has a Total Risk Based Capital Ratio that is |less than
8.0% a Tier 1 Risk based Capital Ratio that is |less than 4.0% or a Leverage
Capital Ratio that is |less than 4.0% (3.0% under certain circunstances); (iv)
"significantly undercapitalized" if it has a Total Risk Based Capital Ratio that
is less than 6.0% a Tier 1 Risk Based Capital Ratio that is less than 3.0%or a
Leverage Capital Ratio that is less than 3.0% and (v) "critically
undercapitalized" if it has a ratio of tangible equity to total assets that is
equal to or less than 2. 0%
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An institution generally nust file a witten capital restoration plan which
meets specified requirements with an appropriate federal banking agency within
45 days of the date the institution receives notice or is deemed to have notice
that it is undercapitalized, significantly undercapitalized or critically
undercapitalized. A federal banking agency nust provide the institution with
written notice of approval or disapproval within 60 days after receiving a
capital restoration plan, subject to extensions by the applicable agency. An
institution which is required to submt a capital restoration plan nust
concurrently subnmit a performance guaranty by each conpany that controls the
institution. Such guaranty shall be limted to the |l esser of (i) an ambunt equal
to 5.0%of the institution's total assets at the time the institution was
notified or deened to have notice that it was undercapitalized or (ii) the
amount necessary at such tine to restore the relevant capital neasures of the
institution to the levels required for the institution to be classified as
adequately capitalized. Such a guaranty shall expire after the federal banking
agency notifies the institution that it has remined adequately capitalized for
each of four consecutive cal endar quarters. An institution which fails to submt
a witten capital restoration plan within the requisite period, including any
requi red performance guaranty, or fails in any material respect to inplenment a



capital restoration plan, shall be subject to the restrictions in Section 38 of
the FDI A which are applicable to significantly undercapitalized institutions. At
Decenber 31, 2005, the Conpany and Bank were considered to be a "well
capitalized" institution for purposes of Section 38 of the FD A

A "critically undercapitalized institution" is to be placed in conservatorship
or receivership within 90 days unless the FDIC formally determ nes that
forbearance from such action would better protect the deposit insurance fund

Unl ess the FDIC or other appropriate federal banking regulatory agency nekes
specific further findings and certifies that the institution is viable and is
not expected to fail, an institution that remains critically undercapitalized on
average during the fourth cal endar quarter after the date it becomes critically
under capi talized nust be placed in receivership. The general rule is that the
FDIC wi || be appointed as receiver within 90 days after a bank becones
critically undercapitalized unless extrenely good cause is shown and an
extension is agreed to by the federal regulators. In general, good cause is
defined as capital which has been raised and is immnently available for
infusion into the bank except for certain technical requirements which may del ay
the infusion for a period of tinme beyond the 90 day tinme period

| medi at el y upon becomi ng undercapitalized, an institution shall becone subject
to the provisions of Section 38 of the FDIA, which (i) restrict paynment of
capital distributions and managenent fees; (ii) require that the appropriate
federal banking agency nmonitor the condition of the institution and its efforts
to restore its capital; (iii) require subm ssion of a capital restoration plan
(iv) restrict the growth of the institution's assets; and (v) require prior
approval of certain expansion proposals. The appropriate federal banking agency
for an undercapitalized institution also may take any nunber of discretionary
supervisory actions if the agency determ nes that any of these actions is
necessary to resolve the problens of the institution at the |east possible
long-termcost to the deposit insurance fund, subject in certain cases to
specified procedures. These discretionary supervisory actions include: requiring
the institution to raise additional capital; restricting transactions with
affiliates; requiring divestiture of the institution or the sale of the
institution to a willing purchaser; and any other supervisory action that the
agency deens appropriate. These and additional mandatory and permni ssive

supervi sory actions may be taken with respect to significantly undercapitalized
and critically undercapitalized institutions

Addi tionally, under Section 11(c)(5) of the FDIA a conservator or receiver nmay
be appointed for an institution where: (i) an institution's obligations exceed
its assets; (ii) there is substantial dissipation of the institution's assets or
earnings as a result of any violation of |law or any unsafe or unsound practice
(iii) the institution is in an unsafe or unsound condition; (iv) there is a
willful violation of a cease-and-desist order; (v) the institution is unable to
pay its obligations in the ordinary course of business; (vi) |losses or
threatened | osses deplete all or substantially all of an institution's capital
and there is no reasonabl e prospect of becom ng "adequately capitalized" without
assistance; (vii) there is any violation of |aw or unsafe or unsound practice or
condition that is likely to cause insolvency or substantial dissipation of
assets or earnings, weaken the institution's condition, or otherw se seriously
prejudice the interests of depositors or the insurance fund; (viii) an
institution ceases to be insured; (ix) the institution is undercapitalized and
has no reasonabl e prospect that it will becone adequately capitalized, fails to
becone adequately capitalized when required to do so, or fails to submt or
materially inplement a capital restoration plan; or (x) the institution is
critically undercapitalized or otherwi se has substantially insufficient capital

Regul atory Enforcenent Authority. Federal banking |aw grants substantia
enforcement powers to federal banking regulators. This enforcement authority
includes, anpbng other things, the ability to assess civil npbney penalties, to
i ssue cease-and-desist or renpval orders and to initiate injunctive actions
agai nst banking organi zations and institution-affiliated parties. In general
these enforcenent actions may be initiated for violations of laws and
regul ati ons and unsafe or unsound practices. Oher actions or inactions nay
provide the basis for enforcement action, including msleading or untinely
reports filed with regulatory authorities.
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Deposit I nsurance Prem uns. The FDI A establishes a risk based deposit insurance
assessnment system Under applicable regul ations, deposit prem um assessnents are
determ ned based upon a matrix formed utilizing capital categories - wel
capitalized, adequately capitalized and undercapitalized - defined in the sanme
manner as those categories are defined for purposes of Section 38 of the FDI A



Each of these groups is then divided into three subgroups which reflect varying
| evel s of supervisory concern, fromthose which are considered healthy to those
which are considered to be of substantial supervisory concern. The matrix so
created results in nine assessnment risk classifications, with rates ranging from
0. 04% of insured deposits for well capitalized institutions having the |owest

| evel of supervisory concern, to 0.31% of insured deposits for undercapitalized
institutions having the highest |evel of supervisory concern. In general, while
the Bank Insurance Fund of the FDIC ("BIF") mmintains a reserve ratio of 1.25%
or greater, no deposit insurance premuns are required. \Wen the BlIF reserve
ratio falls below that level, all insured banks would be required to pay

premn uns.

PROPERTI ES

The Bank offers its services fromits main office, |located at 5350 Lee Hi ghway
in Arlington, Virginia, and eighteen additional banking offices, two nortgage

I ending offices, one investnment services office and its bank operations center
The main office consists of two connected red brick buildings, contains an
aggregate of approximately 18,000 square feet of space on three |levels. The Bank
utilizes one of the buildings, containing approxi mately 10,000 square feet, as
the executive offices and a branch facility. In August 1995, the Bank sold the
connected building which it had previously | eased out. The Bank operates a
branch | ocated at 2930 W son Boul evard, Arlington, Virginia. That property,

whi ch consists of a stand al one brick buil ding containing approxi mately 2,400
square feet on a parcel of approximately 18,087 square feet, was purchased by
the Bank in April 1997. The Bank al so operates a branch |location at 5140 Duke
Street, Alexandria, Virginia. That property, which consists of a two story brick
bui | ding containing approxi mately 4,800 square feet on a parcel of approxi mately
16,800 square feet, was al so purchased by the Bank in April 1997

The Bank | eases nineteen office |ocations: the Alexandria Ofice, |ocated at
1414 Prince Street, Alexandria, Virginia, consists of 2,500 square feet; the
McLean Office, located at 1356 Chain Bridge Road, MLean, Virginia, consists of
1,625 square feet; the WIliansburg Boulevard Office, |ocated at 6500

W liamsburg Road, Arlington, Virginia, consists of 1,781 square feet; the
Annandal e Office, located at 4230 John Marr Drive, Annandale, Virginia, consists
of 2,400 square feet; the Fairfax Office, located at 10777 Main Street, Fairfax
Virginia, consists of 2,038 square feet; the Vienna Ofice, located at 374 Maple
Avenue, Vienna, Virginia, consists of 5,831 square feet; the King Street Ofice,
|l ocated at 506 King Street, Alexandria Virginia, consists of 1,484 square feet
the Chantilly Ofice, located at 13881 G Metrotech Drive, Chantilly Virginia
consi sts of 1,950 square feet; the Lake Ridge office, |located at 2030 O d Bridge
Road, Lake Ridge, Virginia consists of 2,492 square feet; the Reston Office,

| ocated at 11820 Spectrum Center, Reston Virginia consists of 3,700 square feet
the Mount Vernon office, |ocated at 7901 Ri chnond Hi ghway, Al exandria, Virginia
consi sts of 2,831 square feet; the Walney Road office, |ocated at 4221Vl ney
Road, Chantilly, Virginia, consists of 2,661 square feet; the Del Ray office

| ocated at 2401 Mount Vernon Avenue, Alexandria, Virginia, consists of 1,750
square feet; the Tysons Corner office, |ocated at 8251 Greensboro Drive, MLean
Virginia, consists of 1,801 square feet; the Battlefield office, located at
10830 Balls Ford Road, Manassas, Virginia, consists of 7,409 square feet; the
Newi ngt on office (opened January 2006), |ocated at 7830 Backlick Road
Springfield, Virginia, consists of 2,778 square feet; the Fairfax Lending
office, located at 4221 WAl ney Road, Chantilly, Virginia, consists of 11,502
square feet; the Warrenton Mrtgage Lending office, |located at 54 East Lee
Street, Warrenton, Virginia, consists of 300 square feet; and the Bank's
operations center, located at 14201 Sullyfield Circle, Chantilly, Virginia
consists of 25,001 square feet. Generally the |eases contain renewal option
clauses for one or two additional five-year terns, and in sonme instances require
paynent of certain operating charges. In addition, the Bank has entered into

| ease agreenents for two additional offices to be opened in 2006. The tota
rental expense under the leases was $1.9 nillion in 2005. The total mi ninmum
rental commitnment under the |eases, including the two offices to be opened in
2006, as of Decenber 31, 2005 is as follows: $1.9 million for 2006; $2.2 million
for 2007, $2.2 nmillion for 2008, $2.0 nmillion for 2009, $2.0 nmillion for 2010
and $6.3 million for 2010 and beyond

MARKET PRI CE OF STOCK AND DI VI DENDS

The Conpany's stock is traded on the Nasdaq National Market under the synmbo
"VCBI". Set forth belowis the range of high and | ow sales prices (adjusted for
stock dividends and splits) known to the Conpany for each full quarterly period

within the two nost recent fiscal years
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The Conpany has not paid cash dividends since 1995, electing to retain earnings
for funding the growth of the Conmpany and its business. The Conpany currently
anticipates continuing the policy of retaining earnings to fund growth. The
ability of the Conpany to pay dividends, should it elect to do so, depends
largely upon the ability of the Bank to declare and pay dividends to the
Conpany, as the principal source of the Conpany's revenue is dividends paid by
the Bank. Future dividends will depend primarily upon the Bank's earnings
financial condition, and need for funds, as well as governmental policies and
regul ations applicable to the Conpany and the Bank, which linmt the ampbunt that
may be paid as dividends without prior approval

MARKET PRI CE OF STOCK

Tabl e 47

2005 2004
Quarter Hi gh Low Hi gh Low
First $23. 20 $20.91 $20. 48 $18. 80
Second 25.00 20. 80 20. 10 16. 00
Third 28.00 24. 20 22.26 18. 28
Fourth 29. 85 25. 65 24.00 21.15

At Decenber 31, 2005, the Conpany had 580 stockhol ders of record, and an
aggregate of approximately 2,536 beneficial owners. Information regarding stock
di vidends and splits in 2005, 2004, and 2003 is as follows:

1. A five-for-four stock split in the formof a 25% stock divi dend
was declared on March 23, 2005, for stockhol ders of record on
April 15, and was paid on May 9, 2005

2. A five-for-four stock split in the formof a 25% stock divi dend
was decl ared on June 3, 2004, for stockhol ders of record on June
15, 2004, and was paid on July 15, 2004

3. A two-for-one stock split in the formof a 100% stock divi dend
was declared on April 22, 2003, for stockhol ders of record on May
5, 2003, and was paid on May 30, 2003

SECURI TI ES AUTHORI ZED FOR | SSUANCE UNDER EQUI TY COVPENSATI ON PLANS. The
following table sets forth information regardi ng outstanding options and ot her
rights to purchase common stock granted under the Conpany's conpensation plans
as of Decenber 31, 2005

Equity Conpensation Plan Infornmation

Tabl e 48
Nunmber of securities to be Nunmber of securities renaining
i ssued upon exercise of Wei ght ed aver age avail abl e for future issuance
out st andi ng exercise price of under equity conpensation plans
options, warrants and out st andi ng opti ons, (excluding securities reflected
Pl an category rights warrants and rights in colum (a)
(a) (b) (c)
Equity conpensation pl ans
approved by security holders (1) 1,410, 198 $7.56 380, 936
Equity conpensation plans not
approved by security hol ders 0 0 0
Tot al 1,410, 198 $7. 56 380, 936

(1) Consists of the Conpany's 1989 and 1998 Stock Option Plans and the 2003
Enpl oyee Stock Purchase Plan. For additional information, see Notes 12 and
13 to the Consolidated Financial Statenents

| SSUER REPURCHASES OF COMMON STOCK. No shares of the Conpany's conmon stock were
repurchased by or on behalf of the Conpany during the fourth quarter of 2005



ANNUAL MEETI NG OF STOCKHOLDERS

The annual neeting of stockholders of Virginia Conmerce Bancorp, Inc. (the
"Conpany") will be held at 4:00 pm on Wednesday, April 26, 2006 at "The Tower
Cl ub", 8000 Tower Crescent Drive, Suite 1700, Vienna, Virginia.
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ANNUAL REPORT ON FORM 10- K

A COPY OF FORM 10-K AS FILED W TH THE SECURI TI ES AND EXCHANGE COWM SSION | S
AVAI LABLE W THOUT CHARGE TO STOCKHOLDERS UPON WRI TTEN REQUEST TO

LYNDA S. CORNELL

ASSI STANT TO THE CHI EF EXECUTI VE OFFI CER
VI RG NIl A COMVERCE BANCORP, | NC.

5350 LEE HI GHWAY

ARLI NGTON, VA 22207

I NTERNET ACCESS TO COMPANY DOCUMENTS

The Conpany provi des access to its SEC filings through the Bank's web site at

www. vcbonl i ne.com After accessing the web site, the filings are avail abl e upon
sel ecting "about us/stock information/financial information." Reports avail able
include the annual report on Form 10-K, quarterly reports on Form 10-Q current
reports on Form 8-K, and all amendnments to those reports as soon as reasonably
practicable after the reports are electronically filed or furnished to the SEC.

FI NANCI AL STATEMENTS AND EXHI BI TS
The followi ng financial statements are included in this report:

Consol i dat ed Bal ance Sheets at Decenmber 31, 2004 and 2005

Consol i dated Statenments of Incone for the years ended Decenber 31, 2003,
2004 and 2005

Consol i dated Statenments of Cash Flows for the years ended Decenber 31, 2003,
2004 and 2005

Consol i dated Statenments of Changes in Stockholders' Equity for the years
ended Decenber 31, 2003, 2004 and 2005

Notes to the Consolidated Financial Statenments

Report of Independent Auditors

Al'l financial statenent schedul es have been onmitted as the required information
is either inapplicable or included in the consolidated financial statements or
rel ated notes.

Exhi bits
Exhi bit No. Descri ption

3.1 Articles of Incorporation of Virginia Comrerce Bancorp,
Inc. (1)

3.2 Byl aws of Virginia Conmerce Bancorp, Inc. (1)

4.1 Juni or Subordi nated I ndenture, dated as of Novenber 15, 2002
between Virginia Conmerce Bancorp, Inc. and The Bank of New
York, as Trustee (2)

4.2 Amended and Restated Declaration of Trust, dated as of
Novenmber 15, 2002 anpng Virginia Conmerce Bancorp, Inc., The
Bank of New York, as Property Trustee, The Bank of New York
(Del aware), as Del aware Trustee, and Peter A. Converse,
W liam K. Beauchesne and Marcia J. Hopkins as Adm nistrative
Trustees (2)

4.3 Guar ant ee Agreenent dated as of Novenmber 15, 2002, between
Virginia Commerce Bancorp, Inc. and The Bank of New York, as
Guarantee Trustee (2)

4.4 Juni or Subordinated | ndenture, dated as of Decenber 19, 2002

between Virginia Conmerce Bancorp, Inc. and The Bank of New
York, as Indenture Trustee (2)



4.5 Amended and Restated Declaration of Trust, dated as of
Decenber 19, 2002 anpong Virginia Conmerce Bancorp, Inc., The
Bank of New York, as Property Trustee, The Bank of New York
(Del aware), as Del aware Trustee, and Peter A. Converse,
W liam K. Beauchesne and Marcia J. Hopkins as Adm nistrative
Trustees (2)

4.6 Guar ant ee Agreenent dated as of Decenmber 19, 2002, between
Virginia Commerce Bancorp, Inc. and The Bank of New York, as
Guarantee Trustee (2)

4.7 Juni or Subordinated I ndenture, dated as of Decenber 20, 2005
between Virginia Conmerce Bancorp, Inc. and W nmington Trust
Conpany, as Trustee, (2)

4.8 Amrended and Restated Declaration of Trust, dated as Decenber
20, 2005, between Virginia Conmerce Bancorp, Inc. and
W | m ngton Trust Conpany, as Del aware Trustee and
Institutional Trustee, and Peter A. Converse, WIliamK
Beauchesne and Marcia J. Hopkins as Adm nistrative Trustees

(2)
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Exhi bit No. Descri ption
4.9 Guar ant ee Agreenent dated as of Decenber 20, 2005, between

Virginia Commerce Bancorp, Inc. and WI m ngton Trust Conpany,
as Guarantee Trustee (2)

10.1 1998 Stock Option Plan (1)
10.2 2003 Enpl oyee Stock Purchase Plan (3)
11 St at ement Regardi ng Conputation of Per Share Earnings
See Note 9 to the Consolidated Financial Statenents
21 Subsi di ari es of the Registrant
23 Consent of Yount, Hyde & Barbour, PC, |ndependent Registered
Public Accounting Firm
31.1 Certification of Peter A Converse, Chief Executive Oficer
31.2 Certification of WIliam K Beauchesne, Treasurer and Chief

Financial O ficer
32.1 Certification of Peter A Converse, Chief Executive Oficer

32.2 Certification of WIliam K. Beauchesne, Treasurer and Chi ef
Fi nancial O ficer

(1) Incorporated by reference to the same nunbered exhibit to the Conpany's
Annual Report on Form 10-KSB for the year ended Decermber 31, 1999.

(2) Not filed in accordance with the provisions of Item 601(b)(4)(iii) of
Regul ation S-K. Virginia Comerce Bancorp, Inc. agrees to provide a copy of
these docunents to the Comm ssion upon request.
(3) Incorporated by reference to exhibit 4 to the Conpany's Registration
Statement on Form S-8 (No. 333-109079).
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SI GNATURES
Pursuant to the requirenents of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the registrant has duly caused this report to be signed on its

behal f by the undersigned, thereunto duly authorized.

VI RG NIl A COMVERCE BANCORP, | NC.



By: /sl Peter A. Converse

Peter A. Converse, Chief Executive O ficer

Dated: March 8, 2006

Pursuant to the requirenments of the Securities Exchange Act

of 1934,

has been signed bel ow by the follow ng persons on behalf of the registrant

in the capacities and on the dates indicated.

Tabl e 49

NAMVE CAPACI TY

/'s/ Leonard Adler Di rector

Leonard Adl er

/'sl Mchael G Anzilotti Director, President

M chael G Anzilotti

/'sl Peter A. Converse Director, Chief Executive O ficer

Peter A. Converse (Principal

/'s/ W Dougl as Fisher

W Dougl as Fi sher

/'s/ David M Guernsey

David M Guernsey

/'s/ Robert H. L'Honmmedieu Di rector

Robert H. L' Honmedi eu

/'sl Norris E. Mtchell Di rector

Norris E. Mtchell

/sl Arthur L. Walters

Arthur L. Walters

/sl WIliam K. Beauchesne

W liam K. Beauchesne (Principal
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Section 2: EX-21 (EXHIBIT 21)

Subsi diaries of the Registrant

Executive O ficer)

Vi ce Chairman of the Board of

Vi ce Chairman of the Board of

Treasurer and Chief Financial

Fi nanci al

Chai rman of the Board of Directors

and Accounting O ficer)

Exhi bi t

this report
and

Directors

Directors

Oficer

21

DATE

Mar ch

Mar ch

Mar ch

Mar ch

Mar ch

Mar ch

Mar ch

Mar ch

Mar ch

2006

2006

2006

2006

2006

2006

2006

2006

2006



Table 1

Legal Nanme of Entity Jurisdiction of Organization Ownership Interest
Virginia Commerce Bancorp, Inc (registrant) Virginia
Virginia Comerce Bank Virginia 100%
Nor t heast Land and Devel opnent Corp Virginia 100%
VCBI Capital Trust | Del awar e 100% of voting securities
VCBI Capital Trust 11 Del awar e 100% of voting securities
VCBI Capital Trust 111 Del awar e 100% of voting securities

Section 3: EX-23 (EXHIBIT 23)

Exhi bit 23
CONSENT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM

We hereby consent to the incorporation by reference in this Form 10-K
of Virginia Commerce Bancorp, Inc. and in the Registration Statenments on Form
S-8 (Nos. 333-68576, 333-68578, 333-68580 333-108210 and 333-109079) of our
report, dated February 27, 2006, relating to the consolidated bal ance sheets of
Virginia Cormmerce Bancorp, Inc. as of Decenber 31, 2005 and 2004, and the
rel ated consolidated statenents of incone, changes in stockholders' equity and
cash flows for the years ended Decenmber 31, 2005, 2004 and 2003.

/sl Yount, Hyde & Barbour, PC

W nchester, Virginia
March 8, 2006

Section 4: EX-31.1 (EXHIBIT 31.1)

Exhibit 31.1
CERTI FI CATI ON
|, Peter A Converse, certify that:

1. I have reviewed this annual report on Form 10-K of Virginia
Commer ce Bancorp, Inc.;

2. Based on ny know edge, this report does not contain any untrue
statement of a material fact or omt to state a material fact
necessary to make the statements made, in |ight of the
circunstances under which such statenments were made, not
m sl eading with respect to the period covered by this report;

3. Based on ny know edge, the financial statenments, and other
financial information included in this report, fairly present in
all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant's other certifying officer(s) and I are



Dat e

responsi bl e for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
regi strant and have

(a) Designed such disclosure controls and procedures, or
caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information
relating to the registrant, including its consolidated
subsidiaries, is made known to us by others w thin those
entities, particularly during the period in which this report
is being prepared

(b) Designed such internal control over financial reporting,

or caused such internal control over financial reporting to be
desi gned under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
concl usi ons about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such eval uation; and

(d) Disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's nost recent fiscal quarter (the registrant's
fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer(s) and | have
di scl osed, based on our npbst recent evaluation of interna
control over financial reporting, to the registrant's auditors
and the audit conmttee of the registrant's board of directors
(or persons perform ng the equival ent functions)
(a) Al significant deficiencies and material weaknesses in
the design or operation of internal control over financia
reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report
financial information; and
(b) Any fraud, whether or not material, that involves
managenent or other enpl oyees who have a significant role in
the registrant's internal control over financial reporting.
March 8, 2006 /sl Peter A. Converse

Chi ef Executive Oficer

Section 5: EX-31.2 (EXHIBIT 31.2)

Exhi bit 31.2

CERTI FI CATI ON

Wl liam K. Beauchesne, certify that

1.

I have reviewed this annual report on Form 10-K of Virginia
Commer ce Bancorp, Inc.



Dat e

Based on ny know edge, this report does not contain any untrue
statement of a material fact or omt to state a material fact
necessary to make the statements made, in |ight of the
circunstances under which such statements were made, not

m sl eading with respect to the period covered by this report

Based on ny know edge, the financial statenments, and other
financial information included in this report, fairly present in
all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the
periods presented in this report

The registrant's other certifying officer(s) and | are
responsi bl e for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
regi strant and have

(a) Designed such disclosure controls and procedures, or
caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information
relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report
is being prepared

(b) Designed such internal control over financial reporting,

or caused such internal control over financial reporting to be
desi gned under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and
the preparation of financial statenents for external purposes
in accordance with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
concl usi ons about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such eval uation; and

(d) Disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's nost recent fiscal quarter (the registrant's
fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial
reporting; and

The registrant's other certifying officer(s) and I have

di scl osed, based on our npst recent evaluation of interna
control over financial reporting, to the registrant's auditors
and the audit conmttee of the registrant's board of directors
(or persons perform ng the equival ent functions)

(a) Al significant deficiencies and material weaknesses in
the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, sunmarize and report
financial information; and

(b) Any fraud, whether or not material, that involves
managenment or other enpl oyees who have a significant role in
the registrant's internal control over financial reporting.

March 8, 2006 /sl WIliam K. Beauchesne

Treasurer and Chief Financial O ficer

Section 6: EX-32.1 (EXHIBIT 32.1)



Exhibit 32.1

CERTI FI CATI ON OF CHI EF EXECUTI VE OFFI CER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the Form 10-K of Virginia Conmerce Bancorp, Inc. for
the year ended Decenber 31, 2005, I, Peter A. Converse , Chief Executive Oficer
of Virginia Commerce Bancorp, Inc., hereby certify pursuant to 18 U S.C
ss. 1350, as adopted pursuant to ss.906 of the Sarbanes-Oxl ey Act of 2002, to the
best of nmy know edge and belief, that:

(1) such Form 10-K for the year ended Decenber 31, 2005, fully conplies with the
requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

(2) the information contained in such Form 10-K for the year ended Decenber 31,
2005, fairly presents, in all material respects, the financial condition and
results of operations of Virginia Conmerce Bancorp, Inc.

/sl Peter A. Converse
Peter A. Converse
Chi ef Executive Oficer

Section 7: EX-32.2 (EXHIBIT 32.2)

Exhibit 32.2

CERTI FI CATI ON OF CHI EF FI NANCI AL OFFI CER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the Form 10-K of Virginia Conmerce Bancorp, Inc. for
the year ended Decenber 31, 2005, I, WIliam K. Beauchesne, Treasurer and Chi ef
Financial O ficer of Virginia Comrerce Bancorp, Inc., hereby certify pursuant to
18 U.S.C. ss.1350, as adopted pursuant to ss.906 of the Sarbanes-Oxley Act of
2002, to the best of ny know edge and belief, that:

(1) such Form 10-K for the year ended Decenber 31, 2005, fully conplies with the
requi rements of section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

(2) the information contained in such Form 10-K for the year ended Decenber 31,
2005, fairly presents, in all material respects, the financial condition and
results of operations of Virginia Conmerce Bancorp, Inc.

/sl WIliam K. Beauchesne

W liam K. Beauchesne
Treasurer and Chief Financial Oficer



