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PART | — FINANCIAL INFORMATION
Item 1. Financial Statements.
SHORE BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except per share amounts)

March 31, December 31
2015 2014
ASSETS (Unaudited
Cash and due from ban $ 24,31¢ $ 24,21
Interes-bearing deposits with other bar 48,39¢ 68,46(
Federal funds sol 3,241 3,552
Investment securitie:
Available for sale, at fair valu 240,11: 236,10t
Held to maturity, at amortized cc- fair value of $4,616 (2015) and $4,694 (20 4,51¢F 4,63(
Loans 721,60! 710,74t
Less: allowance for credit losses (7,799 (7,695
Loans, net 713,80 703,05:
Premises and equipment, | 16,72¢ 16,27¢
Goodwill 11,93: 11,93:
Other intangible assets, r 1,29 1,331
Other real estate owned, 1 3,46¢ 3,691
Other assets 26,312 27,16:
TOTAL ASSETS $ 1,094,120 $ 1,100,40;
LIABILITIES
Deposits:
Noninteres-bearing $ 201,51t $ 193,81«
Interest-bearing 739,25¢ 755,19
Total deposit: 940,77 949,00
Shor-term borrowings 5,09¢ 4,80¢
Other liabilities 5,51( 6,121
TOTAL LIABILITIES 951,38 959,93:
STOCKHOLDERS’ EQUITY
Common stock, par value $.01 per share; sharesi@gel — 35,000,000; shares issued and
outstandin¢ 12,625,276 (2015) and 12,618,513 (20 12€ 12€
Additional paid in capita 63,66¢ 63,53:
Retained earning 77,90¢ 76,49¢
Accumulated other comprehensive income 1,04¢ 31€
TOTAL STOCKHOLDERS' EQUITY 142,74¢ 140,46!
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 1,094,120 $ 1,100,40;

See accompanying notes to Consolidated Financatigents.




INTEREST INCOME
Interest and fees on loa

Interest and dividends on investment securi

Taxable
Tax-exempt
Interest on federal funds sc

Interest on deposits with other banks

Total interest income

INTEREST EXPENSE
Interest on deposi
Interest on short-term borrowings
Total interest expense

NET INTEREST INCOME
Provision for credit losses

NET INTEREST INCOME AFTER PROVISION FOR CREDIT LOSS ES

NONINTEREST INCOME
Service charges on deposit accol
Trust and investment fee incor
Insurance agency commissic
Other noninterest income
Total noninterest income

NONINTEREST EXPENSE
Salaries and wagt
Employee benefit
Occupancy expens
Furniture and equipment exper
Data processin
Director¢ fees
Amortization of other intangible asst
Insurance agency commissions expe
FDIC insurance premium exper
Write-downs of other real estate owr
Other noninterest expenses
Total noninterest expense

INCOME BEFORE INCOME TAXES
Income tax expense

NET INCOME

Basic net income per common sh
Diluted net income per common shi
Dividends paid per common she

See accompanying notes to Consolidated Financati@ents.

SHORE BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
(Dollars in thousands, except per share amounts)

For the Three Months

Ended
March 31,
2014

8,491 8,87¢
924 521
3 3
1 -
26 56
9,44¢ 9,45°¢
901 1,127
5 5
90€ 1,13
8,53¢ 8,32:
65C 97t
7,88¢ 7,34¢
634 55¢
46¢ 431
2,47°¢ 3,071
507 722
4,08t 4,78¢
4,31% 4,31¢
1,15¢ 1,18:
62€ 627
25E 273
7832 76C
123 112
33 74
- 512
384 45¢
27 75
2,00« 1,72¢
9,70¢ 10,11¢
2,27( 2,021
861 762
1,40¢ 1,25¢
0.11 0.1t
0.11 0.1t




SHORE BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (ldndited)
(Dollars in thousands)

For the Three Months Ended

March 31,
2015 2014

Net income $ 1,40¢ $ 1,25¢
Other comprehensive incor
Securities available for sal

Unrealized holding gains on availa-for-sale securitie 1,227 8¢9

Tax effect (49E) (36)

Net of tax amount 732 53

Total other comprehensive income 732 58

Comprehensive income $ 2,141 % 1,317

See accompanying notes to Consolidated Finanaatigents.




SHORE BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDEREQUITY (Unaudited)
For the Three Months Ended March 31, 2015 and 2014

(Dollars in thousands, except per share amounts)

Accumulatec

Additional Other Total
Common Paid in Retainec Comprehensiv  Stockholder
Stock Capital Earnings Income (Loss Equity
Balances, January 1, 20 $ 12¢ $ 63,53: 76,49F $ 31€ $ 140,46
Net income - - 1,40¢ - 1,40¢
Unrealized gains on available-for-sale securities,of
taxes - - - 732 732
Stock-based compensation - 13€ - - 13€
Balances, March 31, 2015 $ 12¢ $ 63,66¢ 77,90 $ 1,046 $ 142,74¢
Balances, January 1, 20 $ 85 $ 32,20: 71,44: % 437 $ 103,29¢
Net income - - 1,25¢ - 1,25¢
Unrealized gains on available-for-sale securities,of
taxes - - - 53 53
Stock-based compensation - 22 - - 22
Balances, March 31, 2014 $ 85 $ 32,22¢ 72,70: $ (384 $ 104,63:

See accompanying notes to Consolidated Financti@ents.




SHORE BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Provision for credit losse
Depreciation and amortizatic
Discount accretion on debt securit
Stocl-based compensation expel
Deferred income tax expen
Losses (gains) on sales of other real estate o
Write-downs of other real estate owr
Net changes ir
Accrued interest receivab
Other asset
Accrued interest payab
Other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from maturities and principal paymeniswd#stment securities available for s
Purchases of investment securities available fier
Proceeds from maturities and principal paymeniswdstment securities held to matui
Net change in loar
Purchases of premises and equipn
Proceeds from sales of other real estate owned
Net cash (used in) provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Net changes ir
Noninteres-bearing deposit
Interes-bearing deposit
Short-term borrowings
Net cash used in financing activities

Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental cash flows informatic
Interest paid

Income taxes paid
Transfers from loans to other real estate owned

Transfers from loans held for sale to loans

See accompanying notes to Consolidated FinancatiBents.

For the Three Months Endi

March 31,
2015 2014
$ 1,40¢ $ 1,25¢
65C 97t
621 55E
(18) (12)
13€ 22
61¢€ 69¢
48 @)
27 75
59 68
(399 15€
(17) 3)
(594) 154
2,54( 3,94(
8,691 16,81:
(11,736 (22,02¢)
112 10¢
(11,9049 9,16
(67€) (1439
644 48
(14,86 3,96
7,70¢ (7,339
(15,939 3,31«
29C (2,070
(7,940 (6,099
(20,26%) 1,80¢
96,22! 131,09
$ 75,95¢ $ 132,89!
$ 928 $ 1,13¢
$ 95 $ 2
$ 497 $ 1,01(
$ - $ 3,521




Shore Bancshares, Inc.
Notes to Consolidated Financial Statements
For the Three Months Ended March 31, 2015 and 2014
(Unaudited)

Note 1- Basis of Presentation

The consolidated financial statements include tbepants of Shore Bancshares, Inc. and its subwdiavith all significant intercompa
transactions eliminated. The consolidated finanstatements conform to accounting principles gdlyeecepted in the United States
America (“GAAP”) and to prevailing practices within the banking istly. The accompanying interim financial statemears unaudite
however, in the opinion of management all adjustsierecessary to present fairly the consolidateanfiral position at March 31, 2015,
consolidated results of operations and comprehensicome for the three months ended March 31, 28i& 2014, and changes
stockholders’equity and cash flows for the three months endedcM&1, 2015 and 2014, have been included. All adjbhstments are of
normal recurring nature. The amounts as of Decer8fier2014 were derived from the 2014 audited fir@nstatements. The results
operations for the three months ended March 315 20& not necessarily indicative of the resultbeaexpected for any other interim perio
for the full year. This Quarterly Report on FormQGshould be read in conjunction with the Annual &épf Shore Bancshares, Inc. on F
10K for the year ended December 31, 2014. For pugposeomparability, certain reclassifications hdezn made to amounts previol
reported to conform with the current period preaton .

When used in these notes, the term “the Compagigrs to Shore Bancshares, Inc. and, unless thtextorequires otherwise, its consolid:
subsidiaries.

Recent Accounting Standards

ASU 201-04, “Receivables (ASC Topic 310) Foubled Debt Restructurings by Creditors, Reckicagion of Residential Real Esti
Collateralized Consumer Mortgage Loans upon Forsate.” ASU 201404 clarifies when an in substance repossessioareclbsure occu
which is defined as when a creditor should be a®rsid to have received physical possession ofeeta real estate property collateralizir
consumer mortgage loan such that the loan rece\stfuld be derecognized and the real estate pyapeognized. The ASU requires that
real property be recognized upon obtaining legkd to the real estate collateral, or the borrow@untarily conveying all interest in the r
estate property to the lender to satisfy the |dmaugh a deed in lieu of foreclosure or similaraleagreementThe Company adopted ASU I
2014-04 effective January 1, 2015. The adoptioASf) No. 201404 did not have a material impact on the Compa@gissolidated Financi
Statements.

ASU No. 2014-14'Classification of Certain Government-Guaranteed @@ge Loans upon ForeclosureASU 2014414 the FASB issued
amendment to clarify how creditors are to class#ytain governmenguaranteed mortgage loans upon foreclosure. Thendment require
that a mortgage loan be derecognized and a sepmhatereceivable be recognized upon foreclosutteeifollowing conditions are met: (1) 1
loan has a government guarantee that is not sepfaoat the loan before foreclosure and (2) at itine ©f foreclosure, the creditor has the in
to convey the real estate property to the guarardrmake a claim on the guarantee, and the crddi®the ability to recover under the cl
and (3) at the time of foreclosure, any amounthef ¢laim that is determined on the basis of thevalue of the real estate is fixed. Uj
foreclosure, the separate other receivable shoalthéasured based on the amount of the loan bafprioeipal and interest) expected tc
recovered from the guarantor. This amendment extffe for annual reporting periods, including e periods within those annual peric
beginning after December 15, 2014. Entities mayyaghe amendments in this Update either (a) praspslg to foreclosures that occur al
the date of adoption or (b) modified retrospectiamsition using a cumulativeffect adjustment (through a reclassification eparate oth
receivable) as of the beginning of the annual pkoiadoption. Prior periods should not be adjustdst Company adopted ASU No. 2014-
effective January 1, 2015. The adoption of ASU 18614414 did not have a material impact on the Compa@gssolidated Financi
Statements.

ASU No. 2015-02;Amendments to the Consolidation Analysigtiis ASU affects reporting entities that are reedito evaluate whether tt
should consolidate certain legal entities. Spedlific the amendments: (1) Modify the evaluationwdfether limited partnerships and sim
legal entities are variable interest entities (“¥IEor voting interest entities; (2) Eliminate the pregption that a general partner shc
consolidate a limited partnership; (3) Affect ttensolidation analysis of reporting entities that arvolved with VIEs, particularly those tl
have fee arrangements and related party relatipssand (4) Provide a scope exception from conatitid guidance for reporting entities w
interests in legal entities that are required tmply with or operate in accordance with requireraghat are similar to those in Rule 2af the
Investment Company Act of 1940 for registered momeyket funds. ASU No. 20182 is effective for interim and annual reportingipées
beginning after December 15, 2015. The Companyiisently evaluating the provisions of ASU No. 200540 determine the potential imp
the new standard will have on the Company's Cotateld Financial Statements.




ASU No. 2015-05,'Customer’s Accounting for Fees Paid in a Cloud @Qaring Arrangement."This ASU provides guidance to custon
about whether a cloud computing arrangement insliedsoftware license. If a cloud computing arrargignincludes a software license,
customer should account for the software licenemeht of the arrangement consistent with the aitiguiof other software licenses. If a clc
computing arrangement does not include a softwieemde, the customer should account for the arraegeas a service contract. The

guidance does not change the accounting for amests accounting for service contracts. ASU No.20% is effective for interim and anni
reporting periods beginning after December 15, 20h& Company is currently evaluating the provisiohASU No. 20155 to determine tt
potential impact the new standard will have onGloenpany's Consolidated Financial Statements.

Note 2— Earnings Per Share

Basic earnings per common share is calculated \agidg net income available to common stockholdwershe weighted average numbe
common shares outstanding during the period. Dil@arnings per common share is calculated by digidiet income available to comn
stockholders by the weighted average number of comshares outstanding during the period, adjusiethe dilutive effect of common stc
equivalents (stock-based awards). The followindetabovides information relating to the calculatiminearnings per common share:

For the Three Months End

March 31,

(In thousands, except per share d 2015 2014

Net income $ 1,40¢ $ 1,25¢
Weighted average shares outstanc Basic 12,62¢ 8,471
Dilutive effect of common stock equivalents 8 13
Weighted average shares outstanding - Diluted 12,63: 8,48¢
Earnings per common share - Basic $ 0.11 $ 0.1t
Earnings per common share - Diluted $ 0.11 % 0.1t

The increase in the weighted average shares odistafor the three months ended March 31, 2015 wimnpared to the three months er
March 31, 2014 was due to the Company’s publicradfed sale of its common stock (the “stock satkijing the second quarter of 2014. /
result of the stock sale, the Company sold 4,14Dd@res of its common stock for a price of $8.@6ghare, which produced net proceec
$31.3 million.

There were no weighted average common stock eaunt@aexcluded from the calculation of diluted emgsi per share for the three moi
ended March 31, 2015 and 2014.




Note 3— Investment Securities

The following table provides information on the atmm®d cost and estimated fair values of investnsetrities.

Gross Gross Estimatec
Amortized Unrealized Unrealized Fair
(Dollars in thousands Cost Gains Losses Value
Available-for-sale securities
March 31, 2015
U.S. Treasun $ 517¢ $ 14 $ - % 5,19:
U.S. Government agenci 76,01¢ 21¢ 211 76,027
Mortgagebacked 156,53( 2,00( 277 158,25:
Equity 627 12 - 63¢
Total $ 238,35: $ 2,245 $ 48¢ $ 240,11
December 31, 201
U.S. Treasun $ 521C $ 5 8 - $ 5,21¢
U.S. Government agenci 75,22( 87 347 74,96(
Mortgage-backed 154,52! 1,23( 452 155,30:
Equity 624 6 - 63C
Total $ 23557¢ $ 1,326 $ 79 $ 236,10t
Held-to-maturity securities
March 31, 2015
U.S. Government agenci $ 2,671 3% - $ 53 §$ 2,62¢
States and political subdivisions 1,83¢ 154 = 1,99:
Total $ 451t $ 154 $ 53 $ 4.61¢
December 31, 201
U.S. Government agenci $ 2,791 $ - $ 83 $ 2,70¢
States and political subdivisions 1,83¢ 147 - 1,98¢
Total $ 4,63C $ 147 $ 83 $ 4,69¢

The following tables provide information about ggagirealized losses and fair value by length oétihat the individual securities have bee
a continuous unrealized loss position at March2®15 and December 31, 2014.

Less than More than
12 Months 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands Value Losses Value Losses Value Losses
March 31, 2015
Available-for-sale securities
U.S. Government agenci $  1297C $ 39 $ 6,98: $ 17 $ 19,95 $ 211
Mortgage-backed 5,96¢ 22 25,63¢ 41C 31,601 2717
Total $ 18,93¢ $ 61 $ 33,261 $ 427 $ 52,20( $ 48¢
Held-to-maturity securities
U.S. Government agencies $ - $ - $ 2,62/ $ 53 $ 2,62¢ % 53




Less than More than

12 Months 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands Value Losses Value Losses Value Losses
December 31, 201
Available-for-sale securities
U.S. Government agenci $ 41,57 $ 13¢ % 6,95 $ 20¢ % 48,52¢ $ 347
Mortgage-backed 12,93: 44 26,82¢ 40¢ 39,76! 452
Total $ 54,507 $ 182 $ 34,41 $ 617 $ 88,91¢ $ 79¢
Held-to-maturity securities
U.S. Government agencies $ - $ - 3 2,70¢  $ 83 $ 2,70t $ 83

All of the securities with unrealized losses in guetfolio have modest duration risk, low credsl;i and minimal losses when compared to
amortized cost. The unrealized losses on debt isiesuthat exist are the result of market changesierest rates since original purch
Because the Company does not intend to sell tremeises and it is not more likely than not thia¢ tCompany will be required to sell th
securities before recovery of their amortized dmsdes, which may be at maturity for debt securities Company considers the unreal
losses to be temporary.

The following table provides information on the atimed cost and estimated fair values of investnseurities by maturity date at March
2015.

Available for sale Held to maturity

Amortized Estimatec Amortized Estimatec

(Dollars in thousands Cost Fair Value Cost Fair Value
Due in one year or le: $ 2,001 $ 2,00¢ $ 221 $ 222
Due after one year through five ye. 76,05 76,19: 711 76€
Due after five years through ten ye 10,641 10,78: 402 461
Due after ten years 149,02¢ 150,49! 3,18( 3,16
237,72 239,47 4,51¢ 4,61¢
Equity securities 627 63¢ - -
Total $ 238,35: $ 240,11 $ 451 3 4,61¢

The maturity dates for debt securities are detegthimsing contractual maturity dates.

Note 4— Loans and Allowance for Credit Losses

The Company makes residential mortgage, commeacidlconsumer loans to customers primarily in Ta®otinty, Queen Anng’County
Kent County, Caroline County and Dorchester Countivlaryland and in Kent County, Delaware. The faliog table provides informatic
about the principal classes of the loan portfotiMarch 31, 2015 and December 31, 2014.

March 31, December 31,

(Dollars in thousands 2015 2014
Constructior $ 77697 $ 69,157
Residential real esta 264,42: 273,33t
Commercial real esta 316,38¢ 305,78t
Commercia 55,07¢ 52,67:
Consumer 8,01¢ 9,79¢

Total loans 721,60! 710,74t
Allowance for credit losses (7,799 (7,695

Total loans, net $ 713,80. $ 703,05:

Loans are stated at their principal amount outstendet of any deferred fees and costs. Interestne on loans is accrued at the contra
rate based on the principal amount outstandings Ebarged and costs capitalized for originatingndoare being amortized substantially or
interest method over the term of the loan. A losuplaced on nonaccrual (i.e., interest income idonger accrued) when it is specifici
determined to be impaired or when principal orries¢ is delinquent for 90 days or more, unlesddha is well secured and in the proces
collection. Any unpaid interest previously accrugdthose loans is reversed from income. Intereginpats received on nonaccrual loans
applied as a reduction of the loan principal ba¢ancless collectability of the principal amountéssonably assured, in which case intert
recognized on a cash basis. Loans are returnezttaoa status when all principal and interest an®gontractually due are brought current
future payments are reasonably assured.
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A loan is considered impaired if it is probabletttize Company will not collect all principal andénest payments according to the lgan’
contractual terms. An impaired loan may show deficies in the borrowes’overall financial condition, payment history, pag availabl
from financial guarantors and/or the fair markdtieaof collateral. The impairment of a loan is meaas at the present value of expected ft
cash flows using the loan’s effective interest rateat the loars observable market price or the fair value ofcbitateral if the loan is collatel
dependent. Generally, the Company measures impairare such loans by reference to the fair valu¢hefcollateral. Once the amount
impairment has been determined, the uncollectibiéign is charged off. Income on impaired loangeisognized on a cash basis, and payn
are first applied against the principal balancestaunding (i.e., placing impaired loans on nonadcstatus). Generally, interest income is
recognized on impaired loans unless the likelihobfiirther loss is remote. The allowance for crémses may include specific reserves re
to impaired loans. Specific reserves remain utitidrge offs are made. Impaired loans do not inclyrdeips of smaller balance homoger
loans such as residential mortgage and consumlliment loans that are evaluated collectivelyifopairment. Reserves for probable cr
losses related to these loans are based on h@tto&s ratios and are included in the formulaiparof the allowance for credit losses.
additional discussion under the caption “CriticalcAunting Policies” in ManagemestDiscussion and Analysis of Financial Conditior
Results of Operations.

A loan is considered a troubled debt restructuiffidoR”) if a borrower is experiencing financial difficulieand a creditor has grante
concession. Concessions may include interest eatections or below market interest rates, princfpagiveness, restructuring amortizai
schedules and other actions intended to minimizenial losses. Loans are identified to be restmect when signs of impairment arise suc
borrower interest rate reduction request, slownegmy, or when an inability to repay becomes avidéhe terms being offered are evalu
to determine if they are more liberal than thosa thould be indicated by policy or industry startdafor similar, untroubled credits. In th
situations where the terms or the interest ratesansidered to be more favorable than industrydstals or the current underwriting guidel
of the Companys banking subsidiaries, the loan is classified @DR. All loans designated as TDRs are considargzhired loans and may
on either accrual or nonaccrual status. In instarwkere the loan has been placed on nonaccruaksisik consecutive months of tim
payments are required prior to returning the l@aadcrual status.

All loans classified as TDRs which are restructuagd accrue interest under revised terms requitdl @and comprehensive review of -
borrowers financial condition, capacity for repayment, i@ assessment of collateral values, and thesassmnt of risk entered into ¢
workout agreement. Current financial informationtbe borrower, guarantor, and underlying collatésadnalyzed to determine if it supp¢
the ultimate collection of principal and interéstr commercial loans, the cash flows are analyleth for the underlying project and globs
For consumer loans, updated salary, credit historg cash flow information is obtained. Current nedrkonditions are also considel
Following a full analysis, the determination of tg@propriate loan structure is made.
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The following tables include impairment informatioglating to loans and the allowance for crediséssas of March 31, 2015 and Decer

31, 2014.
Residentie Commercie
(Dollars in thousands Constructiol  real estatt  real estatt  Commercic Consume Unallocate: Total
March 31, 2015
Loans individually evaluated for
impairment $ 12,60 $ 7,97t $ 8,761 $ € % 12z % - 29,55¢
Loans collectively evaluated for
impairment 65,09¢ 256,44¢ 307,62¢ 54,98( 7,89: - 692,04¢
Total loans $ 7769 $ 26442 $ 316,38¢ $ 5507¢ $ 8,01¢ $ - 721,60!
Allowance for credit losses allocated
Loans individually evaluated for
impairment $ 72¢ $ 35C $ 23 % - $ - % - 1,102
Loans collectively evaluated for
impairment 1,15¢ 1,774 2,31¢ 441 18C 83C 6,69¢
Total allowance for credit losses $ 188 $ 212¢ $ 2,33¢ $ 441 $ 18C $ 83C 7,79¢
Residentie Commercie
(Dollars in thousands Constructiol real estatt  real estatt  Commercic Consume Unallocate: Total
December 31, 201
Loans individually evaluated for
impairment $ 10,067 $ 10,40: $ 9,35¢ $ 18t $ 124 $ - 30,14:
Loans collectively evaluated for
impairment 59,09( 262,93 296,42¢ 52,48 9,67( - 680,60!
Total loans $ 69,157 $ 273,33t $ 305,78 $ 5267 $ 9,79 $ - 710,74t
Allowance for credit losses allocated
Loans individually evaluated for
impairment $ 41 $ 1,09¢ $ 12¢ $ 1 % 3 3 - 1,27:
Loans collectively evaluated for
impairment 1,262 1,73¢ 2,25( 447 22€ 502 6,42-
Total allowance for credit losses $ 1,30 $ 283 $ 2,37¢ $ 44  $ 22¢ $ 502 7,69t
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The following tables provide information on impalr®ans and any related allowance by loan clasé B&arch 31, 2015 and December 31,
2014. The difference between the unpaid principédiice and the recorded investment is the amoypdrtiill chargesffs that have been take

Recorded Recorded Quarter-to- Year-to-date
Unpaid investment investment date average average
principal with no with an Related recorded recorded

(Dollars in thousands balance allowance allowance allowance investmen investmen
March 31, 2015
Impaired nonaccrual loan
Constructior $ 12,18¢ $ 5681 $ 290 % 69C $ 7,861 $ 7,861
Residential real esta 2,17¢ 1,557 95 95 2,27¢ 2,27¢
Commercial real esta 3,99¢ 2,50( - - 2,68¢ 2,68¢
Commercia 63 54 - - 49 49
Consumer 12¢ 12% - - 12% 12%
Total 18,55: 9,91¢ 2,99¢ 78E 12,99¢ 12,99¢
Impaired accruing TDR:
Constructior 4,01¢ 3,19¢ 82( 39 4,01¢ 4,01¢
Residential real esta 6,322 65¢ 5,66: 25k 6,33¢ 6,33¢
Commercial real esta 6,261 4,75¢ 1,507 23 6,272 6,27
Commercia 45 45 - - 46 46
Consumer - - - - - -
Total 16,64« 8,654 7,99( 317 16,67¢ 16,67¢
Total impaired loans
Constructior 16,20 8,87 3,72¢ 72¢ 11,88( 11,88(
Residential real esta 8,50( 2,217 5,75¢ 35C 8,61 8,61«
Commercial real esta 10,25¢ 7,254 1,507 23 8,961 8,961
Commercia 10¢ 99 - - 95 9t
Consumer 12¢€ 12% - - 12% 12%
Total $ 35,19¢ $ 18,57C $ 10,98¢ $ 1,102 $ 29,67: $ 29,67
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Recorded Recorded Quarter-to- Year-to-date
Unpaid investment investment date average average
principal with no with an Related recorded recorded

(Dollars in thousands balance allowance allowance allowance investmen investmen
December 31, 201
Impaired nonaccrual loan
Constructior $ 9,277 $ 6,04t $ - $ - % 7,36¢ $ 7,73¢
Residential real esta 4,66¢ 1,05: 2,982 79¢ 2,681 3,32
Commercial real esta 4,70z 2,84z 28C 10C 2,45tk 3,88¢
Commercia 1,37 13€ 5 1 141 437
Consumer 12¢€ 99 25 3 124 79
Total 20,14¢ 10,17¢ 3,297 90: 12,76¢ 15,46¢
Impaired accruing TDR:
Constructior 4,02z 3,19¢ 82¢€ 41 3,60¢ 2,74
Residential real esta 6,36¢ 66¢ 5,70( 30C 12,40: 15,12
Commercial real esta 6,23 4,77¢ 1,46: 29 6,342 6,57«
Commercia 47 47 - - 48 55
Consumer - - - - - -
Total 16,67 8,68¢ 7,98¢ 37C 22,40( 24,49!
Total impaired loans
Constructior 13,29¢ 9,241 82¢ 41 10,97: 10,48:
Residential real esta 11,03: 1,721 8,68: 1,09¢ 15,08: 18,44"
Commercial real esta 10,94( 7,61¢ 1,74z 12¢ 8,791 10,46:
Commercia 1,41¢ 182 5 1 18¢ 49z
Consumer 12¢ 99 25 3 124 79
Total $ 36,81¢ $ 18,86( $ 11,28. $ 127:  $ 35,16¢ $ 39,96
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The following tables provide a roll-forward for troled debt restructurings as of March 31, 2015Macth 31, 2014.

1/1/15 Reclassificatior 3/31/15
TDR New Disbursemen  Charge Transfers TDR Related
(Dollars in thousands Balance TDRs (Payments offs In/(Out) Payoffs Balance Allowance

For the three months
ended 3/31/2015
Accruing TDRs
Constructior $ 4,02Z $ 6) $ - $ = G - $ 4,01¢ $ 3¢
Residential Real Esta 6,36¢ (46) - - - 6,322 25E
Commercial Real Esta 6,23 24 - - - 6,261 23
Commercia 47 2 - - - 45 -
Consumer - - - - - - -
Total $ 16,67 $ (30 $ - $ - $ - $ 1664« $ 317
Nonaccrual TDR:
Constructior $ 3,321 $ (7 $ (36%) $ 2911 $ - $ 586 % 69C
Residential Real Esta 3,38 9 - (2,91 - 462 -
Commercial Real Esta 34¢€ 2 (40) (23¢) - 66 -
Commercia - - - - - - -
Consumer 25 (1) - = 2 24 -
Total $ 7,07« $ (19 $ (409 3 (239) $ - $ 6414 $ 69C
Total TDRs $ 23,74¢ $ (49 $ (409 $ (23¢) $ - $ 23058 $ 1,007

1/1/14 Reclassificatior 3/31/14

TDR New Disbursemen  Charge Transfers TDR Related

(Dollars in thousands Balance TDRs (Payments offs In/(Out) Payoffs Balance Allowance

For the three months ende
3/31/2014
Accruing TDRs
Constructior $ 1,62 $ (314 $ - $ - $ - $ 130¢ $ 1
Residential Real Esta 14,58: 1,421 - 201 (15¢) 16,04¢ 14z
Commercial Real Esta 9,791 (25) (549) (207) (1,097%) 7,91¢ 6
Commercia 95 9 - - (24 62 9
Consumer - - - - - - -
Total $ 26,08¢ $ 1070 $ (549 $ - $ (1279 $ 2533 $ 15¢
Nonaccrual TDR:
Constructior $ 3,561 $ 2 $ a7 s 76C $ - $ 430z % =
Residential Real Esta 1,88¢ (20 (7C) (760 - 1,03¢ -
Commercial Real Esta 84z (72 (65) - - 70& -
Commercia - - - - - - -
Consumer 26 (1) - - - 25 -
Total $ 6,31¢ $ (95 $ (152 $ - $ - $ 6,066 $ -
Total TDRs $ 32,40 $ 97¢ $ (701 $ - $ (1,279 $ 31,39¢ $ 15¢

No loans were modified and considered TDRs duttiegthhiree months ended March 31, 2015 and MarcBBH.
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The following tables provide information on TDRsathdefaulted during the three months ended March2815 and March 31, 20:
Generally, a loan is considered in default whengipial or interest is past due 90 days or more.

Number of Recorded Related
(Dollars in thousands contracts investmen allowance
TDRs that subsequently defaultt
For the three months ended March 31, 201
Constructior - $ - $ -
Residential real esta - - -
Commercial real esta 2 27¢ -
Commercia - - -
Consumer - - -

Total 2 $ 27¢  $ -

TDRs that subsequently defaulted:
For the three months ended March 30, 2014

Constructior - $ - % -
Residential real esta - - i
Commercial real esta - - -
Commercia - - J
Consumer - - -

Total - $ - 3 ]
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Management uses risk ratings as part of its mdngoof the credit quality in the Compasyfoan portfolio. Loans that are identified as sl
mention, substandard or doubtful are adverselydratbey are assigned higher risk ratings than fgrrated loans in the calculation of
formula portion of the allowance for credit losses.

The following tables provide information on loaskiratings as of March 31, 2015 and December 314.20

Special
(Dollars in thousands Pass/Performir mention Substandar Doubtful Total
March 31, 2015
Constructior $ 60,33( $ 347: $ 13,89 $ - % 77,697
Residential real esta 245,96: 7,64¢ 10,79( 24 264,42:
Commercial real esta 286,69! 20,04° 9,647 - 316,38
Commercial 53,07¢ 1,89¢ 107 - 55,07¢
Consumer 7,852 41 12< - 8,01¢
Total $ 653,91° $ 33,10: $ 3456: $ 24 3 721,60!
Special
(Dollars in thousands Pass/Performir mention Substandar Doubtful Total
December 31, 201
Constructior $ 52,24. % 564: $ 11,270 $ - % 69,15°
Residential real esta 252,64. 6,67¢ 14,01¢ - 273,33t
Commercial real esta 275,57 20,04( 10,17t - 305,78t
Commercial 50,58: 1,88¢ 114 89 52,67
Consumer 9,65¢ 13 125 - 9,79¢
Total $ 640,69¢ $ 34,25¢ $ 35,70 $ 89 $ 710,74t

The following tables provide information on theragof the loan portfolio as of March 31, 2015 aretBmber 31, 2014.

Accruing
30-59 60-89 90 days
days days past or more Total past
(Dollars in thousand  Current past due due past due due Nonaccrua Total
March 31, 2015
Constructior $ 68,84 $ 268 $ - $ - 8 26 $ 8,58t $ 77,697
Residential real este 257,81 1,93: 3,017 9 4,954 1,65z 264,42
Commercial real
estate 311,20« 1,55¢ 1,13( - 2,68t 2,50( 316,38!
Commercia 54,79¢ 70 157 - 227 54 55,07¢
Consumer 7,82F 35 6 27 68 123 8,01¢
Total $ 700,48¢ $ 3,861 $ 4,308 $ 36 $ 8,202 $ 1291 $ 721,60!
Percent of total
loans 97.1% 0.5% 0.€% -% 1.1% 1.£%
Accruing
30-59 60-89 90 days or
days days past more past Total past
(Dollars in thousand Current past due due due due Nonaccrua Total
December 31, 201
Constructior $ 61,32 $ 1,78¢ $ - $ - 8 1,78¢ $ 6,04¢ $ 69,15
Residential real este 263,16! 3,351 2,70z 83 6,13¢€ 4,03t 273,33t
Commercial real
estate 301,69! 45¢ 512 - 972 3,121 305,78t
Commercia 52,35: 47 131 - 17€ 141 52,67:
Consumer 9,61¢ 11 37 4 52 123 9,79/
Total $ 688,15t $ 565¢ $ 3,387 % 87 $ 9,12¢ $ 13,46¢ $ 710,74t
Percent of total
loans 96.8% 0.8% 0.5% -% 1.2% 1.%
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Management evaluates the adequacy of the allowfanezedit losses at least quarterly and adjusésptiovision for credit losses based on
analysis. The following tables provide a summaryhef activity in the allowance for credit losse®edted by loan class for the three mo
ended March 31, 2015 and 2014. Allocation of aiporof the allowance to one loan class does natlpde its availability to absorb losse:

other loan classes.

Residential Commercial
(Dollars in thousand Constructior real estatt real estatt Commercial Consume Unallocatec Total
For the three
months ended
March 31, 2015
Allowance for credit
losses
Beginning balanc ~ $ 1,30 $ 2,832 % 2,37¢ $ 44¢ $ 22¢ % 50z 7,69¢
Chargtoffs (369) (1149 (40) (124 (10 - (652)
Recoveries 3 23 13 47 18 - 104
Net charge-offs (360) (91) (27) (77) 8 - (547
Provision 941 (619) (13) 7C (57) 32¢ 65C
Ending balance $ 1,882 $ 2,12¢ % 2,33¢ $ 441 $ 18C $ 83C 7,79¢
Residential Commercial
(Dollars in thousand Constructior real estatt real estatt Commercial Consume Unallocatec Total
For the three month:
ended March 31,
2014
Allowance for credit
losses
Beginning balanc ~ $ 1,96 $ 3,85¢ % 3,02¢ $ 1,266 $ 24% % 37z 10,72¢
Chargeoffs a7 (672) (90) (842) (127) - (1,74%)
Recoveries 1C 43 6 5C 8 - 117
Net charge-offs (7) (629) (84) (792) (119 - (1,639
Provision 44 (1,139 1,63¢ 208 184 44 97t
Ending balance $ 1,997 $ 2,08¢ $ 4,58 $ 677 $ 30€ $ 417 10,06¢

Foreclosure Proceedings

Consumer mortgage loans collateralized by residerdal estate property that are in the proce$sretlosure totaled $27 thousand as of M

31, 2015.
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Note 5— Other Assets

The Company had the following other assets at MadgH2015 and December 31, 2014.

(Dollars in thousands March 31, 2015 December 31, 201
Nonmarketable investment securit $ 1,706 $ 1,58¢
Accrued interest receivab 2,60¢ 2,66°
Deferred income taxe 14,63: 15,74
Prepaid expenst 1,61¢ 75C
Other assets 5,75¢ 6,41¢

Total $ 26,31: $ 27,16:

The following table provides information on sigodint components of the Company’s deferred tax sisset liabilities as of March 31, 2015
and December 31, 2014.

March 31, December 31,
(Dollars in thousands 2015 2014
Deferred tax asset
Allowance for credit losse $ 3,11C % 3,07
Reserve for otbalance sheet commitmel 122 121
Net operating loss carry forwa 12,51¢ 13,26"
Write-downs of other real estate owr 303 35k
Deferred incomt 1,077 1,13
Accrued expense 92¢ 91¢
Other 174 8C
Total deferred tax assets 18,23: 18,94
Deferred tax liabilities
Depreciatior 34: 372
Purchase accounting adjustme 1,807 1,751
Deferred capital gain on branch s 421 42~
Unrealized gains on availal-for-sale securitie 70¢ 214
Other 32C 437
Total deferred tax liabilities 3,60( 3,19¢
Net deferred tax assets $ 14,63: $ 15,74«

The Company'’s deferred tax assets primarily comsiset operating loss carryovers that will be usedffset taxable income in future periods
through their statutory period of 20 years for fadéax purposes. No valuation allowance on thederded tax assets was recorded at March
31, 2015 and December 31, 2014 as management dxiidg more likely than not that all deferred &ssets will be realized based on the
following positive material factors: 1) The Compamgs profitable for all four quarters of 2014 ahd first quarter of 2015 on a GAAP basis.
The net operating loss was originally created entttird quarter of 2013 and was solely attributdablen Asset Sale which is considered non-
recurring. 2) The Company had pre-tax income of $8illion for the year ended December 31, 2014yigiing further evidence that the Asset
Sale was producing positive results and confirmirgexpectation of utilizing the deferred tax assg) As a contingent opportunity, the
Company has had discussions with certain investoosit entering into a sales leaseback transaciiogoime of its branch locations which
would generate a material taxable gain. The detigi@act on this has been deferred; however, ildvbacome a very viable option as a tax
planning strategy if there was a risk that theapetrating loss carryovers would expire before theye fully utilized. Alternatively, the
Company has reviewed negative factors which wanfldénce the conclusion of realizing the defer@ddssets. These factors include the
following: 1) The Company could be subject to Smt882 of the Internal Revenue Code (“IRC"), whactuld further limit the realization of
the net operating loss-related deferred tax as88@I(-DTA"). 2) Although the local economy of the market in vihibe Company operates |
been showing continued signs of improvement oveiptst three years, if this trend flattens or reegrthere is a potential that this potential
negative evidence could outweigh the prevailingtpeasfactors.

Based on the aforementioned considerations, thep@oynhas concluded that the predominance of obislerpasitive evidence outweighs the

future potential of negative evidence and thereftoiemore likely than not that the Company wi &ble to realize in the future all of the net
deferred tax assets.
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Note 6— Other Liabilities

The Company had the following other liabilitiesMarch 31, 2015 and December 31, 2014.

(Dollars in thousands March 31, 2015 December 31, 201
Accrued interest payab $ 158 $ 172
Other accounts payak 1,90C 2,43t
Deferred compensation liabili 1,52( 1,50
Other liabilities 1,93¢ 2,017

Total $ 551C $ 6,121

Note 7- StockBased Compensation

As of March 31, 2015, the Company maintained ther&iBancshares, Inc. 2006 Stock and Incentive Casgiimn Plan (“2006 Equity Plan”
under which it may issue shares of common stocfrant other equity-based awards. Stock-based avggeaded to date generally are time
based, vest in equal installments on each annisecahe grant date over a three- to fipear period of time, and, in the case of stockars
expire 7 years from the grant date. Stbelsed compensation expense is recognized ratablytloe requisite service period for all award
based on the grant-date fair value and reflecteifares as they occur.

The following tables provide information on stocksled compensation expense for the first three re@ftB015 and 2014.

For the Three Months Endi

March 31,
(Dollars in thousands 2015 2014
Stock-based compensation expel $ 13€ $ 22
Excess tax expense related to s-based compensatic - -
March 31,
(Dollars in thousands 2015 2014
Unrecognized sto-based compensation expel $ 10z $ 114
Weighted average period unrecognized expense is
expected to be recogniz 0.8 year: 1.5 year

The following table summarizes restricted stock r@activity for the Company under the 2006 EquitgrPfor the three months ended Me
31, 2015 and 2014.

Number Weighted Average Gra

March 31, 2015 of Share: Date Fair Value
Nonvested at beginning of peri 14,252 $ 8.3¢
Granted 6,76: 9.1¢
Vested (8,680 8.5t
Cancelled - -
Nonvested at end of peric 12,33¢ $ 8.22
Number Weighted Average Gra
March 31, 201 of Share: Date Fair Value
Nonvested at beginning of peri 13,93( $ 8.3¢
Granted - -
Vested (3,339 8.9
Cancelled - -
Nonvested at end of perit 10,597 $ 8.14

The fair value of restricted stock awards thategsturing the first three months of 2015 was $bdisand.
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The following table summarizes stock option acyivdr the Company under the 2006 Equity Plan ferttivee months ended March 31, 2015
and 2014.

Weighted
Number Average
March 31, 2015 of Share: Exercise Prict
Outstanding at beginning of peri 27,10¢ $ 6.64
Granted 34,21¢ 3.44
Exercisec - -
Expired/Cancelled - -
Outstanding at end of period 61,327 $ 4.8
Exercisable at end of period 27,10¢ $ 6.64
Weighted
Number Average
March 31, 201« of Share: Exercise Prict
Outstanding at beginning of peri 40,66: $ 6.64
Granted - -
Exercisec - -
Expired/Cancelled - -
Outstanding at end of period 40,66: $ 6.64
Exercisable at end of period 20,33! $ 6.64

At the end of the first quarter of 2015, the aggtegdntrinsic value of the options outstanding urte 2006 Equity Plan was $265 thousand
based on the $9.18 market value per share of thep@oy’s common stock at March 31, 2015. Similat, aggregate intrinsic value of the
options exercisable was $69 thousand at March@®l15.2Since there were no options exercised duhaditst three months of 2015 or 2014,
there was no intrinsic value associated with stoutions exercised and no cash received on exestiggtions. At March 31, 2015, the
weighted average remaining contract life of optiontstanding was 7 years.

Note 8— Accumulated Other Comprehensive Income

The Company records unrealized holding gains (B)sset of tax, on investment securities availdbiesale as accumulated other
comprehensive income (loss), a separate compofistiakholders’ equity. The following table provalmformation on the changes in the
components of accumulated other comprehensive iadtoss) for the three months ended March 31, 2052014.

Accumulated net
unrealized holdin Total accumulate

gains (losses) on other

available for sale comprehensive
(Dollars in thousands securities income (loss
Balance, December 31, 20 $ 31€ $ 31¢€
Other comprehensive income 732 732
Balance, March 31, 2015 $ 1,04¢ $ 1,04¢
Balance, December 31, 20 $ (437) $ (437)
Other comprehensive income 53 53
Balance, March 31, 2014 $ (384) $ (389

Note 9— Fair Value Measurements

Accounting guidance under GAAP defines fair valadle exchange price that would be received faxsset or paid to transfer a liability
exit price) in the principal or most advantageowskat for the asset or liability in an orderly tsaction between market participants or
measurement date. This accounting guidance alablisttes a fair value hierarchy, which requireseatity to maximize the use of observe
inputs and minimize the use of unobservable inpiitsn measuring fair value.
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The Company uses fair value measurements to rdagrdalue adjustments to certain assets and iiedsl Securities available for sale
recorded at fair value on a recurring basis. Adddily, from time to time, the Company may be reggito record at fair value other assets
nonrecurring basis, such as impaired loans, lo&td flor sale and other real estate owned (foredl@ssets). These nonrecurring fair v
adjustments typically involve application of lonafrcost or market accounting or write-downs of uidiial assets.

Under fair value accounting guidance, assets afudities are grouped at fair value in three leyblssed on the markets in which the asset
liabilities are traded and the reliability of thesamptions used to determine their fair valuess&heerarchy levels are:

Level 1 inputs —-Unadjusted quoted prices in active markets for tidahassets or liabilities that the entity has #i#lity to access at t
measurement date.

Level 2 inputs dnputs other than quoted prices included in Levéhdt are observable for the asset or liabilityhesi directly or indirectl
These might include quoted prices for similar assetiabilities in active markets, and inputs ottfen quoted prices that are observable fc
asset or liability, such as interest rates andiyielrves that are observable at commonly quotecvals.

Level 3 inputs — Unobservable inputs for deternmgnihe fair values of assets or liabilities thateef an entity5 own assumptions about
assumptions that market participants would useiaing the assets or liabilities.

Below is a discussion on the Company’s assets megst fair value on a recurring basis.

Investment Securities Available for Sale

Fair value measurement for investment securitiesl@ve for sale is based on quoted prices frormdependent pricing service. The fair ve
measurements consider observable data that maydm@resent value of future cash flows, prepayrasatmptions, credit loss assumpt
and other factors. The Company classifies its itnmests in U.S. Treasury securities as Level 1 enftiir value hierarchy, and it classifies
investments in U.S. Government agencies secuntiedgagebacked securities issued or guaranteed by U.S. i@ment sponsored entiti
and equity securities as Level 2.

The tables below present the recorded amount etsasseasured at fair value on a recurring badidaath 31, 2015 and December 31, 2!
No assets were transferred from one hierarchy tevahother during the first three months of 2042@i4.

Significant
Other Significant

Quoted Observable  Unobservabl¢

Prices Inputs Inputs
(Dollars in thousands Fair Value (Level 1) (Level 2) (Level 3)
March 31, 2015
Securities available for sal
U.S. Treasunr $ 519: $ 519: $ - $ =
U.S. Government agenci 76,02 - 76,02 -
Mortgage«-backec 158,25: - 158,25: -
Equity 63¢ - 63¢ -

Total 240,11: $ 519 $ 234,91¢ $ =
Significant
Other Significant

Quoted Observable  Unobservable

Prices Inputs Inputs
(Dollars in thousands Fair Value (Level 1) (Level 2) (Level 3)
December 31, 201
Securities available for sal
U.S. Treasun 521t $ 521t $ - 3 =
U.S. Government agenci 74,96( - 74,96( -
Mortgage-backec 155,30: - 155,30: -
Equity 63( - 63( -

Total 236,10¢ $ 521t $ 230,89 $ =
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Below is a discussion on the Company’s assets megst fair value on a nonrecurring basis.

Loans

The Company does not record loans at fair valua ecurring basis; however, from time to time, anlds considered impaired and a value
allowance may be established if there are lossexceged with the loan. Loans are considered inegdfrit is probable that payment of intel
and principal will not be made in accordance witimtcactual terms. The fair value of impaired loa@as be estimated using one of se\
methods, including the collateral value, marketugabf similar debt, liquidation value and discouhtash flows. At March 31, 2015 ¢
December 31, 2014, substantially all impaired loaage evaluated based on the fair value of theatetl and were classified as Level 2 ir
fair value hierarchy.

Loans held for sale

Loans held for sale are adjusted for fair valuerugansfer of loans to loans held for sale. Subsetiy, loans held for sale are carried ai
lower of carrying value or fair value. Fair value based on independent market prices, appraise® wdlthe collateral or management’
estimation of the value of the collateral. At Ma&h 2015 and December 31, 2014, the Company hémbns held for sale.

Other Real Estate and Other Assets Owned (Foretksgets)

Foreclosed assets are adjusted for fair value tamsfer of loans to foreclosed assets. Subsegdoteclosed assets are carried at the |
of carrying value or fair value less estimated sdstsell. Fair value is based on independent mankees, appraised value of the collater:
managemens$ estimation of the value of the collateral. At BtaB1, 2015 and December 31, 2014, foreclosedsassze classified as Leve
in the fair value hierarchy.

The tables below present the recorded amount eftsisseasured at fair value on a nonrecurring tetsarch 31, 2015 and December
2014. No assets were transferred from one hierdestgf to another during the first three month2@15 or 2014.

Significant
Other Significant
Quoted Observable Unobservable
Prices Inputs Inputs
(Dollars in thousands Fair Value (Level 1) (Level 2) (Level 3)
March 31, 2015
Impaired loan:
Constructior $ 11,87: $ - $ 11,87: $ z
Residential real esta 7,624 - 7,62¢ -
Commercial real esta 8,73¢ - 8,73t -
Commercia 99 - 99 -
Consumer 122 - 122 -
Total impaired loan 28,45¢ - 28,45¢ -
Loans held for sal - - - -
Other real estate owned 3,46¢ - 3,46¢ -
Total assets measured at fair value on a noniiagui
basis $ 31,92F $ - $ 31,92F $ -
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Significant

Other Significant
Quoted Observable Unobservable
Prices Inputs Inputs
(Dollars in thousands Fair Value (Level 1) (Level 2) (Level 3)
December 31, 201
Impaired loan:
Constructior $ 10,02¢ $ - $ 10,02¢ $ -
Residential real esta 9,30¢ - 9,30¢ -
Commercial real esta 9,23( - 9,23( -
Commercia 187 - 187 -
Consumer 121 - 121 -
Total impaired loan 28,86¢ - 28,86¢ -
Loans held for sal - - - -
Other real estate owned 3,691 - 3,691 -
Total assets measured at fair value on a noniagui
basis $ 32,55¢ $ - $ 32,55¢ $ -

The following information relates to the estimafad values of financial assets and liabilitiestthee reported in the Compasytonsolidate
balance sheets at their carrying amounts. The sksou below describes the methods and assumptsetsto estimate the fair value of e
class of financial asset and liability for whichistpracticable to estimate that value.

Cash and Cash Equivalents
Cash equivalents include interest-bearing depuwsitsother banks and federal funds sold. For tlebsetterm instruments, the carrying amc
is a reasonable estimate of fair value.

Investment Securities Held to Maturity
For all investments in debt securities, fair valaes based on quoted prices. If a quoted priceti@wailable, then fair value is estimated u
guoted prices for similar securities.

Loans

The fair values of categories of fixed rate loasgh as commercial loans, residential real essaig,other consumer loans, are estimate
discounting the future cash flows using the curratgs at which similar loans would be made to deers with similar credit ratings and
the same remaining maturities. Other loans, incgdiariable rate loans, are adjusted for differerindoan characteristics.

Financial Liabilities

The fair values of demand deposits, savings acepamid certain money market deposits are the amqayable on demand at the repol
date. The fair value of fixethaturity certificates of deposit is estimated usihg rates currently offered for deposits of simil@maining
maturities. These estimates do not take into cenaitbn the value of core deposit intangibles. @ahg the carrying amount of showrr
borrowings is a reasonable estimate of fair vallee fair values of securities sold under agreememtepurchase (included in shoetr
borrowings) and long-term debt are estimated uiirgates offered for similar borrowings.

Commitments to Extend Credit and Standby LetteiSrefit

The majority of the Company’commitments to grant loans and standby lettersredit are written to carry current market inténeges i
converted to loans. In general, commitments torekteredit and letters of credit are not assignélylehe Company or the borrower, so t
generally have value only to the Company and theoleer. Therefore, it is impractical to assign amajyue to these commitments.

The following table provides information on theiestted fair values of the Compasyfinancial assets and liabilities that are rembitethe
balance sheets at their carrying amounts. The diahassets and liabilities have been segregatetthdiy classification level in the fair val
hierarchy.
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March 31, 2015

December 31, 201

Estimatec Estimatec
Carrying Fair Carrying Fair

(Dollars in thousands Amount Value Amount Value
Financial assel
Level 1 inputs

Cash and cash equivale $ 75,95¢ $ 75,95¢ $ 96,22 $ 96,22
Level 2 inputs

Investment securities held to matul $ 4,51t $ 4,61¢ $ 4,63C $ 4,69¢

Loans, ne 713,80° 735,28 703,05 724,77.
Financial liabilities
Level 2 inputs

Deposits $ 940,77: $ 940,48: $ 949,00: $ 948,60!

Shor-term borrowings 5,09¢ 5,09¢ 4,80¢ 4,80¢

Note 10— Financial Instruments with Of8alance Sheet Risk

In the normal course of business, to meet the Gihmeeds of its customers, the Company’s bankidigries are parties to financial
instruments with off-balance sheet risk. Theserfgia instruments include commitments to extendlitiend standby letters of credit.
Commitments to extend credit are agreements totteaccustomer as long as there is no violatioanyfcondition established in the contract.
Letters of credit are conditional commitments issbg the Company’s bank subsidiaries to guarame@erformance of a customer to a third
party. Letters of credit and other commitments galhehave fixed expiration dates or other termimatclauses and may require payment of a
fee. Because many of the letters of credit and cibmemts are expected to expire without being drapon, the total commitment amount d
not necessarily represent future cash requirements.

The following table provides information on comménis outstanding at March 31, 2015 and Decembe2(BY.

(Dollars in thousands March 31, 2015 December 31, 20:

Commitments to extend cre« $ 142,08 $ 127,08
Letters of credit 7,15¢ 7,34
Total $ 149,23¢ $ 134,42°

Note 11— Segment Reporting

The Company operates two primary business segmeéatemunity Banking and Insurance Products and 8esviThrough the Community
Banking business, the Company provides servicesrisumers and small businesses on the Eastern &hdaryland and Delaware through
its 18-branch network. Community banking activitieslude small business services, retail brokeragst services and consumer banking
products and services. Loan products availabletsemers include mortgage, home equity, automati¢gine, and installment loans, credit
cards and other secured and unsecured persorablirmeedit. Small business lending includes conesiaémortgages, real estate development
loans, equipment and operating loans, as well@ageé and unsecured lines of credit, credit cardsounts receivable financing arrangements
and merchant card services.

Through the Insurance Products and Services bissitres Company provides a full range of insuramcelycts and services to businesses anc
consumers in the Company’s market areas. Produdtsdie property and casualty, life, marine, indiidthealth and long-term care insurance.
Pension and profit sharing plans and retirementglar executives and employees are availableitdhgineeds of individual businesses.
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The following table includes selected financiabimhation by business segments for the first threaths of 2015 and 2014.

Community Insurance Produc Parent Consolidatec

(Dollars in thousands Banking and Service Company Total

2015

Interest incom: 9,39¢ $ - 51 9,44¢
Interest expens (90€) - - (90€)
Provision for credit losse (650 - - (650
Noninterest incom 1,66¢ 2,41¢ - 4,08t
Noninterest expens (5,527 (1,75)) (2,426 (9,709
Net intersegment (expense) inco (1,999 (197) 2,19( -
Income (loss) before tax 1,98¢ 471 (18%) 2,27(
Income tax (expense) benefit (752) (179) 70 (8617)
Net income (loss 1,23: $ 292 (115) 1,40¢
Total assets 1,068,36 $ 10,02: 15,73¢ 1,094,12
2014

Interest incom 9,45t $ = z 9,45¢
Interest expens (1,139 - - (1,139
Provision for credit losse (97%) - - (97%)
Noninterest incom 1,522 3,26¢ - 4,78¢
Noninterest expens (5,599 (2,61%) (2,909 (20,119
Net intersegment (expense) inco (1,662 (1817) 1,84 -
Income (loss) before taxi 1,615 47( (66) 2,021
Income tax (expense) benefit (610) (17¢) 25 (763)
Net income (loss 1,000 $ 292 (41) 1,25¢
Total assets 1,031,85 $ 13,56 4,092 1,049,51.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

Unless the context clearly suggests otherwiserarées to “the Company”, “we”,
Bancshares, Inc. and its consolidated subsidiaries.

our”, and “u#t the remainder of this report are to St

Forward-Looking Information
Portions of this Quarterly Report on Form 10-Q e@mtforwardlooking statements within the meaning of The Pdv8ecurities Litigatio

Reform Act of 1995. Statements that are not his&biin nature, including statements that includewords “anticipate”, “estimate”, “should”
“expect”, “believe”, “intend”,and similar expressions, are expressions aboutanfidence, policies, and strategies, the adeqoaoapita
levels, and liquidity and are not guarantees ofiritperformance. Such forwalabking statements involve certain risks and uraieties
including economic conditions, competition in theographic and business areas in which we operdtation, fluctuations in interest rat
legislation, and governmental regulation. Thesksrand uncertainties are described in detail inséagtion of the periodic reports that St
Bancshares, Inc. files with the Securities and Erge Commission (the “SEC”) entitled “Risk Factofsge Item 1A of Part Il of this rep
and Item 1A of Part | of the Annual Report of ShBancshares, Inc. on Form ¥0for the year ended December 31, 2014). Actualltesnay
differ materially from such forward-looking statemtg, and we assume no obligation to update fork@kling statements at any time excey

required by law.

Introduction

The following discussion and analysis is intendsdhaeview of significant factors affecting the Gmamy’s financial condition and results
operations for the periods indicated. This disarssand analysis should be read in conjunction ligh unaudited consolidated finan
statements and related notes presented elsewhahésimeport, as well as the audited consolidaiedriial statements and related n
included in the Annual Report of Shore Bancshdres,on Form 10-K for the year ended December 8142

Shore Bancshares, Inc. is the largest independ®ardial holding company headquartered on the BEaSbore of Maryland. It is the par
company of The Talbot Bank of Easton, Maryland fedain Easton, Maryland (“Talbot Bank&nd CNB located in Centreville, Maryle
(together with Talbot Bank, the “Banks”). The Bartygerate 18 full service branches in Kent Countye€h Annes County, Talbot Count
Caroline County and Dorchester County in Maryland &ent County, Delaware. The Company engagesdrirtiurance business throi
three insurance producer firms, The Avdixon Agency, LLC, Elliott Wilson Insurance, LLC dnJack Martin Associates, Inc.; and
insurance premium finance company, Mubell Finahte (all of the foregoing are collectively referréd as the “Insurance Subsidiarigs”
Each of these entities is a wholtyvned subsidiary of Shore Bancshares, Inc. The @ompngages in the trust services business thrthe
trust department at CNB under the trade name Wiyarigial & Trust.

The shares of common stock of Shore Bancsharesaladisted on the NASDAQ Global Select Marketemihe symbol “SHBI”.
Shore Bancshares, Inc. maintains an Internet sitevav.shorebancshares.cam which it makes available free of charge its AalriReport o

Form 10-K, Quarterly Reports on Form 10-Q, CurrBefports on Form &, and all amendments to the foregoing as sooneasonabl
practicable after these reports are electronidddig with, or furnished to, the SEC.

Regulatory Enforcement Actions

Talbot Bank entered into a Stipulation and Congerthe Issuance of a Consent Order (the “Consemégxgent”)with the Federal Depo:
Insurance Corporation (the “FDIC"), a StipulationdaConsent to the Issuance of a Consent Order‘Kflagyland Consent Agreementinc
together with the Consent Agreement, the “Consegtrefments”)with the Maryland Commissioner of Financial Regolat (the
“Commissioner”) and an Acknowledgement of Adoptiohthe Order by the Commissioner (the “Acknowledgett). The FDIC and th
Commissioner issued the related Consent Order“@hnder”), effective May 24, 2013. The description of the mateerms of the Conse
Agreements, the Order and the Acknowledgement,gatith Talbot Bank$ progress with the requirements of such documengsset fort
below.

Management. Talbot Bank is required to have and retain expegdnqualified management, and to assess manadsnagility to (1) compl
with the requirements of the Order; (2) operateb®alBank in a safe and sound manner; (3) comply wit applicable laws, rules a
regulations; and (4) restore all aspects of TaBmik to a safe and sound condition, including ehgitlequacy, asset quality, and manage
effectiveness. Talbot Bank has implemented cexthamges to comply with the Order, which includeanding its credit administration &
loan workout units with the addition of experiengelv staff members, in an effort to acceleraterés®lution of Talbot Bank' credit issue
and position Talbot Bank for future growth. Additally, Talbot Bank has appointed a chief finanoidicer.
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Board Participation . Talbot Banks board of directors is required to increase itdigpation in the affairs of Talbot Bank, assumifdgl
responsibility for the approval of sound policieslabjectives and for the supervision of all TalBaink activities, including comprehensi
documented meetings to be held no less frequemdly monthly. The board of directors must also dgvel program to monitor Talbot Basgk’
compliance with the Order. Talbot Bank has completglan to increase the participation of its bazrdirectors which includes increasing
frequency of board meetings from monthly to biwgekhd establishing a risk management committedn@fbibard which is responsible
monitoring Talbot Bank’s compliance with the Order.

Loss Charge-Offs. The Order requires that Talbot Bank eliminate fricgnbooks, by chargeff or collection, all assets or portions of as
classified “Loss” by the FDIC or the CommissionBalbot Bank has eliminated from its books all saldssified assets.

Classified Assets Reduction . Within 60 days of the effective date of the Ordeailbot Bank was required to submit a ClassifiedeA$dan t
the FDIC and the Commissioner to reduce the riskitipm in each asset in excess of $750,000 whick wlassified “Substandardinc
“Doubtful” by the FDIC or the Commissioner. Talbot Bank redisis existing Classified Asset Plan to addresst#énms of the Order a
submitted the updated plan to the FDIC and the Cissianer in accordance with the Order.

Allowance for Loan and Lease Losses. Within 60 days of the effective date of the Ordée board of directors was required to review
adequacy of the allowance for loan and lease IqgisesALLL"), establish a policy for determining the adequacthefALLL and submit suc
ALLL policy to the FDIC and the Commissioner. TalliBank amended its ALLL policy to comply with therins of the Order and submit
the updated policy to the FDIC and the Commissiagmeccordance with the Order.

Loan Policy. Within 60 days from the effective date of the Ordealbot Bank was required to (i) review its loaslipies and proceduresl(bar
Policy”) for adequacy, (ii) make all appropriate revisiomshte Loan Policy to address the lending deficiesi@ilentified by the FDIC, and (|
submit the Loan Policy to the FDIC and the Commpissi. Talbot Bank completed its review of and mégerequired revisions to the Lc
Policy. The updated Loan Policy was submitted ®oRDIC and the Commissioner in accordance withehas of the Order.

Loan Review Program . Within 30 days from the effective date of the Ordbe Board was required to establish a programdspendent loz
review that provides for a periodic review of TdllBank’s loan portfolio and the identification acategorization of problem credits (thiedar
Review Program™and submit the Loan Review Program to the FDIC thidCommissioner. Talbot Bank enhanced its exidtiogn Reviev
Program and submitted it to the FDIC and the Corsimiger in accordance with the terms of the Order.

Capital Requirements. Within 90 days from the effective date of the OrdEalbot Bank was required to meet and maintainfttlewing
minimum capital levels, after establishing an appaie ALLL, (i) a leverage ratio (the ratio of Ti#& capital to total assets) of at least 8%,
(ii) a total risk-based capital ratio (the ratiocpfalifying total capital to riskveighted assets) of at least 12%. As of March 8152the leverag
ratio and total risk-based capital ratio were 9.3&86 13.96%, respectively, for Talbot Bank, whiciteeded the Ordes’minimum capit:
requirements.

Profit and Budget Plan. Within 60 days from the effective date of the Orded within 30 days of each calendar yead- thereafter, Talb
Bank was and will be required to submit a profiddsudget plan to the FDIC and the Commissioner isting of goals and strategi
consistent with sound banking practices, and takitg account Talbot Bang&'other plans, policies or other actions requingdhe Order. |
accordance with the Order, Talbot Bank developpdoéit and budget plan which was submitted to tb#@and the Commissioner within
days from the effective date of the Order and ohéclvwas submitted within 30 days of the end of 20Ihe profit and budget plan v
approved by the FDIC, additionally the FDIC appmrbtiee Talbot Bank capital plan.

Dividend Restriction. While the Order is in effect, Talbot Bank cannotldee or pay dividends or fees to the Company withloe prior writte
consent of the FDIC and the Commissioner. TalbotkBa in compliance with this provision of the Orde
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Brokered Deposits. The Order provides that Talbot Bank may not acceptew, or rollover any brokered deposits unless ibh complianc
with the requirements of the FDIC regulations goimy brokered deposits. Talbot Bank is in compleandth this provision of the Order.

Oversight Committee. Within 30 days from the effective date of the Ordialbot Bank was required to establish a boardmiitee to monitc
and coordinate compliance with the Order. TalbatlBlaas established a board committee to comply thithprovision of the Order.

Progress Reports. Within 45 days from the end of each calendar qudotowing the effective date of the Order, TallBank must furnish tt
FDIC and the Commissioner with progress reportsililey the form, manner and results of any actitaken to secure compliance with
Order. Talbot Bank has and will continue to subpnitgress reports to comply with this provisiontod Order.

The Order will remain in effect until modified @rtminated by the FDIC and the Commissioner.

Critical Accounting Policies

Our financial statements are prepared in accordanite GAAP. The financial information contained it the financial statements is, t
significant extent, financial information that iaded on measures of the financial effects of tictiitses and events that have already occurrt
variety of factors could affect the ultimate valinrat is obtained either when earning income, reiiggm an expense, recovering an ass
relieving a liability. Based on the valuation tehres used and the sensitivity of financial statenanounts to the methods, assumptions
estimates underlying those amounts, managemenddtasmined that the accounting policies with respedhe allowance for credit loss
goodwill and other intangible assets, deferredassets, and fair value are critical accountingcpesdi These policies are considered cri
because they relate to accounting areas that eethérmost subjective or complex judgments, anduak, could be most subject to revisio
new information becomes available.

Allowance for Credit Losses

The allowance for credit losses is an estimateheflosses that may be sustained in the loan piortfdhe allowance is based on two b
principles of accounting: (i) Topic 450,Contingencies, of the Financial Accounting Standards Boardccounting Standards Codificat
(“ASC"), which requires that losses be accrued wtiery are probable of occurring and estimable; @ndSC Topic 310, “Receivables,
which requires that losses be accrued based odiffeeences between the loan balance and the \@laellateral, present value of future ¢
flows or values that are observable in the seconaearket. Management uses many factors to estithatenherent loss that may be prese
our loan portfolio, including economic conditionsdatrends, the value and adequacy of collateralydtume and mix of the loan portfolio, ¢
our internal loan processes. Actual losses couf@rdsignificantly from managemest'estimates. In addition, GAAP itself may changen
one previously acceptable method to another. Aljhahe economics of transactions would be the s#iredjming of events that would imp
the transactions could change.

Three basic components comprise our allowancertmtittlosses: (i) the specific allowance; (ii) fleemula allowance; and (iii) the unalloca
allowance. Each component is determined based tonadss that can and do change when the actuatseweeour. The specific allowance
established against impaired loans (i.e., nonatéoaams and TDRs) based on our assessment of #sedahat may be associated with
individual loans. The specific allowance remainsilsharge-offs are made. An impaired loan may shigficiencies in the borrower'overal
financial condition, payment history, support aable from financial guarantors and/or the fair nearkalue of collateral. The formt
allowance is used to estimate the loss on intgrnék-rated loans, exclusive of those identified as imgghi Loans are grouped by t
(construction, residential real estate, commenaal estate, commercial or consumer). Each loae tymssigned allowance factors base
managemens$ estimate of the risk, complexity and size of witlial loans within a particular category. Loaneritified as special mentic
substandard, and doubtful are adversely rated.eTloasns are assigned higher allowance factorsfthamably rated loans due to manageneent
concerns regarding collectability or managenghktiowledge of particular elements regarding thedveer. The unallocated allowance capt
losses that have impacted the portfolio but havdoybe recognized in either the specific or foranallowance.

Management has significant discretion in makingatgistments inherent in the determination of trevigion and allowance for credit loss
including in connection with the valuation of cé#eal, the estimation of a borrowsrprospects of repayment, and the establishmetite
allowance factors in the formula allowance and loicaked allowance components of the allowance.établishment of allowance factors
continuing exercise, based on managensenitigoing assessment of the totality of all fagtorsluding, but not limited to, delinquencies, d
history, trends in volume and terms of loans, éffef changes in lending policy, the experience d@gth of management, national and |
economic trends, concentrations of credit, the iguaf the loan review system and the effect ofeemal factors such as competition

regulatory requirements, and their impact on thefplo. Allowance factors may change from periadgeriod, resulting in an increase
decrease in the amount of the provision or allowabased on the same volume and classificationasfs. Changes in allowance factors
have a direct impact on the amount of the provisemd a corresponding effect on net income. Ermorsnanagemens’ perception ar
assessment of these factors and their impact opdtitolio could result in the allowance not besdequate to cover losses in the portfolio,
may result in additional provisions or charge-offs.
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Subsequent Restructuring of Troubled Debt RestrinmgTDR) for Call Reporting

The Federal Financial Institutions Examinations @olu(FFIEC) released Supplemental Instructionghi® Call Report as of September
2014. Included with these Supplemental Instructimas a section regarding Accounting for a SubsegRestructuring of a Troubled Dt
Restructuring (TDR). These new instructions allaw ¢ertain identified loans within our portfolio tie excluded from TDR designation
Call Report purposes if the borrower is no longgregiencing financial difficulties, the restructdrewan is performing under a market rat
interest at the time of restructuring and no cosioes has been made on the principal balance ofdae. TDR classification within ti
accompanying financial statements herein are reduw follow GAAP which follow their own separatet ©f standards when identifying ¢
designating TDR status to any particular loan. Ibaas removed from TDR status for regulatory puesosere $2.4 million in our Banksall
reports for the period ended March 31, 2015. Then@any distinguishes the differences in reporting T®Rs and informs readers of
financial statements that certain outside datavddrfrom external Call Reports can vary from thferimation found herein.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the cost of auiaition over the fair value of the net assetsu@tegl. Other intangible assets repre
purchased assets that also lack physical subshariazan be distinguished from goodwill becauseaonftactual or other legal rights or bece
the asset is capable of being sold or exchangbkdreiin its own or in combination with a related tcaat, asset or liability. Goodwill and otl
intangible assets are required to be recordediratdlue. Determining fair value is subjective, u&ging the use of estimates, assumptions
management judgment. Goodwill and other intangisieets with indefinite lives are tested at leastially for impairment, usually during t
third quarter, or on an interim basis if circumstas dictate. Intangible assets that have finitesliare amortized over their estimated useful
and also are subject to impairment testing. Impaittesting requires that the fair value of eacthefCompanys reporting units be compai
to the carrying amount of its net assets, includjpgdwill. The Company reporting units were identified based on an aislgf each of i
individual operating segments (i.e., the Banks laisdrance Subsidiaries). If the fair value of aomipg unit is less than book value, an exp
may be required to write down the related goodavilpurchased intangibles to record an impairmesg.lo

Deferred Tax Assets

Deferred tax assets and liabilities are determihgdapplying the applicable federal and state incdme rates to cumulative tempor
differences. These temporary differences reprediffierences between financial statement carryinguams and the corresponding tax basi
certain assets and liabilities. Deferred taxesltésm such temporary differences. A valuatioroalince, if needed, reduces deferred tax ¢
to the amount most likely to be realized, whichased on estimates of future taxable income, reabletaxes paid in prior years and expe
results of tax planning strategies. The Companyuetes all positive and negative evidence beforterdening if a valuation allowance
deemed necessary regarding the realization of @eféax assets.

Fair Value

The Company measures certain financial assetsianitities at fair value. Investment securities aignificant financial assets measured at
value on a recurring basis. Impaired loans andrao#s estate owned are significant financial assatasured at fair value on a nonrecu
basis. Fair value is defined as the exchange finatewould be received for an asset or paid tosfeara liability (an exit price) in the princij
or most advantageous market for the asset oritiabd an orderly transaction between market pgréints on the measurement date
determining fair value, the Company is requirednximize the use of observable inputs and minirtlizeuse of unobservable inputs, redu
subjectivity.

OVERVIEW

The Company reported net income of $1.4 milliontfe first quarter of 2015, or diluted income pemenon share of $0.11, compared tc
income of $1.3 million, or diluted income per commshare of $0.15, for the first quarter of 2014r. the fourth quarter of 2014, the Comp
reported net income of $1.2 million, or dilutedonee per common share of $0.10. When comparingiteqiuarter of 2015 to the first qual
of 2014, the primary reasons for improved net ineomere increases in net interest income of $216sdwod and a decline in the provision
credit losses of $325 thousand. When comparinditstequarter of 2015 to the fourth quarter of 20t primary reason net income incre:
was a $614 thousand increase in noninterest inquartéally offset by a decrease in net interest meoof $97 thousand and an increas
noninterest expense of $194 thousand.
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RESULTS OF OPERATIONS

Net Interest Income

Tax-equivalent net interest income is net interesbme adjusted for the tdavored status of income from certain loans aneéstwments. A
shown in the table below, taquivalent net interest income was $8.6 milliontfe first quarter of 2015 and $8.3 million for ffirst quarter c
2014. Taxequivalent net interest income was $8.6 milliontfor fourth quarter of 2014. The increase in negrest income for the first quar
of 2015 when compared to the first quarter of 2@k4 primarily due to higher volumes of investmestisities as well as a lower cos
deposits, partially offset by lower rates paid oarls. The decrease in net interest income foritbeduarter of 2015 when compared to
fourth quarter of 2014 was primarily due to the deward repricing of loans which occurred in the first quardé 2015. The lower yields we
partially offset by an increase in volume of loamsl investments and with lower volumes of and rpééd on time deposits. Net interest ma
is tax-equivalent net interest income (annualized) dividgdaverage earning assets. Our net interest margin3.43% for the first quarter
2015, compared to 3.49% for the first quarter df2and 3.35% for the fourth quarter of 2014. Thedonet interest margin for the first qua
of 2015 when compared to the first quarter of 2@&4 mainly due to lower yields earned on loangjgdhr offset by higher volumes on loe
and investments and lower volumes of and ratesqratime deposits.

On a taxequivalent basis, interest income decreased $18#mdl, or 0.1%, for the first quarter of 2015 wikempared to the first quarter
2014. The decrease in interest income was primduity/to the decrease in yields earned on loans %086 to 4.83%, offset by an increas
the average balance on loans of $4.6 million. Téerehse in interest income from loans was almdsegnoffset by an increase in interest
taxable securities of $403 thousand, or 77.4%,thad/ield earned on these securities increasing ftB4% to 1.52%. Although the aver
balances of the remaining components of averagengpassets (i.e., tasxempt securities, federal funds sold and intdreating deposits wi
other banks) decreased $46.2 million, the yieldsezhdeclined 5 basis points, which in aggregateedesed interest income $29 thousand. Ta
equivalent interest income decreased $180 thousarid9%, when compared to the fourth quarter d42@ainly due to lower yields earned
loans and lower volumes on interest bearing depasith other banks, which were partially offset ligher volumes on taxable investrr
securities.

Interest expense decreased $226 thousand, or 2bé& comparing the first quarter of 2015 to thstfguarter of 2014. The decreas
interest expense was due to an 11 basis pointngetli rates paid on interesearing liabilities (i.e., deposits and borrowings)d a 3.0¢
decline in average balances of intefestring liabilities. Changes in the rates and ldanelated to time deposits (i.e., certificatesafosi
$100,000 or more and other time deposits) hadaitget impact on interest expense. For the threghm@nded March 31, 2015, the rates
on time deposits decreased 16 basis points andvitiage balances of these deposits decreased $#thnur 11%, when compared to
same period last year, which reduced interest esgp8236 thousand. A portion of this decline wasedfby increases in demand and m
market deposits. Noninterest bearing deposits @sa@ $30.3 million when compared to the same pdasidyear providing a lower cost
funding. When comparing the first quarter of 20@5he fourth quarter of 2014, interest expenseeatsad $82 thousand, or 8.3%. The de
was primarily due to lower interest rates paid nd average balances of time deposits.
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The following table presents the distribution of tverage consolidated balance sheets, interasnafexpense, and annualized yields e
and rates paid for the three months ended MarcB@U5 and 2014.

For the Three Months Ended For the Three Months Ends
March 31, 2015 March 31, 201«
Average Income(1)/ Yield/ Average Income(1)/ Yield/
(Dollars in thousands Balance Expense Rate Balance Expense Rate
Earning assel
Loans (2), (3 $ 714,78 $ 8,51( 482% $ 710,13. % 8,891 5.08%
Investment securitie:
Taxable 243,86 924 1.52 155,12: 521 1.34
Tax-exempt 431 5 4.1¢ 43¢ 5 4.1¢
Federal funds sol 2,801 1 0.0¢ 1,70¢ - 0.0t
Interest-bearing deposits 51,60¢ 26 0.2C 98,90" 56 0.2t
Total earning assets 1,013,491 9,46¢ 3.7%% 966,30 9,47¢ 3.9%
Cash and due from ban 21,26¢ 22,70¢
Other asset 60,61 66,20:
Allowance for credit losses (7,969 (10,64)
Total assets $ 1,087,40 $ 1,044,56
Interes-bearing liabilities
Demand deposil $ 177,07: 57 0.12% $ 173,80: 62 0.14%
Money market and savings depo: 237,75! 82 0.14 222,37t 67 0.1z
Certificates of deposit $100,000 or
more 156,15: 38¢€ 1.0C 178,79: 50C 1.13
Other time deposits 169,58: 37€ 0.9C 186,96( 49¢ 1.0¢
Interes-bearing deposit 740,56 901 0.4¢ 761,93: 1,125 0.6C
Short-term borrowings 7,34( 5 0.27 9,34¢ 5 0.2z
Total interest-bearing liabilities 747,90: 90¢€ 0.4%% 771,27¢ 1,132 0.6(%
Noninteres-bearing deposit 191,89¢ 161,59:
Other liabilities 5,71% 7,231
Stockholders’ equity 141,88« 104,46.
Total liabilities and stockholders’
equity $ 1,087,40 $ 1,044,56
Net interest sprea $ 8,56( 3.3(% $ 8,347 3.31%
Net interest margi 3.4% 3.4%
Tax-equivalent adjustmel
Loans $ 19 $ 22
Investment securities 2 2
Total $ 21 $ 24

(1) All amounts are reported on a taguivalent basis computed using the statutory #decome tax rate of 34.0%, exclusive of
alternative minimum tax rate and nondeductiblerggeexpense

(2) Average loan balances include nonaccrual loandaars held for sale

(3) Interestincome on loans includes amortized loas,faet of costs, and all are included in the yeeldulations

Noninterest Income

Total noninterest income for the first quarter 618 decreased $703 thousand, or 14.7%, when codhparthe first quarter of 2014. T
decrease from the first quarter of 2014 was duhéoloss of wholesale commission fees of $1.2 amlliesulting from the sale of T8tate
General Insurance Agency, LTD (“Tri-Statelf) the second quarter of 2014 which was partiaffiged by an increase in retail insura
commissions of $418 thousand and service chargeeposit accounts and trust and investment feemeoof $114 thousand in the aggrec
Noninterest income increased $614 thousand whempaced to the fourth quarter of 2014 mainly dueithér insurance agency commissi
from contingency payments which are typically rgediin the first quarter of each year based ormpthor year’'s performance.

Noninterest Expense

Total noninterest expense for the first quarter2015 decreased $411 thousand, or 4.1%, when cothparthe first quarter of 2014 &
increased $194 thousand, or 2.0%, when comparte tiourth quarter of 2014. The primary reasorttierdecrease in total noninterest exp
from the first quarter of 2014 was the sale of State which reduced insurance agency commissioansegpand general operating expenst
$1.1 million, offset by an increase in other noaiest expenses of $276 thousand which was primiduélyesult of increased professional
and marketing expenses. The increase from thehfaurarter of 2014 was primarily due to higher cestsociated with employee benefit:



$200 thousand, which included higher insurance prers for group insurance and first quarter empldszes.
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Income Taxes

For the first quarter of 2015 and 2014, the Compapprted income tax expense of $861 thousand @68 housand, respectively, while
effective tax rate was 37.9% and 37.8%, respegtividie relatively flat tax rates for the first qtearof 2015 when compared to the same pi
in 2014 were due to the consistent levels of prataeme and losses of the Compangffiliates which are offset to report a consdkdata
return.

The Company has net operating loss carryforwart©(s") for federal and state income tax purposes tan be utilized to offset futt
taxable income. The Compasyuse of the NOLs would be limited, however, un8ection 382 of the Internal Revenue Code ("IRG")hé
Company were to undergo a change in ownership oérian 50% of its capital stock over a thyear period as measured under Sectior
of the IRC. These complex changes of ownershipsrglenerally focus on ownership changes involvingredolders owning directly
indirectly 5% or more of the Comparsystock, including certain public "groups" of sharglers as set forth under Section 382 of the
including those arising from new stock issuances@her equity transactions. Due to the stock saleine, 2014 and other ownership cha
by shareholders owning 5% or more of the Comparstock, the Company estimates that it has expmrteran ownership change
approximately 44% for the thrgesar period ended March 31, 2015. The Company disteéa take all action within its control to preve
change in ownership in excess of 50% over any {heae testing period. For a further discussion aftia 382 and the potential impact on
Company, see “Part Il — Item 1A. Risk Factors” lrere

ANALYSIS OF FINANCIAL CONDITION

Loans

Loans totaled $721.6 million at March 31, 2015 &7d0.7 million at December 31, 2014, an increasl®£9 million, or 1.5%. Commerc
real estate loans reflected the largest increa$d@®6 million from the end of 2014. In additiomnstruction loans increased $8.5 million tt
increases were partially offset by decreases ileatial real estate loans of $8.9 million and aoner loans of $1.8 million. Loans incluc
deferred costs, net of deferred fees, of $535 #wdist March 31, 2015 and $380 thousand at Dece&ih&014. We do not engage in fore
or subprime lending activities. See Note 4, “Loansl Allowance for Credit Lossesh the Notes to Consolidated Financial Statement
below under the caption “Allowance for Credit Losstor additional information.

Our loan portfolio has a commercial real estat@ loancentration, which is defined as a combinatiboonstruction and commercial real es
loans. Construction loans were $77.7 million , 018% of total loans, at March 31, 2015, slightlgher than the $69.1 million, or 9.7% of t
loans at December 31, 2014. Commercial real ekiates were $316.4 million, or 43.8% of total loaasMarch 31, 2015, compared to $3(
million, or 43.0% of total loans at December 31120

Allowance for Credit Losses

We have established an allowance for credit lossbs;h is increased by provisions charged agaiastiegs and recoveries of previot
charged-off debts and is decreased by currentgbehargesffs of uncollectible debts. Management evaludtesadequacy of the allowance
credit losses at least quarterly and adjusts tbeigion for credit losses based on this analysie @valuation of the adequacy of the allow:
for credit losses is based primarily on a risk mgtsystem of individual loans, as well as on aemtive evaluation of smaller balal
homogenous loans, each grouped by loan type. Bachtype is assigned allowance factors based teriarsuch as past credit loss experie
local economic and industry trends, and other measwhich may impact collectibility. Please refertiie discussion above under the caj
“Critical Accounting Policies” for an overview ofi¢ underlying methodology management employs tataiai the allowance.

The provision for credit losses was $650 thousandhfe first quarter of 2015, $975 thousand forfttet quarter of 2014 and $650 thousanc
the fourth quarter of 2014. The lower level of gsien for credit losses when comparing the firshjer of 2015 to the first quarter of 2014
primarily due to decreases in loan chaofis-and nonaccrual loans. The provision for crémlises when comparing the first quarter of 20:
the fourth quarter of 2014 remained stable, althotlhg amount of chargeffs decreased $1 million and the gross amounbanhs increast
$10.9 million between the comparable quarters. dliergeeffs were $546 thousand for the first quarter of2@nd $1.6 million for both tl
first and fourth quarters of 2014. Management residbcused on its efforts to dispose of problennsoand to prudently chargedt
nonperforming assets to enable the Company toraomtio improve its overall credit quality and reelygcoblem loans. The allowance for cr
losses as a percentage of perardt loans was 1.08% as of March 31, 2015 and 261ptpving from 1.43% as of December 31, 2014, w
reflects improved credit quality in the loan poliio Management believes that the provision foddrosses and the resulting allowance v
adequate to provide for probable losses inhereatiifoan portfolio at March 31, 2015.
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The following table presents a summary of the @gtin the allowance for credit losses for the threonths ended March 31, 2015 and 2014.

For the Three Months Endt

March 31,

(Dollars in thousands 2015 2014
Allowance balanc+~ beginning of periot $ 7,698 $ 10,72t
Chargeoffs:

Constructior (369 ()]

Residential real esta (1149 (672)

Commercial real esta (40 (90

Commercia (1249 (842)

Consumer (10) (129

Totals (651) (1,74%)

Recoveries

Constructior 3 10

Residential real esta 23 43

Commercial real esta 13 6

Commercia 47 50

Consumer 18 8

Totals 104 117

Net charg-offs (547) (1,63))
Provision for credit losses 65C 97¢
Allowance balance — end of period $ 7,79¢ 3 10,06¢
Average loans outstanding during the period (1) $ 714,780 % 707,70¢
Net charg-offs (annualized) as a percentage of average loatstanding

during the period 0.31% 0.92%
Allowance for credit losses at period end as aqréege of average loan 1.08% 1.42%

(1) Excluding loans held for sale

Nonperforming Assets and Accruing TDRs

As shown in the following table, nonperforming assgecreased to $16.4 million at March 31, 2015ff17.2 million at December 31, 2014,
primarily due to a $551 thousand decline in nonaa@idoans and a decrease in other real estate oefr&222 thousand. In addition, accruing
TDRs declined $30 thousand to $16.6 million at Madd&, 2015 from $16.7 million at December 31, 200 ratio of nonaccrual loans to tc
assets improved to 1.18% at March 31, 2015 fror%.at December 31, 2014.

The Company continues to focus on the resolutiatsafonperforming and problem loans. The effastaccomplish this goal include
frequently contacting borrowers until the delingexeis cured or until an acceptable payment planblean agreed upon; obtaining updated
appraisals; provisioning for credit losses; chaggiff loans; transferring loans to other real estavned; aggressively marketing other real
estate owned; and selling loans. The reductioronperforming and problem loans is and will contitoide a high priority for the Company.
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The following table summarizes our nonperformingeds and accruing TDRs at March 31, 2015 and Deee81h 2014.

March 31, December 31
(Dollars in thousands 2015 2014
Nonperforming asse
Nonaccrual loan
Constructior $ 8,58t $ 6,04¢
Residential real esta 1,652 4,03t
Commercial real esta 2,50( 3,121
Commercial 54 141
Consumer 12% 123
Total nonaccrual loans 12,91« 13,46¢
Loans 90 days or more past due and still accr
Constructior - -
Residential real esta 9 83
Commercial real esta - -
Commercial - -
Consumer 27 4
Total loans 90 days or more past due and stilluacgr 36 87
Other real estate owned 3,46¢ 3,691
Total nonperforming assets $ 16,42( $ 17,24¢
Accruing TDRs
Constructior $ 4,01¢ % 4,02:
Residential real esta 6,322 6,36¢
Commercial real esta 6,261 6,23
Commercial 45 47
Consumer - -
Total accruing TDRs $ 16,64 $ 16,67+
Total nonperforming assets and accruing TDRs $ 33,06c0 $ 33,91¢
As a percent of total loan
Nonaccrual loan 1.7% 1.8%%
Accruing TDRs 2.31% 2.35%
Nonaccrual loans and accruing TD 4.1(% 4.24%
As a percent of total loans and other real estateed:
Nonperforming asse 2.26% 2.41%
Nonperforming assets and accruing TC 4.56% 4.7%
As a percent of total assets:
Nonaccrual loan 1.1&% 1.22%
Nonperforming asse 1.5(% 1.5%
Accruing TDRs 1.52% 1.52%
Nonperforming assets and accruing TLC 3.02% 3.0&%

Investment Securities

The investment portfolio is comprised of securitiest are either available for sale or held to mtulnvestment securities available for ¢
are stated at estimated fair value based on qymiteds. They represent securities which may be aslgart of the asset/liability managen
strategy or in response to changing interest rétesunrealized holding gains and losses on theseriies are reported net of related inc
taxes as accumulated other comprehensive incomeparate component of stockholdexguity. Investment securities in the held to may
category are stated at cost adjusted for amontizatf premiums and accretion of discounts. We Hagantent and current ability to hold si
securities until maturity. At March 31, 2015, 98%tlee portfolio was classified as available foresahd 2% as held to maturity, similar to
98% and 2%, respectively, at December 31, 2014h\tfie exception of municipal securities, our gehpractice is to classify all newly-
purchased securities as available for sale. See 8letnvestment Securities, in the Notes to Consolid&tiedncial Statements for additio
details on the composition of our investment pdidfo

35




Investment securities totaled $244.6 million at 881, 2015, a $3.9 million, or 0.02%, increasesiDecember 31, 2014. The slight incrt
was due to purchases of mortgdmgeked securities during the first quarter of 2045the end of March 2015, 65.9% of the securitieailable
for sale were mortgageacked, 31.7% were U.S. Government agencies afd @€re U.S. Treasuries, compared to 65.8%, 31.78@2a2P6
respectively, at year-end 2014. Our investmentsnortgagebacked securities are issued or guaranteed by GoSernment agencies
government-sponsored agencies.

Deposits

Total deposits at March 31, 2015 were $940.8 nmjl® $8.2 million, or 0.9%, decrease when comptodte level at December 31, 2014.
decrease in total deposits was mainly due to deglin time deposits of $11.3 million and $4.7 rillin money market and savings depc
which were partially offset by an increase in notefest bearing deposits of $7.7 million.

Short-Term Borrowings

Short-term borrowings at March 31, 2015 and Decendde 2014 were $5.1 million and $4.8 million, respively. Shorterm borrowing
generally consist of securities sold under agre¢snam repurchase, which are issued in conjunctidgih wash management services
commercial depositors, overnight borrowings fromrespondent banks and shtetm advances from the Federal Home Loan Bank
“FHLB"). Short-term advances are defined as those with originaurti@s of one year or less. At March 31, 2015 &etember 31, 201
short-term borrowings included only repurchase egients.

Liquidity and Capital Resources

We derive liquidity through increased customer dgsp maturities in the investment portfolio, loegpayments and income from earr
assets. As seen in the Consolidated Statementashf Elows in the Financial Statements, the netedserin cash was $20.3 million for the
three months of 2015 compared to a net increasash of $1.8 million for the first three months28f14. The decline in cash in 2015
mainly due to the purchase of investment securtitiaswas partly funded by the proceeds from tbhekssale in the second quarter of 2014.

To the extent that deposits are not adequate th ¢dustomer loan demand, liquidity needs can beimtte shorterm funds markets throu
arrangements with correspondent banks. The Bank$ha million in federal funds lines of credit aadeverse repurchase agreement ava
on a shorterm basis from correspondent banks at both MadgH2815 and December 31, 2014. The Banks are atsobars of the FHLI
which provides another source of liquidity. Througje FHLB, the Banks had credit availability of agxmately $73.1 million and $7C
million at March 31, 2015 and December 31, 2014peetively. These lines of credit are paid for rhbnbn a fee basis of 0.09%. CNB
pledged, under a blanket lien, all qualifying resitial loans under borrowing agreements with thé. BEHVianagement is not aware of :
demands, commitments, events or uncertaintiesatiedikely to materially affect our future ability maintain liquidity at satisfactory levels.

Total stockholdersequity increased $2.3 million to $142.7 millionMéarch 31, 2015 when compared to December 31, 2@idaply due tc
current year's earnings and unrealized gains oitadola for sale securities.

Basel IlI

The FRB and the FDIC approved the final rules imm@ating the Basel Committee on Banking Supervisi¢fBCBS”) capital guidelines ft
U.S. banks. Under the final rules, minimum requieaits will increase for both the quantity and quatif capital held by the Company. 1
rules include a new common equity Tier 1 capitatis@-weighted assets minimum ratio of 4.5%, raise theimmim ratio of Tier 1 capital
risk-weighted assets from 4.0% to 6.0%, requirdr@mum ratio of Total Capital to riskweighted assets of 8.0%, and require a minimum 1
leverage ratio of 4.0%. A new capital conservatioiffer, comprised of common equity Tier 1 capitalalso established above the regule
minimum capital requirements. This capital conseovabuffer will be phased in beginning Januar2Q16 at 0.625% of riskeighted asse
and increase each subsequent year by an addild28% until reaching its final level of 2.5% omudary 1, 2019. Strict eligibility criteria f
regulatory capital instruments were also implemanteder the final rules. The final rules also revike definition and calculation of Tie
capital, Total Capital, and risk-weighted assets.

The phase-in period for the final rules becamecsiffe for the Company on January 1, 2015, with é@impliance with all of the final rules’
requirements phased in over a multi-year schedoldye fully phasednr by January 1, 2019. As of March 31, 2015, TalBank wa
categorized as “adequately capitalized” and CNBaagl capitalized.” Talbot Bank would be consider&ekll capitalized”based on its capil
ratios as of March 31, 2015, however, must remaithé “adequately capitalizedategory until the consent order is terminatedHzy EDIC
and the Commissioner.
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The following tables present the capital ratiosSbore Bancshares, Inc., Talbot Bank and CNB &gawth 31, 2015 and December 31, 2014.

Tier 1 Common Equity Tier 1 Total
leverage Tier 1 risk-basec risk-basec
March 31, 2015 ratio ratio capital ratic capital ratic
Company 10.9%% 15.21% 15.21% 16.32%
Talbot Bank 9.3% 12.91% 12.91% 13.9¢%
CNB 9.56% 13.3t% 13.3t% 14.4¢%
Tier 1 Common Equity Tier 1 Total
leverage Tier 1 risk-basec risk-basec
December 31, 201 ratio ratio capital ratio capital ratic
Company 10.4€% n/e 15.21% 16.36%
Talbot Bank 8.91% n/e 13.08% 14.1¢%
CNB 9.2t5% n/e 13.55% 14.6¢%

Item 3. Quantitative and Qualitative Disclosures abut Market Risk.

Our primary market risk is interest rate fluctuateind management has procedures in place to esandtmitigate this risk. This risk and th
procedures are discussed in Item 7 of Part Il efAhnual Report of Shore Bancshares, Inc. on Fd for the year ended December
2014 under the caption “Market Risk Management latefest Sensitivity” Management believes that there have been no matbdages i
our market risks, the procedures used to evaluadendtigate these risks, or our actual and simdlansitivity positions since December
2014.

Item 4. Controls and Procedures.

We maintain disclosure controls and procedures dhatdesigned to ensure that information requioebet disclosed in the reports that Si
Bancshares, Inc. files under the Securities Exchafgt of 1934 with the SEC, such as this Quartdgport, is recorded, process
summarized and reported within the time periodgi§pe in those rules and forms, and that suchrmétion is accumulated and communici
to management, including Shore Bancshares, Inciiscipal executive officer (“CEO”) and its principaccounting officer (“PAO”),as
appropriate, to allow for timely decisions regagdirequired disclosure. A control system, no maltiew well conceived and operated,
provide only reasonable, not absolute, assuraratethie objectives of the control system are metthieu, the design of a control system n
reflect the fact that there are resource conssaiand the benefits of controls must be consideedative to their costs. These inhel
limitations include the realities that judgmentsdecisionmaking can be faulty, and that breakdowns can obegause of simple error
mistake. Additionally, controls can be circumventeyg the individual acts of some persons, by callnsof two or more people, or
management override of the control. The desigmgfsystem of controls also is based in part upetateassumptions about the likelihooc
future events, and there can be no assurancenpatesign will succeed in achieving its stated geaider all potential future conditions; @
time, controls may become inadequate because afgelsain conditions, or the degree of compliancén hie policies or procedures n
deteriorate.

An evaluation of the effectiveness of these disalescontrols as of March 31, 2015 was carried omdeu the supervision and with
participation of management, including the CEO #m&PAO. Based on that evaluation, the Compmanyanagement, including the CEO
the PAO, has concluded that our disclosure conmatsprocedures are, in fact, effective at theamreaisle assurance level at March 31, 2015.
There was no change in our internal control oveairftial reporting during the first quarter of 2Gh&t has materially affected, or is reason
likely to materially affect, our internal controber financial reporting.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings
From time to time the Company may become involvetégal proceedings. At the present time, therenarproceedings which the Comp.
believes will have a material adverse impact orfitrencial condition or earnings of the Company.

Item 1A. Risk Factors

The risks and uncertainties to which our financiahdition and operations are subject are discuissddtail in Iltem 1A of Part | of the Annt
Report of Shore Bancshares, Inc. on Form 10-K lier year ended December 31, 2014. In the Comparors AR0K for the year ende
December 31, 2014, Management does not believatiyamaterial changes in our risk factors have wedusince they were last disclosed.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds
None

Item 3. Defaults Upon Senior Securities
None

Item 4. Mine Safety Disclosures
Not Applicable

Iltem 5. Other Information
None

ltem 6. Exhibits.
The exhibits filed or furnished with this quarterigport are shown on the Exhibit List that follothe signatures to this report, which lis
incorporated herein by reference.

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causedréport to be signed on its behalf by
undersigned thereunto duly authorized.

SHORE BANCSHARES, INC.

Date: May 11, 2015 By: /s/ Lloyd L. Beatty, Jr
Lloyd L. Beatty, Jr
President & Chief Executive Offic
(Principal Executive Officer

Date: May 11, 2015 By: /s/ George S. Rag
George S. Rap
Vice President & Chief Financial Offici
(Principal Financial Officer

38




EXHIBIT INDEX

Exhibit

Number Description

31.1 Certifications of the Principal Executive Officaunguant to Section 302 of the SarbeOxley Act (filed herewith)
31.2 Certifications of the Principal Accounting Officeursuant to Section 302 of the Sarbi-Oxley Act (filed herewith)
32 Certification pursuant to Section 906 of the Sads-Oxley Act (furnished herewith
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EXHIBIT 31.1

Certifications of the Principal Executive Officer
Pursuant to Securities Exchange Act Rules 13a-14 dri5d-14
As adopted pursuant to Section 302 of the Sarbané&xley Act of 2002

[, Lloyd L. Beatty, Jr., certify that:
1. I have reviewed this quarterly report on FAi®rQ of Shore Bancshares, Inc.;

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit éonstate a material fe
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect to
period covered by this report;

3. Based on my knowledge, the financial statemearid other financial information included in théport, fairly present in ¢
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this report;

4. The registrang’ other certifying officer and | are responsibleg festablishing and maintaining disclosure contratx
procedures (as defined in Exchange Act Rules 13a}Xd 15dt5(e)) and internal control over financial repagtifas defined in Exchan
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures ttesigned unc
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries,
made known to us by others within those entitiestigularly during the period in which this rep@teing preparec

b. Designed such internal control over financial réipgr; or caused such internal control over finahoégorting to b
designed under our supervision, to provide readenassurance regarding the reliability of finanaigborting and tt
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registeamtisclosure controls and procedures and presdntdtis report o
conclusions about the effectiveness of the disceosantrols and procedures, as of the end of thiegeovered by th
report based on such evaluation;

d. Disclosed in this report any change in the tegig's internal control over financial reporting thattooed during th
registrant's most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbrg that ha
materially affected, or is reasonably likely to erally affect, the registrardt’internal control over financial reportil
and

5. The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal cbrirel
financial reporting, to the registrant's auditonsdathe audit committee of the registrantioard of directors (or persons performing
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contro¢ofinancial reportin
which are reasonably likely to adversely affect tbgistrants ability to record, process, summarize and refioaincia
information; anc

b. Any fraud, whether or not material, that involvesamagement or other employees who have a significdatin the
registran’s internal control over financial reportir

Date: May 11, 2015 By: /s/ Lloyd L. Beatty, Jr
Lloyd L. Beatty, Jr
President & Chief Executive Offict
(Principal Executive Officer




EXHIBIT 31.2

Certifications of the Principal Accounting Officer
Pursuant to Securities Exchange Act Rules 13a-14 dri5d-14
As adopted pursuant to Section 302 of the Sarbané&xley Act of 2002

I, George S. Rapp, certify that:
1. I have reviewed this quarterly report on FAi®rQ of Shore Bancshares, Inc.;

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit éonstate a material fe
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect to
period covered by this report;

3. Based on my knowledge, the financial statemearid other financial information included in théport, fairly present in ¢
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this report;

4. The registrang’ other certifying officer and | are responsibleg festablishing and maintaining disclosure contratx
procedures (as defined in Exchange Act Rules 13a}Xd 15dt5(e)) and internal control over financial repagtifas defined in Exchan
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures ttesigned unc
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries,
made known to us by others within those entitiestigularly during the period in which this rep@teing preparec

b. Designed such internal control over financial réipgr; or caused such internal control over finahoégorting to b
designed under our supervision, to provide readenassurance regarding the reliability of finanaigborting and tt
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registeamtisclosure controls and procedures and presdntdtis report o
conclusions about the effectiveness of the disceosantrols and procedures, as of the end of thiegeovered by th
report based on such evaluation;

d. Disclosed in this report any change in the tegig's internal control over financial reporting thattooed during th
registrant's most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbrg that ha
materially affected, or is reasonably likely to erally affect, the registrardt’internal control over financial reportil
and

5. The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal cbrirel
financial reporting, to the registrant's auditonsdathe audit committee of the registrantioard of directors (or persons performing
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contro¢ofinancial reportin
which are reasonably likely to adversely affect tbgistrants ability to record, process, summarize and refioaincia
information; anc

b. Any fraud, whether or not material, that involvesamagement or other employees who have a significdatin the
registran’s internal control over financial reportir

Date: May 11, 2015 By: /sl George S. Rag
George S. Rap
Vice President & Chief Financial Offici
(Principal Financial Officer




EXHIBIT 32

Certification of Periodic Report
Pursuant to 18 U.S.C. Section 1350
As adopted pursuant to Section 906 of the Sarbané&xley Act of 2002

Pursuant to, and for purposes only of, 18 U.S.C3%0, the undersigned hereby certifies that (i)Quarterly Report of Shore Bancshares,
on Form 10-Q for the quarter ended March 31, 2028 fvith the Securities and Exchange Commissiba {Report”)fully complies with th
requirements of Section 13(a) or 15(d) of the S&earExchange Act of 1934, and (ii) informatiomtained in the Report fairly presents, ir
material respects, the financial condition and ltsxaf operations of Shore Bancshares, Inc.

Date: May 11, 2015 By: /s/ Lloyd L. Beatty, Jr
Lloyd L. Beatty, Jr
President & Chief Executive Offic
(Principal Executive Officer

Date: May 11, 2015 By: /sl George S. Rag
George S. Rap
Vice President & Chief Financial Offici
(Principal Financial Officer




